OTAY WATER DISTRICT
FINANCE, ADMINISTRATION AND COMMUNICATIONS
COMMITTEE MEETING
and
SPECIAL MEETING OF THE BOARD OF DIRECTORS

2554 SWEETWATER SPRINGS BOULEVARD
SPRING VALLEY, CALIFORNIA
BOARDROOM

TUESDAY
October 28, 2008
4:00 P.M.

This is a District Committee meeting. This meeting is being posted as a special meeting
in order to comply with the Brown Act (Government Code Section §54954.2} in the event that
a quorum of the Board is present. ltems will be deliberated, however, no formal board actions
will be taken at this meeting. The committee makes recommendations
to the full board for its consideration and formal action.

AGENDA

ROLL CALL

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

DISCUSSION ITEMS

3.

APPROVE AND RATIFY THE DISTRICT'S PARTICIPATION IN THE STATE OF
CALIFORNIA PURCHASE CARD PROGRAM MASTER SERVICE
AGREEMENT (MSA); RATIFY THE GENERAL MANAGER’S APPROVAL OF
ADDENDUM TWO (2) TO MSA 5-06-99-01 ADDING THE OTAY WATER
DISTRICT AS A PARTICIPATING AGENCY; AND, AUTHORIZE THE GENERAL
MANAGER TO EXECUTE FUTURE AGREEMENTS AND OTHER REQUIRED
DOCUMENTATION, INCLUDING ADDENDUMS TO MSA 5-06-99-01, AS
REQUIRED TO CONTINUE THE DISTRICT'S PARTICIPATION IN THE STATE
OF CALIFORNIA PURCHASE CARD PROGRAM (DOBRAWA) [5 minutes]

AUTHORIZE NEGOTIATIONS WITH RANCHO SAN DIEGO INDUSTRIAL
CENTER, LLC FOR THE PURCHASE OF VACANT LAND IDENTIFIED AS APN
NO. 505-230-52-00 AND APPROVE AN AMENDMENT TO THE FISCAL YEAR
2009 CIP BUDGET TO ADD $600,000 TO FUND CIP P2479, OPERATIONS
YARD PROPERTY ACQUISITION, TO PROVIDE FUNDING FOR THE
PURCHASE AND IMPROVEMENT OF THE SUBJECT PROPERTY
(DOBRAWA) [5 minutes]




5.  ACCEPT THE DISTRICT'S AUDITED FINANCIAL STATEMENTS, INCLUDING
THE INDEPENDENT AUDITORS’ UNQUALIFIED OPINION, FOR THE FISCAL
YEAR ENDING JUNE 30, 2008 (CUDLIP) [10 minutes]

6. REVIEW OF THE FALL 2009 CUSTOMER PIPELINE NEWSLETTER (BUELNA)
[10 minutes]

7. PROHIBIT THE PURCHASE OF BOTTLED WATER WITH DISTRICT
RESOURCES (ROBAK) [10 minutes]

8. ADJOURNMENT

BOARD MEMBERS ATTENDING:
Mark Robak, Chair
Larry Breitfelder

All items appearing on this agenda, whether or not expressly listed for action, may be
deliberated and may be subject to action by the Board.

The Agenda, and any attachments containing written information, are available at the
District's website at www.otaywater.qov. Written changes to any items to be considered
at the open meeting, or to any attachments, will be posted on the District’s website.
Copies of the Agenda and all attachments are also available through the District Secre-
tary by contacting her at (619) 670-2280.

If you have any disability which would require accommodation in order to enable you to
participate in this meeting, please call the District Secretary at 670-2280 at least 24
hours prior to the meeting.

Certification of Posting

I certify that on October 24, 2008 | posted a copy of the foregoing agenda near
the regular meeting place of the Board of Directors of Otay Water District, said time be-
ing at least 24 hours in advance of the meeting of the Board of Directors (Government
Code Section §54954.2).

Executed at Spring Valley, California on QOctober 24, 2008.

W/I/l @5/1 Z

Susan Cruz, District SXfetary




AGENDA ITEM 3

STAFF REPORT

TYPEMEETING: Regular Board MEETING DATE:  November 13, 2008
SUBMITTED BY: Stephen Dobrawa, Purchas W.0./G.F, NO: DIV.NO. pa11
and Facilities Manager

g#ﬁOVEDB“ Rom Sarno, Chief, Administrative Services
1€

APPROVEDBY: German Alffarez ,
(Asst. GM):
Assist eneral Manager, Finance and Administration

SUBJECT: RATIFICATION OF ADCPTION OF STATE OF CALIFORNIA MASTER

SERVICE AGREEMENT NO. 5-06-99-01 CAL-CARD PROGRAM.

GENERAL, MANAGER’S RECOMMENDATION :

That the Board:

1. Approve and Ratify the District’s participation in the
State of California Master Service Agreement (MSA) 5-06-99-
01 Purchase Card Program (Attachment B},

2. Ratify the General Manager’s approval of Addendum 2 to MSA
5-06-99-01, adding the Otay Water District as a
Participating Agency, and

3. Authorize the General Manager to execute future agreements
and other required documentation including addendums to MSA
>=06-99-01 as required to continue the District’s

participation in the State of California Purchase Card
Program.

COMMITTEE ACTION:

Please see Attachment A.

PURPOSE :

To obtain approval to utilize the State of California MSA 5-06-
99-01 CAL~Card Program (Contract attached), ratify the General
Manager’s approval of the Addendum to the contract identifying
the District as a Participating Agency, and authorize the
General Manager to execute future documents including any
addendum to the existing contract as may be required to continue

the District’s participation in the State’s Purchase Card
Program.




ANALYSIS:

On April 2, 2008, the Board adopted Resolution 515, amending
Policy 15, Use of District Credit Cards, Petty Cash, and
Expenditures invelving District Credit, authorizing the General
Manager to issue credit cards to District employees in
accordance with the District’s Purchasing Manual and applicable
laws. Concurrently, the Board amended the District Purchasing
Manual Section 13 - Credit Cards, establishing that where

feasible, the issuing of credit cards shall be through the State
of California’s CAL-Card Program.

On October 13, 2008, the District received notification from Us
Bank, the current CAL-Card service provider, that the District
is required to submit an Addendum to the State of California
Purchase Card Program (CAL-Card Program) Master Services
Agreement (DGS MSA 5-06-99-01), adding Otay Water District as a
Participating Agency and that failure to provide the executed
addendum by November 1, 2008 would result in the suspension of
issued credit cards. On October 17, 2008 the General Manager

executed the required addendum. To be effective, the addendum
must be ratified by the Board.

It is expected that as the State adopts changes to the existing
CAL-Card Program MSA or executes new CAL-Card MSAs, the District
will be required to execute additional addendums and related
documentation. To accommodate this, it is recommended that the
Board authorize the General Manager to execute future agreements
and applicable addendums as necessary to allow the District to

continue use of the State of California Purchase Card (CAL-Card)
Program.

In addition to providing for expedient purchasing during
emergencies, continuing the use of the CAL-Card program will
allow the District to continue to take advantage of the

efficiencies and operating cost reductions provided by the
program through the:

" Ability to make time sensitive field purchases,
* Conscolidation of payments for small value purchase, and
* Reduction of petty cash disbursements.

Purchases made via the use of credit cards are required to
conform to the District’s Purchasing requirements and standards
identified within the Code of Ordinance and Purchasing Manual.

FISCAL IMPACT: /%

[ 7 —

-

None.




STRATEGIC GOAL:

The recommended actions support the District’s goal of improving
the efficiency of business processes.

Il Wt

Gehkral Manager

Attachment A - Committee Action

Attachment B - State of California Purchase Card MSA 5-06-99-01
and Addendum




ATTACHMENT A

SUBJECT/PROJECT:

RATIFICATION OF ADOPTION OF STATE OF CALIFORNIA MASTER
SERVICE AGREEMENT NO. 5-06-99-01 CAL-CARD PROGRAM.

COMMITTEE ACTION:

This item was reviewed by the Finance, Administration, and
Communications Committee on October 28, 2008. The Committee

supported staff recommendations and presentation to the full
Board.

NOTE:

The “Committee Action” is written in anticipation of the
Committee moving the item forward for board approval. This
report will be sent to the Board as a committee approved item,
or modified to reflect any discussion or changes as directed
from the committee prior to presentation to the full board.

o o L et AR s iy




ATTACHMENT B

PURCHASE CARD SERVICES

STATE OF CALIFORNIA
STANDARD AGREEMENT _ 7
570 213 (Rev DBl ACREEMENT NUMBER ; AGENCY BILLIRG CODE
4-05-99.01

REGISTRATION NUMEER

1. This Agreerventis gntered into between the State Agenry and he. Conuauvr named-below

STATE ABENCY'S NAME
Department of General Services

CONTRACTOR'S NAME
U.8. Bank -Naiignat Association M., {(U.S. Bank)

. 2 Theterm of this

{hmugh
Agresment is.

3. The maximum amaunt &0
of this Agreement is;

" 4. Tns parlies’ agres fo comply with the:derms and conditions of the following which are by this reference made g part
ol the Aqreemem

Exninil A, Btatement of Work, 13 Pagss

Extiibit 8, Contract, Cartification, Chuset L6 1005
Eatribit ©. Generd! Térms and Condifions (GTC) 3 366
Exivibit 1, Additiona Provisions

Exhibit £, Glossary of Tarms

Exbivit I, CostRebatss

RFP DGS 54048 and the Conlrators respense #9e incatporated and madé o part ofthis agraernent by reference.
N WITNESS WHERECQF, this Agreement has been executed. by the parties hereto:

CONTRACTOR. Californiz Department pf General Services
Hse Only

CONTRAGTORS NARE 4f offer than i intividisl, state whether a cﬂrgﬂmn" parnershin, elc.)

.S, Bank Nauonal Association N.D. (U.S. Barik)
8Y fAuthorirad Sigr mmfc; ‘DATE SIGNED ¢io ot 'ypfs

o

PRINTED NAME AND TLE OF PERBON SIGNING

ADDRESS
. STATE OF CALIFORNIA

AGENCY NANE s ’

Department of General Services

BY {autharized Slignatired ’ DATE SIGRED (Cowe type!
- )‘*)

PRINTED NAME AN 'ﬂTLE OF PERSON SIGNING
Rita Hamilton, Deputy Director
ADDRESS

707 Third-Street, 2" Floor

West Sacrainento, CA §5605—2811

7} Exempt
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PURCHASE CARD SERVICES

Exhibit A
A. OVERVIEW

This is the Statement of Work {SOW) for the contract for purchase card services. This SOW
along with the Contractor's response (o the burchase card services requirements (administrative
and technical} contains the Contractor's responsibitities.

B. STATEMENT OF WORK
1. Purpose

This Staterment of Work (SOW) gives an overview of fhe purchasing card services and
technologies under this Master Services Agreement {M8A) to.be provided to the State of
California, Department of General Services {(DGS) CAL-Card Program and the participating
agencles.

2. 'Period of Performarnce

The period of performance for Lhis MSA contract shali be for five (&) years, beginning with
the Effective Date of this Agresment, with, at the State’s option, one (1) two (2) vear
extension. During the initiel term, neither DGS nor the Contractor may terminate this
Agreement, in whole or in part, except by mutual consent or as otherwise provided under
Exhibit C to this- document, General Terins and Conditions,

3. CAL-Card Program

In May 1990, the California Department of General Services {DGS) published a report tiled
“Using a Bank Card for Smalf State Purchases.” The report recommended that the State
conduct a pilot project to test the advantages and disadvantages of employing purchase
cards for smali doflar purchases of commodities.

In 1992 the DGS awarded an 18 month competitively bid pliot contract that called for six
siate agencies 10 run a pilef program. Because the pilot program was so successiul, the
contract was renewed and made available for all siate and local governmental agencies.

Since that time two sequential contracts have been competitively bid and awarded for
continued purchase card services. The first contract term was three years fixed with two

one-year options for extension and the second was a two year fixed with four one-year
aptions fer extension.

The CAL-Card Program aliows State and Local Governmeritaf Agencies 1o utilize the Master
Services Agreement through a confract adderidum process, The CAL-Card Program has
been. extremely successful in providing California state and Local Government Agencies
with purchase card services and continues fo experience yearover-year growth in individuat
program usage and new participaling agéncigs.

Finally, On July 24, 1996, The State of California officially named its purchase card program
"GAL-Card” and registered the name under a certified service mark.
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PURCHASE CARD SERVICES

4. Western State Contract Alliance (WSCA)

The State of California has been designated as the lead state for this project and wilk work in
& collaborative manner with its contractor and pariners in the Western States' Centract
Alliance (WSCA) to make the State of Galifornia contract available to any WSCA state
wishing 1o participate. WSCA states that choose to participate may have standardized
terms and conditions that differ slightly from the State of California’s. The Contractor and
the WSCA state will work together to incorporate these differences and develop a mutually
acceplable agresment between the WSCA state and Contractor.,

8. Agency Enroflinent and Implementation

The implementation schedule shall include a-time line forthe vatious steps required as welt
as lhe timeframes to ensure implementation stays.on schedule. The Contractor will provige
detailed information on the new agency enroliment and implementation plan to DGS and will
work with DGS to meet all required elsments of the agread to plan.

a. Card Design and Emhossing

The Contractor shafi be responsible for the embossing and printing of the pirchasing
cards fo the State’s specifications. The State will furnish the necessary artwork (digital
file) in order 1o provide a distinctive card design and color that will identify the card as a
State of California CAL-Card purchasing card. The State will use this one basic design
as the standard card stock to be used by all CAL-Card participants. The Slate reserves
the right to change the card desigry during the contract period at no charge to the State
and if doing so, will provide the Contractor with the artwork needed to make,

State and Local Governmental Agencies shall have the ability to customize the standard
card stock. This will require customization options to the front side of the card for ali
agencies participating il the program. The customization options will include verbiage
and/or lago or graphic.embossing as described below.

{1) State Government Agencies

= Name, STATE OF CALIFORNIA, top, left side of card {required)

* Program, CAL-Card, top, right side of card {required)

» Phrase, FOR OFFICIAL USE ONLY, top, right side of card under CAL-Card
{requirad)

» Name, AGENCY or DEPARTMENT, (required))

« Name, CARDHOLDER NAME, {required)

+ Picture, LOGO [ EMBLEM, {optional)

{2} Local Government Agencies

L]

Name, AGENCY NAME: (county, cily, etc. name), top, left side of card

{required)

«  Progiam, CAL-Card, top. right side of card (required)

+ Phrase. FOR OFFICIAL USE ONLY, top, right side of card under CAL-Card
{(required) '

¢ Name, CARDHOLDER NAME, {required)
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PURCHASE CARD SERVICES

«  Picture, LOGO { EMBLEM, (optional)

Color copier reproduction sample of the artwork/design of the purchase card is
available. A-digital proof of the card artwork/design is available upon request o the
Contract Administrator.

6. Organizational Support/Staffing

The Contractor will provide highly skilied personnel and. have an adequate number of
personnel needed to suppert a large purchase card program. The State understands that
personne! availability is subject to change; substitutions of personrel will include
replacements with similar qualifications. The CAL-Card Contract Manager shall be nofified
in writing Tive (5) business days hefore these changes or substitutions take place.

DGS, Procurement Divislon reserves the right to reguest additional personns! andfor
replacement of current personnel at any time. Contracior wili be notified in writing five (5)
business days before fhese additional personnel andfor replacement personne!l are needed
inv order to ensure the tasks and deliverables of the contract are adherad to. The Conlractor

has the ability for expansion of staffing and will support the CAL Carg Program throughout
the term of this Agreement.

7. Marketing and Training Plan

The Contractor with support of DGS, Procurement Division’s CAL-Card Program will
aggressively strive to market the CAL-Card Program fo potential State and Local
Governmental Agency customars according to a plan that will be developed with the Slate.
This marketing venture may include CAL-Card' Program Overview Presentations, User
Group Meetings, California gevernment association conferences, mass mailing of program
information, and the CAL-Card Frogram Intemet site, the detalls of which will be developed
with the State, The Contraclor wiff cover costs and provide materials for such marketing
initiatives and the Contractor Understands that marketing at specific locations is required,

a. Conference Participation

The Contractor will work with DGS o promote the CAL-Card Program at various
conferences throughout Qalifornia according 10 an agreed upon scheduls. it is
anticipated thal conferences may include, but not be firmited to:

League of California Cities

California Special Districts Association _
Califarnia Assotiation of Public Purchasing Officers (CAPRO)
GCaliforiia Association of School Business Officials (CASBO)
Government Technology Conference (GTC)

b. Classroom Training

Contractor will develop in conjunction with Procurement a State approved: training
pragram, training materials and the classroom and or Webcast présentations that fully
describe the roles and responsibilities of the Cardhalder, the Approving Official, the
Biling Office and the Program Coordinator per the terms of the contract. The training
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PURCHASE CARD SERVIGES

materiais shall include, but not be limited to video media, printed workbooks and:
PowerPaint presentations.

The fength, scheduling, location, content and materials in connection with the trainings.
will be developed by DGS and the Contractor. The Confractor understands that DGS
has targel areas and dates and will work with DGS to develop a plan that will meet the
requirements of DGS.

£. UserGroup Meetings

Fallowing a scheduled training, the Contractor will work with DGS to develop User Group

Meetings that include ‘scheduling, content, materials, iacation and securing meeting
rOOMmS.

8. Purchase Card Acceptance

The Contractor is required to have a mechanism in place to enroll new merchants as
-acceptors of purchase cards. They shall provide supplier brochures to help disseminate
information concerning participation in card acceptance, The Contractor shall alse assist in

promoting the benefits of accepting the card and recruiting merchants that do not currently
accept the card.

9. CQustomer Services/Support System

Customer service and support are key componenis in the successful operation of the CAL-
Card Program. The Contractor's personnel and support system wilt be versed in the CAL-
Card contract services and will fumish customer agencies with complele, accurate, limely
information, and the resciution of issues or problems. The Contractor will provide & high
level of services and organizational support available with a dedication to serve thoe
cusiomer with the utmost professional conduct:

The Contracior will provide a secured, authorized support system{s) that would be available
atall of the various hierarchical tevels of the Program. The Contractor's system of suppor,
provides dedicated customer service personnel (hat are accessible in the United States via
loll-iree telephone numbers, .accedt collect calls, and foll-free internationa!l {elephone
numbers. The Contractor should also-provide direct e-mail and dedicated facsimile acoess
to support staff within their organization. In addition, the Contractor shall provide an out of

country tolt free phone number to access 24 hours a day, every day of the year for
cardholder semices,

Cardholder services will be avallable 24 hours a day, on every day of the year. Cardholder
services are defined al minimum of covering the reporting of lost or stolen cards, fransaction
authorization and verification, accournt inguiries, account maintenance, and cardnolder
customer assistance. Accouniing, billing and other forms of clistomer/support services rsust
be available via the Contrastor's support system from 8:00 am. to 5:00 p.m., Centraf
Standard Time, excluding weekends.

The Contractor provides a competitive program that ensures that it is providing quality
products and services. Moreover, the Contractor can provide methods for evaluating its
program and make improvements {o reinain at the forafront of providing such services., The
Contractor will work with DGS to develop an agreed to plan o solicit and respond to
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PURCRABE CARD SERVICES

fesdback of participating entifies.  This plan will include a means for the Contrastor to
resolve product .or systems errors through to resolution, and keep the CAL-Card Contract
Manager informed of the resolution status. The Contractor wilf implement practices or
system corrections to ensure like errors de not reoocur,

10. Statewide Transition and Implementation Plan

Upen contract award, the Contractor will work with DGS to transition Participating Agency
accaunts to the new contract. |t is anticipated that this transition can be accomplished over
a six-month time span. This will require a collaborative effort betwesn OGS, Participating
Agencies, and'the Contracior.

11. General Capabilities

The Contractor has the capabiity to perform the following functions during the term of the
coniract.

a. Rebate Programs

The Contracior will offer an Average Per Transaction Rebate, Volume Sates. Rebate,

and Prompt-Payment Rebate to all participating agencies, in accordance with Exhibit F -
Costs/Rebate.

b. Administrative Fee

The Departiment of Generat Services (DGS), Procurement Division will be reimbursed an
administrative fee in accordance with Exhibit F - CostsiRebate.

¢, Card Limits and Restrictions

The Slate desires a purchase card with extrermely flexible card limits and widest possible
migrchant category code vesirictions available.

Contractor must have the capability to apply limits and restrictions an its purchase card
program and.the means and time framas for changing those limits and restrictions.  The
LCoentract Manager and each Parlicipating Agenty will have the flexibility to have the
Centractor apply limits and restrictions,

{1} The Coniractor will provide detailed information on the proposed cardholder,
appraving official, unit, division, agency and/or department or oiher forms of
hierarchical levels for purchase dollar fimits (including the dollar increments of
change; for:

Single purchase dotlar fimits
Dally purchase dollarlimits
Weekly purchase dollar fimits
Monthly purchase dollars limits
Quarterly purchase doliar Hmits
Annual purchase dollar limits

e # = » W @®
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PURCHASE CARD SERVIGES

{2) The Coniractor will provide detailed information on the proposed cardholds,
cardnolder approving official, unit, division, agency and/or department or other forms
of hierarchical levels for the number of card transaction limits for:

Daily number of transaction limits

Weekly number of transaction lirits

Monthly {or cycle) number of transaction limits
Quartserly number of fransaction limits

Annual number of ransaction limits

e & & B ¥

{3) The Confractor will .provide detailed information on the proposed cardholder,
approving official, unit, division, department, agency, and statewide or other forms of
hierarchical levels for merchant category code exclusion andfor locking. The State
may also be restriciing certain category codes program wide.

d. Card Issuance

Card issuance, re-issuance, and activation of cards are of the utmost imporiance o the
State. With the anficipation of continual growth in the CAL-Card Frogram, the.

Contractor's issuance system will be able to accommodate the ever-increasing number
of cards,

Each Participating Agency wilt administer their procurerrient function, determine to whom
the cards shall be issued, and the purchasihg authorty of each employes within the
fimits of this contract. The CAL-Card Program shall be available for use by individuat
government employess. lssuance of a card lo any employes must be done with prior
written o an allernafivé secured method 6f approval by the Participating Agency's
Prograrn Gourdinator.

The Contractor will mail all cards issued within five business days or sonner after the
Gontraclor receives cardholder-account set-up information. Cards wilt only be mailed to
the agencies designated point of ‘contact, which may include the individual cardhcldaers,
The Contracior will provide detailed information.on the proposed card processes.

e, Agcount Maintenance

The Contractar understands that data regarding cardholders for a particular agency wil
change from time to time. Adthorizéd members of Participating Agencies will have the
ability to imake changes-to cardholder accounts, program structure, and possibly other
glements in their programs through U.5. Bank Access® COnling, the online reporting
sysiem provided by Contractor. These changes may be petformed online and may
include changes to naries, addresses, zip codes, telephone nurmbers, e-mail addresses,
purchase limits, transagtion limits, merchant catagory codes, approving official,
temporarily suspend cardhelder activity and termination of a cardholder's account and
other changes.

The Contractor also provides information and features in connection. with zccount
maintenance processes including:

+ Meéans of requesting changes incitding; written, phone, fax. e-mail, andfor anline
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PURCHASE CARD SERVICES

3

Restricting changes to agency program coordinator {or alternate) except
lost/stalen/fraud account closures

+  Security controls in place 1o ensure ohly authorized changes

« Time frames from request to enactmeant

+ Internet solution for online, real time, account maintenance, and transaction
administration

t. Disputed Transacfions

The Contractor has in pface a resolution pracedure for dealing with disputed transactions
resuliing from unauihorized charges, errors in cardholder billings, or problems with
charges {or merchandise or.services that are not resolved betweern the cardgholder ang
supplier. Participaling Agencies intend 1o pay according 1o the contract payment terms;
however, In instances of dispute the charges may be placed in suspense uniil there is
resolution.  The Contractor will propose a timely dispute procedure to ensurs that the
payment network charge back rights do niof expire. If upon resclution of a dispute # js
found that the transaction was actually an authorized charge, the Parlicipating Agency
will be liable for the payment within the payment terms as described in Section 11.
Service Capabilities, b. Payment Term and Late FPayment Penaliies.

* The Contractor shail provide detailed mformation on the proposad displied
transaclion resolution procedures.

g. Liability

Parficipating Agencies shali only be: liable for the use of their purchase. cards on
acquisitions that are authorized transactions. Authorized transactions are defined as
acquisitions which meet the following requirements:

»  Where the Participafing Agency autharized the employee as a purchase card
user '

«  Within carcdholder setup fimits and restrictions specified by each PRarlicipating
Agency

= Where transactions are authorized by the merchant in accardance  with
established payment card association rules and regutations

* The Participaling Agency receives the product, comimodity, service, e,

» A lransaction involving fraudulent or wrongful use of a CAL-Card of account by
an authorized employee of a Participating Agency or any other person with an
authorized employee’s actual, implied, or apparent authority shall constitute an
authorized transaction, and the Participating Agency would be fiable for the
charges, unless the Participating Agency terminates the gmployee in guestion
and applies for the Visa Liability Waiver Program {o profect it from liabtlity of
charges resulling in products or services that do not benefit the Participating
Agency direcily or indirectly.

The use of the purchase card outside of this definition is defined as an unauthorized
ransaction and is outside the scope of State-or Participating Agency liability.

The State and the Contractor through mutual agreament shall establish procedures for
reporting tost or stolen cards and stolen cardholder account numbers. The State and al
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PURCHASE CARD SERVICES

any purchase card. The Contractor shall repott to the Cardholder and the Participating
Agency Program Coordinator teported fraud transactions and the resulting credit
issuance or payment due detérminations within monthly management information
reporiing.

Participating Agencies shalt have no liability for lost or stolen cards or fraudident use of

Upaen termination .of an ascount, the Participating Agency andfor the Cardholder wili
cancel the biliing of ali reoccurring transactions to the Account.

T2, Pragram and Transaction Data

The Contractar will provide DGS with its technalogy tool, U.8. Bank Access® Online, for
flexible and robust account management; functionalily and report writing. The Coniractor
will work with DGS to leverage the features of U.S, Bank Access® Online and management
of sacurity tevels, report writing, orline approvals, and other features of this tool. Morsover,
the Cantractor will work with DGS e respond to State and Government reporting
reguirements.

a. The Contractor will work in a collaborative sffort with the Office of Small Business
and Disabled Veleran Business Enterprise Services (OSDS) to strive o atiain a number
of objectives over the ferm of the contract,

Among these objectives are: the provision of electronic data to a California Stale
purchases database. The Office of Small Business and Disabled Veteran Business
Enterprise Services (OSDS) program within Procurement Division of the DGS certifies
small businesses (SB), micro businesses (MB), disabled veteran busirness enterprises
(DVBE), non-profit veleran services agencies (NVSA), and non-profit (NP) firms doing
business with the Stete. The Contractor understands that these reguirements are to
support mandatory, statutory reporting requirements of contracting activity and the
Contractor understands that there are specific reporting requirements that must be met
in this report development effort.

b. Payment Term and Late Payment Panalties

The Contracter will be responsible for operating a payment system that interfaces with
the Participating Agencies’ accounting/billing systems. It will be a versatile systermn and
have sufficient flexibility to interface with the Participating Agencies’ automated
accounting and billing systems. Each Participating Agency will be financially responsible
to the awarded Contractor for their respective awthorized Cardholder purchases. The
Contractor will be responsible for sending ‘an itemized official invoice to each
Participating Agency as designsed for each of the biling accounts established for the
Farticipating Agency. These invoices will be sent promplly after the end of each billing
cycie. ltis anticipated that some participants will have multiple billing cycles per month.

The CAL-Card Program has lhe following minimum payment terms:

The full amount of each Paricipating Agency’s monthly. balance or billing cycle balance,
except for disputed or reported fraud items, will be due within forty-five (45) davs from
the billing cycle date of the Contractor invoice. If the Contractor's Cardholder Statement,
Approving Official Summary, or the Invoice is not postmarked within three business days
after the billing cycle, the pay term can be extended the equal number of days between
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the third day after the billing cycle and the actual latest postmark date of the Cardholder

Staterment, Approving Official Surmmary, or the Invoice.

Payment will be made to the Contractor via check, warrant, bank ‘wire, automated
cleating house, andfor elestronic funds transfer at the Partisipating Agency’s option.
Payment sent via mail is considered paid on check or electronic issue date as long:as
postmarked by the third day after check issue date. I the ohieck is not postmarked by
the third day after the check issue date, lhe check posting date will be extended the
equal number of deys between the third day afler heck issue date and the actual
postmark date of the payment envelope.

Late payment penalties for undispuled payments not received by the Conilractor within

the speciiied period will be determined under California State Law, Fach Parhicipating

Agency will be reguired to pay such penalties based on the California Prompt Payment
Act (Government Code, Section, 927) or its successor: The penalty on any undisputed
late payment shall be calculated in accordance with the penally interest factor per day
formula provided In the State of California Budget Letter 05-15, Late Payment Penaity
Interest Rates {or its suctessor letter).

The Coniractor must provide a detailed delinquent account suspension nofice report,
which shall be sent to the Participating Agency Director or Chief Officer, the State
Department of Finance, Fiscal Systems Consulting Unit, and the CAL-Card Statewide
Program Administrator, for the Participating Agencies with delinguencies dgreater than
thirty (30) days with subsequent-suspension at sixty (60) days after the date of the first
billing to that Participating Agency.

The contractor must provide detailed information and glectronic copies {0 it 8 % x 11
format on the proposed payment system, including:

«  Forms of avcepted payment

Ability to cross-reference Cardholdar Staterrient, Approving Official Summary,
and monthly invoice number
- Paper hard copy invoices/payment

Electronic invoices/payment including necessary hardware/software

Inveice adjustments

Late payment collection and suspension palicies

Invoice forms and reporis

Collection on delinguent accounts

»

» * ¥ # ¥ &

U.8. Bark maintains a department in our Service Center responsible for recancifing
Open invoices and tracking definquent open invoices. This department has staff
dedicated to working specifically with the CAL-Card program 1o assist Agengies with
clearing up open invoices.

within fifty-five (85) days of the invoice date, the Agency will be contacied by U.S
Bank's collecticns staff regarding the unpaid balances, As well, at day fifty-five (55)
after invoice date, the collection unit will repert to the Department of Generat Services
CAL-Card program management, the State Department of Finance contact named by
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PURCHASE CARD SERVICES

the State, and any other Control Agency named by the Siate, all Participating
Agencies that have undisputed past due balances.

Reports 1o the State will include a spreadshest Deliiquency Report that lists
Participating, Agencies with past due balances sub-totaled by aging buckets. Reports
also will include an Agency-specific delinquency spreadsheet with delailed information
about specific past due invoites within the Agency,

i a Participating Agency has not paid its invoice(s) in full, less disputed iterns, by day
sixty (B0) after the invoice date, L.S. Bank may, at its discretion, stspend charging
orivileges for the Agency as a whole, or at the sub-division level of the Agency that is
delinguent. The suspension will remain in effect. until such time as the Agency or sub-
division has remitted to U.S. Bank the unpaid balance and any associated accrued late
payment penalty. Any Participating Agency facing suspsension will be given written
notification in the form of the Notice of Delinquency.

13. Technical Capabilities

The confractor has the technical capabilities to perform a wide variety of services, among
therm:

Interfacing with Financial Syslems
Data Transmission
Report Capabilities
Disaster Recovery

14. Billing

The Contractor has a diversified system of delivering accounting/bifing  information.
Pariicipaling Agencies have numerous different tynes of acoounting/biling systems. The
Gontractor has lhe flexibitity to accommodale Participating Agencies with a variety of
accounting and biling systems. The State will have a need for both a paper hard copy
process and an electionic aceess system for data exchange.

The program and transaction data will be available through the Cantractor's electronic
access system. The syslem shall be able fo provide electronic review and maniputation of
all captured transaction information, including the abifity 1o sort data by any field. The
system shall also have the ability to fitter out urnecessary information, -edit account
allocation manually, and splif transaction amounts into sub-units for mititi-account allocation,
This includes summary roli-up. review and manipulation at different hierarchical levels.

The Coniracter shall alse be abie to provide automatic, default cost aliocations for each
transaction to inclide the ability to assign multiple account cades to each transaction as.
determined by the Participating Agency. In addition, the Coniracior shatl orovide the ability
o assign @ code based on the vendor category, cardholder or any combination of these
lields.  The ‘account code must be sufficiently long to accommodate the accounting string of
any Participating Agency {minimum 84 digits); and the ability of the Parlicipating Agency to
override the defauli code,

The Contractor shall also provide ‘the ability to download data from the systein and the
automatic. creation. of batch upload. files containing accounting data to a Participating
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Agency's internal accounting systems to include, at a minimum, a custom interface file to
any internal system(s) designated by the Participating Agency. This custom interface file
shall be created in such a manner that it can be imported into the Participating Agency's
system with no interaction or speckal programming or manual entry of transaction data. See
Exhibit F. "Additional Services ~ Cost ltems- Gustom.Extract Files” for costs related to the
bank’s development of participant specific custom output intetface files.

The Coritractor can provide ‘detailed information on the accounting/billing systerm and
inchuding:

Billing staternent format.and displayed information

Distribution of bilfing ‘statements, timelines for receipt. of staterment, and available
options

Hierarchical fevel of biliing statement distribution to customers

Billing cycles and available options (j.e. multiple cycles)

Number and dates of available billing cycles per month

Billing and accounting reconciliation software/technology proposed  including
desirable Internet soliition

« Programand transactional data security

*  Accounting/ billing back-up systerm

L2 ]

® B B B

15. Pilot and Demonstration

The Contractor has the capabilities to plan, initiate, conduct, support and. manage, and
complete a successful demonstration period andfor pilot program, if requested by
Participating Agencies, as part of the implementation of the CAL-Card program purchasing
card services and technologies.

The State may require the Contractor to conduct demonstrations and piiol programs prior o
implementation of purchase carg technologles. This will require that the Contractor work in

a collaborative effort with the PD. State Controllers, Department of Finance, and
Participating Adencies.

16. Contract Management

Contract management will be. a responsibility of the CAL-Card Contract Manager (Helen
Gonzales), Contractor, U.S. Bank, aid DGS and Participating Agencies.

The centract management plan shall address, at a minimum, the following::

Strategic Plan for Condract Managetnent

Tactical Plan for Contract Management

Periodic. meetings with DGS Executive Office
Quarterly meetings with PD

Periodic meetings with CAL-Card Contract Manager
Periodic meetings with Participating Agencies
Problem identification and resolution

Meeting agendas and presentations

Program updates-and discussions

CAL-Card Program Growth

3 & & & ¥ € % 2 B 0
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= PD includes the following: PD Management, CAL-Card Contract Manager,
Marketing and Qutresch Unit, CAL-Card Audits, Public Records Coordinator, ard
Office of Small Business and DVBE Ceriification Coordinator.

17, Qther Services

The Contractor is encowraged to offer other puichase card services and technologias that
have not already been addressed in the previcus sections of this Statement of Work. Any
costs to the State for additional services and technologies wilt be presented to the GAL-Card
Goniract Manager for approval prior to any implementation of such services or technologies.

18. MSA User Guide

The MSA User Guide (Ordering Instructions) may be madified periodically as determinad by
the Department of General Services. The MSA User Guide {Ordering instructions) will be
pusted on the website and available for download at:

hitp:fAwww. pd das. ¢a.gov/calcardidefadilt.hirm.

4. User Instructions

The State Agencies shall conform to the poficies and procedures set forth in Managemerit .-
Memo 03-10 (or its most current revision) and the State Contracting Menual, including
Furchasing Authority Manual,

User nstructions will be prepared, issued and overseen by & Contract Administrator
assigned to this MSA from DGS/Procurement Division.

b. Orders (Participating Addendums)

State Agencies will be issued a .standard agreement {(STD. 213) form and Local

Governmental Agencies will ulilize an addendum (Participation Addendum) that is
provided by the Contracior,

19. Ordering Agency Responsibilities

a. Al Participating Agencies shall comply with all applicable laws including the Public
Contracting Code (PCC) and the Government Code {GC).

B, User Instructions will be prepared and overseen by the DGS PD Coniract
Administrator assighed to this MSA, QOrdering agencies shall folfow the User Instructions.

6. All State Agencies using this MSA shall conform 1o the policies and procedures set
forth in Management Memo 02-10 (Or its most current revision), the State Contract Manual
{SCM) and the Purchasing Authority Manual (PAM)

. All Participating Agencies shatl prepare the necessary forms to participate in-the
CAL-Card Program.

e. All Participating Agencies shall report occurrences of either outstanding performange
of failure of performance to the DG8 Procurement Division Contract: Administrator, The
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Contractor shall have the option of reviewing any such submitted performance repotts and
evaluations.

f. If a Pariicipating Agency or State Agency s found to be in viclation of the MSA
ordering procedures, PAM, or-any other applicable policy or procedure, the Participating
Agency or State Agency, as the case may be, will be subject to termination of their
participation in the CAL-Card program.
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Exhibit B8

Contractor Certification Clauses (CCE) 1005
CERTIFICATION

Lo the official named below, CERTIFY UNDER PENALTY OF PERJURY that | am duly
authorized 1o legally bind the prospective Coniractor to the clause(s) listed beléw. This
certification is made under the laws of the State of California.

Contraclor/Bidder Firm Name (Printed) Fedoral ID Number

By-mutf%orized S'fgnatu;’ef”

Printed Name mcfﬁf!e of Person Signing

Dc?fﬁ' Executed Executed in the County of

CONTRACTOR CERTIFICATION CLAUSES
1. STATEMENT OF COMPLIANCE: Contractor has, uniess exempled, compiied with the
nondisorimination pragram requirements. (Gov. Code §12890 (a-f) and CCR, Tille 2, Seclion
8103) (Not applicable to public entities.)

2. DRUG-FREE WORKFLACE REQUIREMENTS: Contractor  will comply  with  the
requirements of the Drug-Free Workplace Act of 1980 and wilt provide a drug-free workplace by
taking the following aciions:

a. Publish a statement notifying employees that unlawful manufacture, disiribution.
dispenisation, possession or use of & controlied substance is prohibited and specifying actions to
be taken against employees for viclations,

b. Establish a Drug-Free Awareriess Pragram to inform empioyees about;

1) the dangérs of drug abuse in the workplace;
2) the person's or organization's policy of maintaining a drug-free workplace:.

2} any available counseling, rehabilitation and employee assistance programs; and,

4) penaities that may be imposed upon employees for drug abuse violations.

o

kvery employee who works on the proposed Agreement will:
1} receive a copy-of the company's drug-freé workplace policy statement; and,

2) agree to abide by the terms of the company's statement as & condition of
employment on the Agreerment,

Failure to comply with these: requirements may result in suspension of payments under the
Agreement or termination of the Agreement or both and Contractor may be insligibie for award
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of any fuiure State agreements ‘if the department dstermines that any of the following has
occurred: the Contractor has made false certification, or violated the certification by failing to
carry out the requirements as noted above. (Gov. Code §8350 et seq.)

3. NATIONAL LABOR RELATIONS BOARD CERTIFICATION: Coniractor cerfifies that no
more than one (1) final unappealable finding of contempt of court by a Federal court has been
issued againist Cenfractor within the immediately preceding two-year period because of
Contractor's failure o comply with an order of a Federal court, which orders Contractor fo
comply with an orde¥ of the National Labor Relations Board. {(Pub. Contract Code §10296) (Not
applicable to public entities.)

4, CONTRACTS FOR LEGAL SERVICES $50.000 OR MORE- PRO BONO REQUIREMENT:
Contractor hereby certifies that contractor will comply with the requirements of Section 8072 of

the Business and Professions Code, effeCti\!e‘January 1, 2003,

Contractor agrees to make a good faith effort 1o provide a minimurm number of hours of pro
bono legal services during each year of the contract equal to the lessor of 30 muttiplied by the
number of Tull time atiorneys in the firm’s offices in the State, with the number of fiours prorated

on an aclual day basis for any contract pedod of less than a full year or 10% of its contract with
the State.

Failure to make a good faith effort may be cause for non-renewal of & state coniract for legel

services, and may be taken info account when determining the award of future contracts with
the State for legal services.

5. EXPATRIATE CORPORATIONS: Contractor hereéby declares that it is not an axpatriate
corporation’ or subsidiary of an expatriate corporation within the meaning of Public Contract
Code Section 10286 and 10286.1, and is eligible to contract with the State of California.

8. SWEATFREE CODE OF CONDUCT:

2. All Contractors contracting for the procuremert or laundering of apparel, garments or
corresponding accessories, or the procurement of equipment, materials, or suppiies, other than
procurement refated to a public works confract, dectare under penally of perjury that no apparel,
garments or corresponding accessories, equipment, materials, or supplies furnished to the state
pursuant to the eontract have been laundered or produced in whole or in part by sweatshop
labor, forced laboer, convict labor, indentured labor under penal sanction, abusive forms of child
labor or exploitation of children in sweatshop labor, or with the benefit of sweatshop labor,
forced iabor, convict tabor, indentured labor undér penal sanction, abusive forms of child labar
or explottation of children in sweatshop labor.  The contractor further declares under penally of
Detjury that they adhere to the Sweatfree Code of Conduct as set farth on the Caiifornia

Department of Industrial Relations website located at www. dir.ca.gov, and Public Contract Code
Section 6108,

b. The contractor agrees to cooperate fully in providing reasonable access to the
confractor's records, documents,.agents of employees, or premises if reasonably reguired by
authorized officials of the confracting agency, the Department of Industrial Relations, or the

Department of Justice to determine the coniractor's comphiance with the requirements under
paragraph {a).
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Contractor may elect to offer domestic pariner bengfits o' the Contractor's employees in.
accordance with Public Contract Code section 10295:3. However, the  Contractor cannot
reguire an erployee to cover the costs of providing any benefits which have otherwise been
provided to aff employees regardless of marital-or domestic partner stajus.

7. DOMESTIC PARTNERS: For contracts executed or amended- after July 1, 2004, the

DOING BUSINESS WITH THE STATE OF CALIFORNIA

The foilowing laws apply to persons or entities doing business with the State of California.

1. CONFLICY OF INTEREST: Contractor needs. to be aware of the following provisions
regarding current or former state employees, If Contractor has any questions ¢n the status of

any person rendering services or involved with the Agreernent, the awarding agency must be
cortacted immediately for clarification.

Current Staie Employses (Pub. Contract Code §10410):

1). No officer or employee shall engage in any employment, activity or enterprise from which
the officer or employee receives compensation or has a financial interest and which is
sponsored or funded by any Participating Agency or State Agency, unless the empioyment,
activity or enterprise is required as a condition of regular state employment.

2). No officer or employee shall contract on his or her own behalf as an independent contractor
with any Participating Agency or State Agency to provide geods or services.

Former State Employees (Pub. Contract Code §10411):

1). For the two-ysar period from the date he or she left the State of California employment. NG
former state officer or employee may enter into a contract in which he or she engaged in any of

the negotiations, transactions, planning, arrangements or any pait of the decision-making

process relevant 1o the contract while empioved in any capacity by any Participating Agency or
Stale Agency.

2}. For the twelve-month period from the date e or she left the State of California employment,
no fonmer state officer or employee may enler into & contract with any Participating Agency or
State Agency if he or she was employed by that Participating Agency or State Agency in a
policy-making position in the same general subject area as the proposed contract within the 12-
roonth period prior to his or her leaving State of California service.

If Contractor violates any provisions of above paragraphs, such action by- Contractor shall
render this Agreement void. {(Pub, Contract Code §10420)

Members of boards: and commissions are exemnpt from this section if they do not réceive
payment other than paymen! of each meeting of the bhoard or commission, payment for
preparatory time and payment for per diem. (Pub. Contract Code §10430 (e))

2. LABOR CODEAVORKERS' COMPENSATION: ‘Contractor neéds to be aware of the
provisions ‘which require every emplover to be insured against lisbility for Worker's
Compensation or to undertake self-insurance in accordance with the provisions, and Centractor
affirms to comply with such provisions before commencing the performance of the work of this
Agreement, {Labor Gode: Section 3700)
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3. AMERICANS WWITH DISABILITIES ACT: Contractor assures the State that it complies with
the Americans with Disabilities Act {ADA) of 1990, which prohibits discrimination on the basis. of

disability, as well as all appliceble regulations and guidelines issugd pursuant to the ADA, 42
UE.Co12101 st seq,)

4. CONTRACTOR NAME CHANGE: An amendment is required {o change the Contraciors
name as listed on this Agreement. Upon receipl of legal documentation of the name change the
State wilt process the amendrment. Payment of invoices presented with a new name cannot be
paid prior-to approval of said amendment,

5. CQORPORATE QUALIFICATIONS TO DO BUSINESS IN CALIFORNIA:

a. When agreements are 1o be performed-in the State of Calffomiz by corporations, the
contracting agencies will be verifying that the Contractor is currently qualified to do business in
California in order fo ensure that-alt obligations due to the State of Calfornia are fulfilled.

b, "Doing business” is defined in R&TC Section: 23101 as actively engaging in any
transaction for the purpose of financial or pecuniary gain or profit. Although there are some
statutory exceplions to laxation, rarely will a corporate contractor perforrming within the state not
he subject to the franchise tax.

¢ Both domestic and foreign corporations (those incorparated outside of California) must
be in good standing in order te be qualified to do business in.California. Agencies will determine
whether a comporation is in good standing by calling:the Office of the Secretary of State.

6. RESOLUTION: A county, city, district, or other Jocal public body must provide the State with
& copy of a resaiution, order, motion, or ordinance of the local governing body which by taw has
authority to enter inte an agreernent, avthorizing execution of the agreament.

7 AR OR WATER POLLUTION VIOLATION: Under the State of Caifomia laws, the
Contractor shalt not be: (1) in violation of any order or resolution not subiect to review
promulgated by the Stale Air Resources Board or.an air pollution centrol district; (2) subjest o
cease and desist order not subject to review issued pursuant to Section 13304 of the Water
Code for violation of wasle discharge requirements: or discharge prohibitions; or {3} finally
determined 1o be in vioiation of provisicns of faderal law relating to air or water pollution:

8. PAYEE DATA RECORD FORM 8TD. 204: This form must be completed by all contractors
that are not another state agency or other governmental entity.
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Exhibit ¢
GENERAL TERMS AND CONDITIONS

1. APPROVAL: This Agreement is of no force or effect until signed by both parties and
approved by the. Department of General Services, if required. Contractor ray not comimencs
performance untlt such approval has been obtained.

2. AMENDMENT: No amendment or variation of the terms of this Agreement shali be valid
uniess made in wiiting, signed by the parties and approved as reqlired. No oral understanding
or agreement not incorporated in this Agréement is binding on any of the parlies.

3. ASSIGNMENT: This Agreement is not assignable by the Contractor, either in whole or in
paft; without the consent of the State in the form of a formal writter amendment.

4. AUDIT. Contractor agrees that the- awarding department, the Department of General
Services, the Bureau of State Audits, or their designaled representalive shall have the right to
review and to-copy any records and supporting documentation pertaining to the performance of
ihis Agreement. Contractor agrees to maintain such records for possible audit for & minimum of
three (3) years after final payment, unless a fonger period of records retention is stipulated.
Contractor agrees to allow the auditor(s) access to such records during normal businass hours
and to allow interviews of any employees who might reasonably have information related to
such records, Further, Contractor agrees to include a similar right of the State to audit records
and interview staff in any subcontract related 1o performance of this Agreement. (Gov. Code
§8548.7, Pub. Contract Code §10415 et seq.. CCR Title 2, Section 1898).

5. INDEMNIFICATION: Contractor agrees fo indemnify, defend and save harmless the State,
its officers; agents and employees from any and ali claims and losses. aceruing or resulting to
any and all contractors, subcontractors, suppliers, laborers, and any other person, firm or
corporation furnishing or supplying work services, materials, or supplies in connection with the
performance of this Agreement, and from. any and all claims ‘and losses acerling or resuiting to

any pedson, firm or corporation who may be injured or damaged by Contractor in the
performance of this Agreement,

6. DI_SPQT.ES: Contractor shall continue with the responsibilities under this Agreement during
any dispuie.

7. TERMINATION FOR CAUSE: The State may terminate this Agreement and be religved of
any payments should the Gontractor fail to performi the requirements of this Agreement al the
{ime and in the manner herein provided. In the event of such termination the State may proceed
with the work ih any manner déemed proper by the State. All-costs to the State shall be
deducted from any sum due the Contractor under this Agreament and the balance, if any, shall
be paid to the Contractor upon demand.

8. INDEPENDENT CONTRACTOR: Contractor, and the agents and employees of Contractor,

inthe performance of this Agreement, shall act ian independent capagcity and riot as officers or
emplGyees-or agents of the State.

9. RECYCLING CERTIFICATION; The Contractor shall certify in writing under penalty of
perjury; the minimum, if not exact, percentage of post consumer material as defined in the
Public Contract Code Section- 12200, in products, materialg, goods, or suppiies offered or sold
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to the State regardiess of whether the product meets the requirements of Public Contract Code
Section 12209.  With respect to printer or duplication cartridges that comply with the
requirements of Section 12156(e), the certification required by this subdivision shall specify that
the cartridges so comply (Pub. Contract Code §12205),

10. NON-DISCRIMINATION CLAUSE: During the periormance of this Agreement, Contractor
and its subcontraclors shiall not unlawfully discriminate, harass, or allow harassment against any
employee or applicant for employment because of sex, race, color, aricestry, religious céreed,
national origin, physical digability (including:HIV and AIDS), mental disability, medical condition
(cancer), age (over 40), marital status, and denial of family care leave. Contracior and
subcontractors shall insure that the evaluation and treatment of their employees and applicants
for empioyment are free from such discrimination and harassment. Contractor and
subcontractors shall comply with the provisions of the Eair Employment and Housing Act (Gov.
Code §12990 (af) et seq.} and the applicable reguiations promulgated thersunder (California
Code of Regulations, Title 2, Section 7285 et seq.). The applicable regulations of the Fair
Employment and Housing Commission implemeniing Government Code Section 12890 {(ad)

set forth in Chapter & of Division 4 of Title 2 of the California Code of Regulations, are
incorporated into this Agreement by reference and made a part hereof as if set forth in full.
Contractor and its subcontractors shall give written notice of thelr obligations. under this clause
to labor organizations with which they have a coliective bargaining or other Agreemant.

Contractor shalt include the nondiserimination and cormpliance provisions of this clause in all
subconiracts to perform work Under the Agreement,

1. CERTIFICATION CLAUSES: The "CONTRACTQ'R CERTIFICATION CLAUSES contained in
the document CCC 1005 are hereby incorporated by reference and made a part of this
Agreement by this refarence as if attached hereio.

12, TIMELINESS: Time is of the esssnce in this Agreemient,

13. COMPENSATION: The consideration to be paid Contractor, as provided hersin, shall be in
compensation for alt of Contractor's expenses incurred in the performance hereof, includirg
travel, per diem, and taxes, unless ofherwise expressty so provided.

14. GOVERNING LAW: This contract is governad by and shall be interpreted.in accordance with
the laws of the State of California.

15, ANTITRUST_CLAIMS: The Contractor, by 'signing this Agreement, hereby certifies that if
these services or goods are obtained by means of a competitive bid, the Contractor shajl
compiy with the requirements of the Government Codes Sections.set out below.

a. The Government Code Chapter on Antitrust claims contains the following definitions:

1), "Public purchase" means a purchase by means -of competitive bids of goods,
services, or materials by the State or any of its political subdivisions or public- agencies on
whose behalf the Altorney General may bring an action pursuant to subdivision {¢) of Seclion
16750 of the Business and Professions Code.

2). "Public: purchasing body” means the Stale or the subdivision or ggency making a
public purchase. Government Code Section 4550
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b. In submitting a bid to & public purchasing body, the bidder offers and -agrees that if the
bid is accepted, it will assign to the purchasing body ali rights, titie, and interestin and to all
causes of action it may have under Section 4 of the Clayton Act (15 U.8.C. Sec. 15 or under
the Cartwright Act (Chapter 2 (commencing with Section 16700) of Part 2-af Division 7 of the
Business and Professions Code), arising from purchases of goods, materials, or services by the
bidder for sale to the purchasing body pursuant to the bid. Such assignment shiall be made and

become effective at fhe time the purchasing body tenders final payment to the bidder.
Government Code Section 4552,

¢. If an awarding body. or public purchasing body receives, either through judgmerit or
settlement. a manetary recovery for a cause of action assigned under this chapter, the assignor
shall be entitled lo receive reimbursement for actual legal costs incurred amd may, upon
dernand, recover from the public body any portion-of the recovery, including ireble damages,
atiributable to overcharges that were. paig by-the assignor but were not paid by the public body
as part of the bid price, less the expenses incurred in cbtaining that portion of the recovery.
Govermnment Code Section 4553,

d. Upon demand in writing by the assighor, the assignee shali, within one year from such
demand, reassign the cause of action assigned nder this part i the assignor has been or may
have been injured by the violation of law for which ihe cause of action arose and (a) the
assignee has not been injured thereby; or (b) the assignee declines to file a couit action for the
cause of action. See Government Code Section 4554, '

16, GHILD SUPPORT COMPLIANCE ACT: “For any Agreement in excess of $100,000, the
contractorackrowledges in accordance with Public Contract Code 7110, that:

a) The Contractor recognizes the importance of child and family support cbligations and
shall fully comply with all ‘applicable state and federal laws relating to child and family support
enforcement, including, but not fimited 1o, disclosure of information and compliance wilh
earmings assignment orders, as provided in Chapter & (commencing with section 5200).0f Part &
of Diviston 9 of the Family Code: and

bj The Contractor, to the best of its knowledge, is fully complying with the earnings
agsighment orders of all employees and is providing the namss of all new -employees to the
New Hire Registry maintained by the California Employment Development Department.”

17. UNENFORCEABLE PROVISION: In. the event that any provision of this Agreement is
unenforceable or held to be unenforceable, then the parties agree that all other provisions of
this Agreement have foree and effect and shall not be affected thereby.

18. PRIORITY HIRING CONSIDERATIONS: If this Contract includes services in excess of
$200,000, the Contractor shall give priority consideration in filling vacancies in positions funded
by the Contract to qualified recipients of aid under Welfare and Institutions Code Section 11200
ir accordance with Pub. Contract Code §10353.
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Exhibit D
ADDITIONAL PROVISIONS

1. Licenses and Permits _
The Contractor shall be-an'individual. or firm licensed to do business in California and shall
obtain at his/her expense all license(s) and permit(s) required by law for accomplishing any
work required in connection with thi Agreerent.

2. Bubcontractors _
Nothing -centained in this Agreeirent or otherivise shall create any contractuel relation
between the Slate and any subcontractors, and no subcontractors shall refieve the
Cordractor of its responsibiliies and obligations hereunder. The Contractor agrees o be
fully responsible to-the State for the acts and omissions of its subcontraciors and or
persons either directly or indirectly: employed by any of them as it is for thé acts and
ornissions of persons directly employed by the Contractor. The Contractor's obligation 1o
pay its subcontractors is an independent cbiigation from the State's obligation to make
payments o the Contractor. As a result, the State ‘shall have no obligation to pay o to
enforce the payment of any maneys to any subcoritractor.

3. Insurance Reguirements

Contractor shall furnish to the State a certificate of insurance stating that there is
commercial general liability and workers’ compensation insurance presemily in effect for
the Contractor of net less than $1,000,000 per occurrence for bodily injury and property
damage liability comibined.

The cedificate of insurance must include ihe following provisions:

a. The insurer will not cancel the insured's coverage without 30 days prior
writien notice to-the Stata: and

b. The State of California, its officers, agents, emplovees, and servants are
hereby narmed as additional insured but only with respect to work performed
for the State of California.

Contractor agrees that the liability insurance herein pravided for shall-be in effect at alt
times.during the term of this Contract (including ali MSA release orders), In the event
said insurance coverage expires at any time disring the term of this Contract, Contractor
agrees to provide at least 30 days prior to said expiration date, a new certificate of
insurance evidencing insurance -coverage as provided for herein for not less than the
remainder of the term of the Contract, or for a period of not igss than one year. New
certificates of insurance are subject to the approval of the Department of Generai
Services, and Coniractor agrees that no work shal! be performed priar to approval. In
the event the Contractor fails to keep in effect at all imes insurance coverage ag hereln
provided, the State may, in addition to any other remedies, terminate this contract.

4. Contracts Funded by the Federal Government
It is mutually understood betwesn the parties that this coniract may have been written
before ascertaining the availability of congressional: appropriation of furids, for the mutual
benefit of both parties, in order to avoid program and fiscal delays which would ocour if
the contract were executed after that determination was made.
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This contrast is valid and enforceable only if sufficient funds are made available to the
State by the United States Governrment for the current andfar subsequent years covered
by this Contract for the purposes of this program. Ini-addition, this contract is subject to
any additional restrictiors, limitations, or conditions enacted by the Congress or any
statute enacter! by the congress, which may affect the provigions, terms,.or funding of this
Conlract in.any manrier.

it is mutually agreed that if the Congress does not appropriate sufficient funds far the
program, this cantract shall be amended to reflect any reduction I funds.

The DGS has the oplion to void the contract under the 30-day cancellation ¢latuse or
amend the contractto reflect any reduction of funds.

. Federal Debarment

The Federal Depariment of Labor requires that State agencies which are expending
Federal funds of $25,000 or more to have in the contract file, a certification by the
Cohtractor that:they have not been debarred or suspended from doing business with the
Federal Gavernment. Each Contractor must. provide this documentation upon request.

DGS Termination of Contract o

Unless General Provisions and Conditions, ltem 7. Termination for Cause is applicable the
DGS, Procurement Division and U.8. Bank may mutually agree to terminate this contract
at any time upon 30 days. prior written notice. Upon termination or other expiration of this
contact, each party will assist the other party in orderly termination of the contract and the
transfer of alf assets, tangibie and intangible, as may facilitate the orderly, nondisrupted
business continuation of sach party. This provision shall not refieve the contrastor of the
obligation to perform under any purchase order or other similar ordering document
executed prior to the termination becoming effective. if applicable, Participating Agencies
shall pay all outstanding invoices for services rerdered on or before the termination date.

Negotiation

At the State's sole option, the Department of General Services (DBS) reserves the right
to invoke negotiations pursuant to Public Contract Code Section 6611, in accordance
with existing guidefines and procedures adopted by the Department of General Servicas.

Conflict of Interest
See Public Contract Code §10410 - 310412 for Current and Former State Employees.

Federal Air or Water Poliution Violations
See Governmient Code §4477,

Disputes _

If Contractor believes that there is a dispute or grievance between Contractor and the
State arising out of or relating to this Contract, Contractor shall first discuss and attempt:
to resolve the issue informally with the agency contract manager. If the issue cannot be
resolved at this level, Contractor shali follow the following procedures:

A, Ifthe issue cannot be resolved informally with: the Contract Manager, Contractor
shall submit, inwriting, a grievance report together with any evidence to the Contract
Manager's Supetvisor. The grievance report must state the issues.in the dispute, the
legal authority, or other basis for the Contractor's position and the remedy sought.
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Within ten (10) working days of receipt of the written grievance report from the
Contracter, the Supervisor shall make a determination on the problem, and shall
respond in writing to the Confractor indicating the decision and reasons therefor.
Should the Contractor disagree with the Supervisor's decision, Centractor may
appeal to the next level, following the procedure in “Disputes”, paragraph B, listed

balow,

B. Contractor must submit a letter of appeal to the. Agency Direcior explaining why
the Supervisor's decision is unacceptable. The letter must inciude; as an
altachment, copies of the Contractors original grievance report, evidence
originally- submitted, and tesponse from Supervisor. Coniractar's letter of
appeat must be submitted within ten (10) working. days of the receipt of the
Supervisor's written decision. The Divector or designee shall, within twenty (20}
working days of receipt of Contractor’s letter of appeal, review the issues raised
and shall render a written decision to the Contractor, The decision of the
Director or designee shall be final.

11. Termination for Non-Appropriation of {State)‘ Funds

If the term of this Contract extends into fiscal years subseguent to that in which it is
approved, such continuation of the Contract is contingent on the appropriation of
funds for such purpose by the Legislature. if funds to effect such continted
payment: are not appropriated, Contractor agrees 10 take back any affected
deliverables furnished under this Contract, terminate ahy services supplied to the
State under this Contract, and relieve the State of any further obligation therefore.

12. Credit Provisions

A. Financial Information. Since the establishment of a Furchasing Card Program is
an extension of credit, the State shall provide sufficient information fo enable

Corttractor to perform, at a minimum, annuat credit reviews.

DGS shall provide future audited financial staternents, prepared by DGS’
independent certified public accountant, upon request by Contractor, as soon as
available and in any event not later than ninety-one (91} days after the end of each
fiscal year of DGS. To the extent required by Contractor to verify the credit
worthiness of DGS, Contractor is authorized by DGS o obigin credit or financial
information with respect to DGS that may be held by third parly sources. DGS
agress 1o provide to Contractor, from time to time, such other information regarding
the business, operations, affairs, and financial condition of DGS as Contracter may

reasonably requast,

B. Credit Limits and Credit Line. Based on the available financial information,
Contractor shall establish a Credit Limit for each Account and an aggregate Credit

Line for all Accounts established pursuant fo this Agreement,

1. Revising the Credit Line: Contractor shall have the right to revise the aggregale
Credit Line for all Accoints. Gonfractor shall provide contemporaneous. nolice.to-

DGS of any decréase inthe Credit Line,
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2. Revising Credit Limits. Contractor shall have the right to revise Credil Limits on
individual Accounts,

a. Customer Accounts. Contractor shall provide contemporaneous notice to
DGS of any decrease in a Cradit Limit,

b. Cardholder Accourits. Contractor has the nght {o revise Credit Limits
andfor limit spending. activity on any Cardhoider Accounts,

¢. Fraudulent Activity. Contractor may lemporarily revise Credit Limits and/or
imit spending activity on any Account for which fraudulent aclivity is
suspacted.

C. Affiliate Participation. Agencies of the State of California may participate under
this Agreement upon execution of a Parficipation Addendum, which must be
executed by Contractor and the Participating Agency, or by execution of & Standard
213, which must be executed by Contractor and the State Agency.

. intellectual Property. DGS and Contractor each recognizes that it has no right, titte
or intevest, proprietary or otherwise, in or to the name or any logo, or Intellectual
Property cwned or ficensed by the other. DGS and Conlractor each agree that,
without prior written consent of the other, it shall not use the name, any logo, or
Intellectual Property owned or licensed by the other.

E. Card Limits and Restrictions. The State desires a purchase card with exiremely
flexible card fimits and widest possible merchant category code restrictions available.
Upon request by DSS, the Contractor may-eilhier prevent or restict usage of its Card
Products 1o selected merchanis based on Merchant Category Code. To the extent
this is requested, the following disclaimers apply:

1. Restrictions. Contractor can only enfarce Merchant Category Code restrictions

lo the extent it receives accurale Merchant Category Code data with the
Transaction avthorization request.

2. Incorrect Merchant Category Codes. To the extent DGS believes a merchant
has not been assigned an accurate Merchant Category Code, Contractor wilt
advise the Association of the inaccuracy. Whether or not the Merchant Category
Code is changed is depéndent upon applicable Association reguiations.

F. Security and Confidentiality.

1. Sscurity. Participating Agencies shall safeguard information Tegarding Cards,
Account numbers, passwords, persenal identification numbers, and other
sensitive information provided by Contractor in a manner that is no less stringent
than those applicable to Parlicipating Agency's own propristary information.
Each Parly will utilize commercially reasonable efforts to maintsin an appropriate
information security program to prevent the unauthorized disclosure, misuse,
alteration, or destruction of Confidential Information.

2. Confidentiality. The Parties agree (o the following provisions regarding the use
and disciosure of Confidential information;
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a) Confidential Information. For purposes: of {his Conbract, “Confidsntial
Infermation” means information supplied by one Party {“Disctosing Party”} to
the other Parly (“Recipient”) that is expressly. or implicitiy protectad from
unrestricted use by persons not associated with Disclosing Party.

I WS. Bank Confidential Information. U.8 Bank and Participating
Agencies agree that the Commercial Card Program andfor Global
Gommercial Card: Program. are a ynique service involving the exchange
of proprietary and/or Confidential Information between the Parties.
Parlicipating Agencigs agree thal Commercial Card Pragram andor
Global Commercial Card Program yeports, manuals, documentation, and
related materials shafl be circulated by it only to the extent necessary for
Participating Agencles to manage the-Commercial Card Program and/or
Global Commercial Card Program andfor use such information in
connection with business.

ii. Customer Confidential Information, Contractor and Participating
Agencies agree that any non-public financial information of
Participating Agencies and any .non-public data regarding
Participating Agencies Accounts, Transactions, charges, spending
volume of repayment ferms is Confidential Information of the
Participating Agency and such information shall be circulated by
Contractor only fo the extent necessary for Confractor to offer the

Commercia! Card Program andfor Global Commercial Card
Program.

il Third Parties. DGS acknowledges that portions of its Accourt and
Transaction data are captured by third parties, including, but not limited
to the Associations, third-party service providers, merchants, ang
merchant processors, during the course of normal business
operations and that the confidentiafity provisions of this Agreerment do
nat extend to any third party.

13. Government Claims Program
If the Contractor believes a State Agency causad him or her to suffer monelary loss he or
she can file a claim. The contractor shall complete and subimit an Information:and Claim
Form (VCGCB-GC-002 (Rev. 8/04)) to the Califoria Vietim Compensation and Government
Claims. Board at P.O. Box 3035, Sacramento, CA §5812-3035. The form can be
downioaded from the following website: wyw.goverpmentelaims.ca.qov.
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Exhibit £

GLOSSARY OF TERMS
Agcount: A govermment purchasing card acecount number assigned to an Agency,

Addendum: Supgiement to the Master Services Agreement Contract, by qualified agencies,
agreeing lo all terms and conditions.

Agency Program Coordinator; An individual, designated by the agency, responsible for the
CAL-Card Prograrnmanagement and oversight, This includes contract terms. timely payment
of invoices, the development and enforcemant of agenoy policy, procedures and {raining
program. A-Purchasing Officer or equivalent normalty holds this position,

Approving Official: An individual that is designated by the agency and the Agency Program
Coordinalor o, in 2 timely manner, monitor, review and approve the purchases of assigned

cardholders. This position is normally held by a budget manager for which the funds are to be
expendead by the assigned cardholders,

Bilting Cycle: The time period from one invoice cutoff date to the next cutoff date.

Billing Office Contact: An individua! identified as the billing office contact person responsible
for procéssing timely payments for specified cardholder's accounts.

Billing Officer: A designated individual that is responsibie for the timely management and
oversight of the CAL-Card Program invoice reconciliation and payment process. An Actounting
Otiicer or equivalent normally holds this position.

Business Day: A day, not a Saturday or Sunday, on which commercial banks generally arg
open for business.

CAL-Card: The official registered service mark name for the State of Cglifornia’s purchasing
cardl program.

LAL-Card Purchases: Purchases made using the CAL-Card as the payment mechanism.

Card: A purchase card thalls issued by a financial institution..

Cardholder: An individual that is designated by an Agency Program Coordinator and
Approving Official to be a CAL-Card card recipient and make official government purchases.

Cardholder Account An account number assigned to-the Cardhelder

Customer: Custormer-of the contracior.

Contractor or U.8. Bank: U:S. Bank National Association ND.
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Local Governmerit Agency: A credit qualified city, county, Jocal governmental body, or focal
public ageney (incluging but not imited to boards, bureaus, commissions, and superintendent of
schools} empowered to expend public funds for the acquisition of goods and services.

Merchant Gategory Classtification {MCC): MCC represents a tode scheme that defings'a
merchantindustry type based on the Standard Industrial Category (SIC) code. The MCC/SIC
code is included In the authorized transmission. If the.Cardholder is not authorized for &
patticular MCCISIC code the transaction will dedline.

Participating Agency: A Stale or Local Governmental Agency that has executed an
Addendum/Subsaription to the Master Services Agreemant for the CAL-Card Program.

State Agency: A State government office, agency, department, division, bureay, board,
cammission, public agency or other governmental body empowered to expend public funds,

Transaction: Any aclivily that resufls in a debit ar credit to an ateount.
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Exhibit F

A, INTRODUCTION

The costirebate tables shail be enforea Tor the term of this contract,

B. INCENTIVE PROGRAMS

The Contractor is providing an Average Transaction Incentive, Volume Sales Incentive, and a
Prompt Payment incentive 1o all participating agencies and will comply with the Administrative
Fee in Section C below. Alfincentives and fees will be a paid via a check fo sach participating
agency, unless the participating agency requesis another form of payment (L.e., elgptronic
payment, reduction in outstanding invoices, efs.).

1. Avemge Transaction Intentive

N

An Average Transaction Incentive that will be given to each participaling agency {see
Table D.1 ~ Average Transaction Incentive). The Average Transaction Incentive table is
designed to provide an incentive to each participating agency. This incentive is based
soiely on the average per fransaction doilar amount for the guarterly {3 calendar
months) total sales for each participating agency.

The Cantractor will pay the determined dollar incentive amount by the 50" calendar day
atter the end of each quarter (3 calendar months)

Volume Sales Incentive

A Volume: Sales Incentive that will be given to each particinating agency {see Table D.2
— Volume Sales Incentive). The Volume Sales Incentiva lable is designed {o provide an
incentive to each paricipating agency. The incentive is based solely on the guarterly
(3 calendar munths} total sales for each participating agency.

The Contractor will pay the determined dofiar incentive amount by the 50 calendar day
after the end of each quarter (3 calendar months),

3. Prompt Payment incentive

A Prompt Payment Incentive that wiil be given 1o each participating agency (See Table
L.3 - Prompt Payment incentive). The Prompt-Payment Incentive table is designed 1o
provide an incentive to each participating agency. The incentive is based solely on
each participating. agency’s prompt payment on invoices issued by the
purchasing card contractor,

The Contractor will pay the determined dollar incentive amount by the 50" calendar day
after the invoice(s) is paid.

Note: 1T the aceryed rebate amounts {average transaction rebaie, volumes sales rebate, and

prompt payment rebate) are less than $75 on a quarterly basis, these rebates will be
carrigd over o the next'quarler,
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C. ADMINISTRATIVE FEE

The Cantractor will reimburse the Department of General Services {DGS), Procurement Division
an Administrative Fee. The Administrative Fee is a flal rate of .004 (4/10 of 1%) on the total
sales foralf participating agencies.

The Contractor will pay the determined dollar incentive amount by the 50™ catendar day after
the end of each quarter {3 calendar months).

D. TABLES

1.

Average Transaction incentive

The following formuta will be used to determine the Average Transaction Incentive for
each participating agency:

Jotal Sales (Quarterly) ¥ 0.75= Average Transaction Incentive
# of Transactions (Quarterly)

. ¥olume Sales Incentive

The following forrmula wiff be used to determine the Volume Sale incentive for each
participating agency:

Total Sales (Quartery for each participating-agency) x 00393 =Valums Sales incentive

. Prompt Payment Incentive

The following formula will bie used to determine the. Prompt Payrnent Incentive for sach
participating agency:

45 Days - # of Days (payment on inyaice) x 0.0045 x invoice amount =
45 Days (maximum # of days) Prompt Payment Incentive

. Administrative Fes

The foltowing formula will be used to delerming the Administrative Fee:

Total Sales for all participating agencies  x .004 = Administrative Fee

E. COMMERGIALLY AVAILABLE PRICE LIST

Contactor is alfowed to include a commercially available price fist,

The scope, for additional purchasing card services and/or technologies to be included with the
costincentive tables. Contractar is required to provide & government discount for each
additional service andfor technology. Each discount will be applied to either the service or
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technalogy to determine the participaling agency's price. The price list may be updated on an.
annual basls and the discount{s) will be fixed for the term of the contract.

Note: Coniractor is required o provide the CAL-Card prografm with a verifiable commercialy
avaifable price list, i.e., pricing that is comparable to the pricing provided to custemers
(commercial or govermnment) with the same or similar annual volume sajes, The state
resetves the fight fo verily the pricing information by ‘cantacting customers and/or visiting
websites. The contractor shall cooperate ‘with the procurertient official by providing the
necessary information to conduct this verification. 1f pricing can not be verified, contractor wil
not be sllowed {6 offer additionat purchasing card services and technologies.

F. Additional Services (Cost ltems)

1. Customer Extract Files —~ The Bank will offer (5) custom extract filas to the
contract at no cost. Any vequested mappers beyond five will be-at a cost of
$5,000 per mapper.

2. Gash Advance Fees — 2% with a $2.00 minimum

3. Convenience Fees - 1.7% of the convenience check doliar amount

4. Foreign Currency Conversion Fees - 2.5% per tranzaction
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ADDENDUM TO STATE OF CALIFORRIA PURCHASE CARD PROGRAM
MABTER SERVICES AGREEMENT (DGS MSA 5-06-89-01)

This Addendum (*Addendum®) to the State of California Purchase Card Program Master Services
Agreement {DGS MSA 5-06-99-01) ithe “Agreemant”) between the Depariment of General Services
{"BGS") on behalf af the State of Californiz, and U.S. Bank National Association ND ("U.S. Bank"), is made
this dday of , 200 by the ("Participating Agency”) for the purpose of becoming a
"Participating Agency” as that terin is defihed in the Agreemient. The Master Services Agreemant DGS MSA
5-06-03-01 and its amendments are incorporated by reference and made a part of this Addendum:

BECITALS:

A, DGS has entered into the Agreement for the purpese of making availabie for Farticipating Agency's use
& purchase card program as desciibad in e Agraement; and

B. The Agreement contemplates tie inclusion of Participating Agencies by a process of voluntary execution
of an addendum; and

C. The Paricipating Agency has raceived a copy of the Agreement and after thorough review of the
Agreement desires 1o become Participating Agency as that term is defined in the Agresment.

Ol L e e

NOW THEREFORE, i consideration of the faregoing Hecitals, which are incorporated herein by
reference, the mulual promises and covenants sat torth In ihe Agreement, which is incorporated hevein by
réference, and other good and valable consideration, the receipt and sufficiency of which are hereby
acknowledged, the Parficipating Agency, and U.8. Bank agree-as follows?

1. The Parlicipating Agency adrees to accept and pariorm alt duties, responsibilities and obligations
required of Parficipating Agency as set forth in the Agragment. CAL-Cards shall be issued {0 employses of
the Pariicipating Agency upon execution of this Addendum by the Participating Agency and LLS. Bank, U.5.
Bank shall submit invoice(s) o the Participating Agency at the address indicated harein.

2. U.S. Bankis authorized fo place the seal or logo of the Paricipating Agency on the CAL-Cards issued to
employeas of the Participating Agency for the sole purpose of identifying the card for official use only, Such
seal orloge shalt be subjest to use limitations as apply to the State seal on Page 3 of the Agreemeant,

3. The Participating Agency shall make menihly payments as provided in the Agreemient o U.S, Bank of
the full amount of the officlal monthly inveice by causing a check or checks or a warrant of warrants o be
issued payable 16 the order of U.S, Bank on demand. of by use of ‘an Agtomated Clearing -House or
Electronic Data Interchange to make such payment to U8, Bank. '

4. The Parlicipating Agency shall provide U.S, Bank with'a copy of its audited financial statéments within
sixty (60) days of complation and, upon request of 1.3, Bank, such ofher financial information as may be
reasonably reguested.

5. Either party may terminate this Addendum at any thme by giving a thirly (30) days written nofice © the
other parly, whether.or not such other parfy is in defauir.

6. The Parlicipating Agency declares that CAL-Cards shall be ised for official Participating Agency
purchases only, and shall not be used for individual or. consumer purchasas ngr-lo incur-consumer debt,
The. Participaling Agency warrants that it possesses. the financial capacity 1o perform all of its obligations
under ine Agresment and this Addendum and the: Participating: Agency will notallow purchases o be made
with CAL-Cards or incur any’ other financial obligation hareunder or under the Agreement prior to
determining that existing appropriations avaitdble therefore are suffisient I amount to pay for such

purchases or such other financial obligations.




7. The contact notice address for the Parlicipant is:

Program Manager Namé Etepben Dobrawa
Parlicipating Agency Name Otay Water District .
Mailing. Address o 2554 Sweetwater Springs Bivd
City, ‘Stade, Zip Spring Valley, CA 91978
Emall Address sdobrawa@otaywatet,gov

8. The agreements of the Participating Agency set forth in- this Addendum and the Agresment constitule
vafid, binding and enforceabls agreements of the Participaling Agency and all extensions of credit made
pursuant to this Addendum and the Agreement fo the Participating Agency will be valid and enforceable
cbligations of the Parlicipating Agency in sccordance with the terms of the Agreement and this Addendunt.
The execution of this Addendum and the performance of the obligations hereundst and under the Agreemant
are within the powers of the Participating Agenoy, have been authorized by all recessary action and do not
constiiute a breach of any agreemant to which the Parlicipating Agency is a pary oris bodnd. The signer of
this Addendurn further represenls and warranls that he or, she is duly auvthorized by an applicdble
constitution, chiarler, code, taw resotution or ofher govemmental suthority to-enter into transactions of this
nature, Participating Agency represents and warrants that this transaction is-within the secope of the normat
course of business and does.not require furiher authorization for Parlicipating Agency to be duly bound by
this Addendum. This Addendum requites approval as 1o form by the Attorney for the Pasdicipaiing Ageney. If
this Addendum is not approved as to form by the Atwrney for Participating Agency, the complelion of the
altached Certificate of Authority is required and must accompany this Addendum,

_Otay Water District U8, Bank Nationai Association ND
Legal m Participating.Agengy
Bighatire Shddthdrized ladiViduall {Signature of Autherized Individual)
Mark Watton . _Robert T. Absie
{Printed Name of Authorized individual) {Printed Name of Authorized Individual)

General Manager _ . Exgoutive Vice President
{Printed Title of Authorized Individual) (Printed Tille of Authorized Individual)

Approvad as o fonm:

é&”f"&// /5 M’éﬂ-/t\._( _

(-_Signamre of Attornaey for Participating Agency)

Aerobal Banuelos
{Frinted Name of Atforney)




AGENDA ITEM 4

STAFF REPORT

TYPE MEETING:
SUBMITTED BY:

APPROVED BY:
{Chief)

APPROVED BY:
(Asst. GM):

SUBJECT

Regular Board MEETING DATE:  November 13, 2008
Stephen Dcbrawa, W.O./G.F. NO: DIV.NO. pn11
Purchasing Facilities

Manager

Rom Sarnc, Chief, Administrative Services

German Alvarez,

Assistant General Manager, Finance and Administration

AUTHORIZATION TO NEGOTIATE FOR THE PURCHASE OF .993 ACRES OF
VACANT LAND (APN NO: 505-230-52-00) ADJOINING THE DISTRICT'S
PROPERTY AT 2553 SWEETWATER SPRINGS BLVD, SPRING VALLEY AND

AMEND THE FY-2009 CIP BUDGET BY $600,000.

GENERAL, MANAGER'S RECOMMENDATION:

That the Board authorize the General Manager to:

1. Enter into good faith negotiations with Rancho San Diego
Industrial Center, LLC for the purchase of the wvacant land

identified as APN: 505-230-52-00 (purchase contingent on Board
approval).

2. Anend the FY 2009 CIP Budget by adding $600,000 to fund CIP
P2479, Operations Yard Property Acquisition, to provide funding
for the purchase and improvement of the subject property.

COMMITTEE ACTIONM:

Please see Attachment A.

PURPOSE :

To request that the Board authorize the General Manager to enter into
good faith negotiations with Rancho San Diego Industrial Center, LLC
for the purchase of the vacant land identified as APN: 505-230-52-00,

located

adjacent to the District’s operations facility at 2553

Sweetwater Springs Boulevard and amend the FY-2009 CIP budget by
$600,000 to provide funding for the purchase and improvement of the

property.




ANALYSIS:

The vacant 0.993 acre property identified as APN: 505-230-52-00 and
adjoining the District’s operations facility located at 2553

Sweetwater Springs Boulevard is available for sale

(reference
Attachment B).

Acquiring the subject property will provide the District with
additional space required to:

1. Increase operational flexibility,
2. Accommodate for future expansion of facilities at current
locations, and

3. Centrally locate eguipment and materials currently stored off
site.

Immediate use of the property will be to provide additional parking
and storage of vehicles, equipment, and materials, including critical
emergency equipment currently stored off-site.

On June 30, 2008, the District commissioned Pacific Alliance
Appraisals to perform an appraisal of the subject property. It is
the opinion of the appraiser that given the fact that the property is
landlocked and given the length of time the property has been on the
market, the value of the property is between $380,000 and $456,000
and has stated the appraised value is $425, 000.

Based on the appraisal, the District would like to enter into
negotiatiocns with the current owner, Rancho San Diego Industrial
Center, LLC, for the purchase of the prcecperty, contingent on an

environmental evaluation of the property and Board approval of the
purchase.

FISCAL IMPACT: T

e

This purchase is not currently in the CIP Budget. The proposed
budget for CIP P2479 is $600,000. If approved, it is estimated that
the amended CIP budget will be sufficient to support this project.

Finance has determined that 100% of the funding is available from the
Betterment Fund. However, the reserve would be brought below the
target level until either the 2010 budget is approved with transfers

to make the fund whole, or until the 2010 debt issuance would
replenish the fund.




STRATEGIC GOAL:

This project supports the District’s Mission Statement, “To provide
safe, reliable water, recycled water, and wastewater services to our
community in an  innovative, cost efficient water wise and
environmentally responsible manner,” as well as the General Manager’s
vision of, "“..planning for the future..” by supporting the District in

its effort to meet future water supply obligations and plan, design,
and construct new facilities.

LEGAL IMPACT:

None.

General Manager

Attachment A - Committee Action
Attachment B - Aerial Map APN: 505-230-52-00
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ATTACHMENT A

DISTRICT'S PROPERTY AT 2553 SWEETWATER SPRINGS BLVD,

VALLEY AND AMEND THE FY-2009 CIP BUDGET BY $600,000.

AUTHORIZATION TO NEGOTIATE FOR THE PURCHASE OF .993 ACRES
SUBJECT/PROJECT: ;| OF VACANT LAND (APN NO: 505-230~52-00) ADJOINING THE

SPRING

COMMITTEE ACTION:

This item was reviewed by the Finance, Administration, and
Communications Committee on October 28, 2008. The

Committee supported staff recommendations and presentation
to the full Board.

NOTE :

The “Committee Action” is written in anticipation of the
Committee moving the item forward for board approval. This
report will be sent to the Board as a committee approved
item, or modified to reflect any discussion or changes as

directed from the committee prior to presentation to the
full board.




Attachment B
Aerial Map APN: 505-230-52-00
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AGENDA ITEM 5

STAFF REPORT
TYPE MEETING: Regular Board 5 MEETING DATE:  November 13, 2008
SUBMITTED BY: James Cudliﬁ?;gi ance Manager W.0./G.F.NO: DIV.NO. a1l
?CI;PI;)IOVEDBYS Joseph Rﬁ) Chief Financial Officer
ie

APPROVEDBY:  German Alvarez, Assistant General Manager

(Asst. GM):

SUBJECT:

Approve the District’s Audited Financial Statements for the
Fiscal Year Ended June 30, 2008

GENERAL MANAGER’S RECOMMENDATION:

That the Board accepts the District’s Audited Financial
Statements (Attachment B), including the Independent Auditors’
unqualified opinion, for the Fiscal Year ended June 30, 2008.

COMMITTEE ACTION:

See Attachment 2.

PURPOSE:

To inform the Board of the significant financial events which
occurred during the Fiscal Year ended June 30, 2008 as reflected
in the audited financial statements.

ANALYSIS:

Teaman, Ramirez and Smith, Inc., performed the audit and found
that, in all material respects, the financial statements
correctly represent the financial position of the District.
They found no material errors or weaknesses; therefore, there

are no findings to present in their “"Management Letter.” See
Attachment C.

Total Assets:

Total assets increased by $6.7 million or 1.23% during Fiscal
Year 2008. The vast majority of this increase can be attributed
to an increase in capital assets of $22.4 million, net of
related accumulated depreciation.




Total Liabilities & Net Assets:

Total liabilities decreased by approximately $3.1 million or

3.12% from the previous fiscal year. Underlying this change were
the following:

®* A decrease in accounts payable and related liabilities of
approximately $1.4 million. Fluctuations of this
magnitude are expected given the nature of accounts
payable, and result from the timing of large payments to
vendors and other third parties.

®* A reduction in long-term debt outstanding of $2.5
million as a result of scheduled debt payments.

The increase in total assets, along with the decrease in total
liabilities, yielded an increase in net assets (equity) of
approximately $9.8 million or 2.19%.

Capital Contributions:

Capital contributions totaled $14.9 million during Fiscal Year
2008, a decrease of $11.6 million or 43.75% over Fiscal Year
2007 contributions. This decrease is mainly due to the overall
slowdown/reduction of development projects, and the resulting
delays in completion and acceptance of projects because of the
current financial crisis in the housing sector.

Results of Operations:

Operating revenues increased $2.5 million or 4.63%, mainly as a
result of an increase in water sales of $2.2 million from the
prior fiscal year, due to the reduced rainfall during the
current year as well as an additional 220 new water meter sales.

Operating expenses increased by approximately $6.8 million or
10.55% due to the increase in water purchases, higher
depreciation expense from an aggressive review of long-term
fixed assets that were obsolete and/or no longer serviceable, asg

well as increases in salaries, outside services, pension, and
health & life insurance costs.

Non-Operating Revenues & Expenses:

Non-operating revenues increased approximately $2.5 million due
to increases in investment income, taxes & assessments, and




healthcare reimbursements from CalPERS for other post employment
benefits (OPEB).

Non-operating expenses increased approximately $1.6 million due
primarily to an increase in interest expense from the COPS-2007.

Additional Audit Correspondence:

As a part of completing the audit engagement, the audit firm
also provides the following letters summarizing their

observations and conclusions concerning the District’s overall
financial processes:

¢ Management Letter: No matters were noted involving the
internal controls and their operations that were
considered to be internal weaknesses. See Attachment C.

* Finance Committee Report: There were no noted
transactions entered into by the District during the year
that were both significant and unusual, or transactions
for which there was a lack of authoritative guidance or
consensus. No audit adjustments were proposed to correct
the financial statements. There were no disagreements
with management concerning financial accounting,
reporting, or auditing matters, and there were no
significant difficulties in dealing with management in
performing the audit. See Attachment D.

® Report on Internal Control Over Financial Reporting:
Results of audit tests disclosed no instances of non-
compliance that are required to be reported under
Government Auditing Standards. See Attachment E.

* Single Audit Report on Federal Award Programs: Results
of audit tests disclosed no instances of non-compliance
that are required to be reported under Government
Auditing Standards. See Attachment F.

* Report on Applying Agreed-Upon Procedures: A review of
the District’s investment portfolio at vear end, and a
sample of specific investment transactions completed
throughout the fiscal year, disclosed no exceptions to

compliance with the District’s Investment Policy. See
Attachment G.




FISCAL IMPACT:

None.

STRATEGIC OUTLOOK:

The District is responsible for providing a diverse range of
high quality public utility services to a customer base that
continues to expand, although at a slower rate than in prior
years. The District ensures its continued financial health
through long-term financial planning, formalized financial
policies, enhanced budget controls, fair pricing, debt planning,
and improved financial reporting.

LEGAL IMPACT:

None.

Gerderal Manager

Attachments:
A) Committee Action Form
B) Audited Annual Financial Statements
C) Management Letter
D) Finance Committee Report
E) Report on Internal Control Over Financial Reporting
F) Single Audit Report on Federal Award Programs
G)

Report on Applying Agreed-Upon Procedures




ATTACHMENT A

Approve the District’s Audited Financial Statements for the
SUBJECT/PROJECT: | Fiscal Year Ended June 30, 2008

COMMITTEE ACTION:

The Finance, Administration, and Communications Committee
recommend that the Board accept the District’s audited financial
statements, including the Independent Auditor’s unqualified
opinion, for the Fiscal Year Ended June 30, 2008.

NOTE :

The “Committee Action” is written in anticipation of the
Committee moving the item forward for board approval. This
report will be sent to the Board as a committee approved item,
or modified to reflect any discussion or changes as directed
from the committee prior to presentation to the full board.

F:\AUDIT FYO8\FINANCIAL STATEMENTS\CommMtg-FY08 Financials-102808.doc




ATTACHMENT B

OTAY WATER DISTRICT

ANNUAL
FINANCIAL REPORT

JUNE 30, 2008 and 2007

Spring Valley, California
Prepared by the Finance Department




INDEPENDENT AUDITORS' REPORT

Board of Directors
Otay Water District
Spring Valley, California

We have audited the accompanying financial statements of the business-type activities of the Otay Water District, as of and for the
years ended June 30, 2008 and 2007, which collectively comprise the District’s basic financial statements, as listed in the Table of

Contents. These basic financial statements are the responsibility of the District's management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the basic financial statements. An audit also includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall basic financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the respective financial
position of the business-type activities of the Otay Water District, as of June 30, 2008 and 2007, and the cash flows where

applicable, thereof for the years then ended in conformity with accounting principles generally accepted in the United States of
America,

In accordance with Government Auditing Standards, we have also issued our report dated _, 2008 on our
consideration of the District's internal control over financial reporting and our test of its compliance with certain provisions of
laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on

the internal control over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

The information identified in the accompanying table of contents as Management’s Discussion and Analysis and Required
Supplementary Information is not a required part of the basic financial statements, but are supplementary information required by
the Governmental Accounting Standards Board. We have applied certain limited procedures, which consisted principally of

inquires of management regarding the methods of measurement and presentation of the supplementary information. However, we
did not audit the information and do not express an opinion on it.

2008
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Otay Water District (the “District”™), we offer readers of the District’s financial statements this
narrative overview and analysis of the District’s financial performance during the fiscal year ending June 30, 2008. Please
read it in conjunction with the District’s financial statements that follow Management’s Discussion and Analysis. All
amounts, unless otherwise indicated, are expressed in millions of dollars.

Financial Highlights

¢ The assets of the District exceeded its liabilities at the close of the most recent fiscal year by $456.8 million

(net assets). Of this amount, $82.0 million (unrestricted net assets) may be used to meet the District’s ongoing
obligations to citizens and creditors.

¢ The District’s total net assets increased by $9.8 million. This is primarily attributable to capital contributions of
$14.9 million during the fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic financial statements, which are
comprised of the following: 1) Statement of Net Assets, 2) Statement of Revenues, Expenses and Changes in Net Assets,
3) Statement of Cash Flows, and 4) Notes to the financial Statements. This report also contains other supplementiary
information in addition to the basic financial statements.

The Statement of Net Assets presents information on all of the District’s assets and liabilities, with the difference between
the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether
the financial position of the District is improving or weakening.

The Statement of Revenues, Expenses and Changes in Net Assets presents information showing how the District’s net
assets changed during the most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported

in this statement for some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and
earned but unused vacation leave).

The Statement of Cash Flows presents information on cash receipts and payments for the fiscal year.

The Notes to the Financial Statements provide additional information that is essential to a full understanding of the data
supplied in the each of the specific financial statements listed above.

In addition to the basic financial statements and accompanying notes, this report also presents certain required

supplementary information concerning the District’s progress in funding its obligation to provide pension benefits to its
employees.

Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of an entity’s financial position. In the case of the
District, assets exceeded liabilities by $456.8 million at the close of the most recent fiscal year.

By far the largest portion of the District’s net assets, $372.5 million (82%), reflects its investment in capital assets, less any
related debt used to acquire those assets that is still outstanding. The District uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending. Although the District’s investment in its capital
assets is reported net of related debt, it should be noted that the resources needed to repay this debt must be provided from
other sources, since the capital assets themselves cannot be used to liquidate these liabilities.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Statement of Net Assets
(In Millions of Dollars)

2008 2007 2006

Assets
Current and Other Assets $ 106.4 $ 122.1 $ 86.4
Capital Assets 446.7 424.3 397.0
Total Assets 553.1 546.4 4834
Liabilities
Long-term Debt Outstanding 71.7 74.2 339
Other Liabilities 24.6 25.2 274
Total Liabilities 96.3 99.4 61.3
Net Assets
Invested in Capital Assets

Net of Related Debt 372.5 374.6 361.6
Restricted 2.3 2.1 2.4
Unrestricted 82.0 70.3 58.1
Total Net Assets $ 456.8 $ 447.0 $ 422.1

At the end of FY-2008 the District is able to report positive balances in all categories of net assets. This situation also held
true for the prior two fiscal years. In FY-2008 total Net Assets increased approximately $9.8 million, to $456.8 million, as
compared to FY-2007 when Net Assets increased by over $24.9 million. While the District’s operations and population
continue to grow, albeit at slower rates than in prior years, the pattern of reduced growth of the District’s Net Assets is

indicative of the reduction in new development projects within the District. This reduction is a result of the ongoing national
housing slump and financial crisis.

The increase in Current and Other Assets of $35.7 million in FY-2007 corresponds with the increase in Long-term Debt of
$40.3 million, due to the issuance of $42 million in new Certificates of Participation (COPS-2007). (See Note 5 in the Notes
to Financial Statements). These funds are being used as a part of the District’s substantial Capital Improvement Plan (CIP),
as evidenced by an increase in Capital Assets of $27.3 million (net of accumulated depreciation) in FY-2007. In FY-2008
use of the COPS-2007 funds to finance the CIP program continued, contributing to the increase in Capital Assets of $22.4

million. The use of the COPS-2007 funds is also reflected in the decrease of Current and Other Assets of $15.7 million. (See
Note 3 in the Notes to Financial Statements).




MANAGEMENT’S DISCUSSION AND ANALYSIS

Statements of Revenues, Expenses, and Changes in Net Assets
(In Millions of Dollars)

2008 2007 2006

Water Sales $ 50.8 $ 48.6 $ 438
Wastewater Revenue 24 2.6 2.3
Connection and Other Fees 2.5 2.1 1.8
Non-operating Revenues 13.6 1i.1 8.5
Total Revenues 69.3 64.4 56.4
Depreciation Expense 13.0 10.8 10.1
Other Operating Expense 585 539 49.5
Non-operating Expense 29 1.3 1.2
Total Expenses 744 66.0 60.8
Loss Before Capital

Contributions N} (1.6) 4.4)
Capital Contributions 14.9 26.5 154
Change in Net Assets 9.8 249 11.0
Beginning Net Assets 447.0 422.1 411.1
Ending Net Assets $ 4568 3 4470  $ 422 1

Water Sales increased by $4.8 in FY-2007 and $2.2 million in FY-2008, mainly due to reduced rainfall during both years as
well as rate increases in both years. Growth also had a partial impact, with new water meter sales of 548 and 220 meters
respectively. Non-operating Revenues increased by $2.6 million in FY-2007 due primarily to rising rates of return on
investment income. Despite a reversal of market rates of return in FY-2008, Non-operating Revenues increased an additional
$2.5 million due to the increased level of investments from the COPS-2007, increased property tax revenues, and healthcare

reimbursements from CalPERS for other post employment benefits (OPEB). (See Note 9 in the Notes to Financial
Statements).

Depreciation Expense increased by a modest $0.7 million in FY-2007 and then $2.2 million in FY-2008, due to a
comprehensive review and write-off of long-term fixed assets that were obsolete and/or no longer serviceable. Other
Operating Expense increased by approximately $4.4 million in FY-2007 and $4.6 million in FY-2008 as a result of the cost
of the additional water sold each year, as well as increases in outside services and higher pension costs. Non-operating

Expense was consistent from FY-2006 to FY-2007, but increased $1.6 million in FY-2008 due to a full year of interest
expense from the COPS-2007.

Capital Contributions increased $11.1 million in FY-2007 due to the completion of several developer construction projects.
However, because of the nationwide housing mortgage crisis throughout FY-2008, developers either slowed-down or totally
stopped work on as many projects as possible until economic conditions improve and the demand for growth returns,
resulting in a decrease in Capital Contributions of $11.6 million from the prior year.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Capital Assets and Debt Administration

Capital Assets. The District’s capital assets as of June 30, 2008, totaled $446.7 million (net of accumulated depreciation).

Included in this amount is land. The total increase in the District’s capital assets was 6.9% for FY-2007 and 4.6% in FY-
2008.

Capital Assets
(In Millions of Dollars)

2008 2007 2006

Land $ 13.0 $ 13.0 12,5
Construction in Progress 42.3 40.3 58.9
Water System 365.6 356.6 333.0
Reclaimed Water System 93.0 73.5 49.1
Sewer System 36.7 377 377
Buildings 17.6 17.6 17.5
Transportation Equipment 3.1 3.1 2.9
Engineering Equipment 5.7 5.6 5.7
Power Operated Equipment 1.6 1.6 1.6
Other Equipment 19.7 18.5 10.9

598.3 567.5 529.8
Less Accumulated
Depreciation (151.6) (143.2) (132.8)
Net Capital Assets $ 446.7 $ 424.3 $ 397.0

As indicated by figures in the table above, the majority of capital assets added during both fiscal years were relaied to the

potable and reclaimed water systems. In addition, the majority of the cost of construction in progress is also related to these
water systems.

Additional information on the District’s capital assets can be found in Note 3 of the Notes to Financial Statements.

Long-term Debt. At June 30, 2008, the District had $71.7 million in outstanding debt which consisted of the following:

General Obligation Bonds $ 7.7
Certificates of Participation 63.3
Notes Payable 0.7

Total Long-term Debt $ 717

Additional information on the District’s long-term debt can be found in Note 5 of the Notes to Financial Statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Fiscal Year 2008-2009 Budget

Economic Factors

Growth in the San Diego area has slowed over the last 2 years, and demand for housing is reflected in a similarly reduced
pace. The District currently provides water service to about 69% of its total projected population, serving approximately
191,500 people. Long-term, this percentage should continue to increase as the District's service area continues to develop

and grow. Ultimately, the District is projected to serve approximately 277,000 people, creating an average daily demand of
56 million gallons per day (MGD).

The District is projected to deliver approximately 38,800 acre-feet of water to 47,340 customers during Fiscal Year 2008-
2009. Management feels that these projections are very realistic after accounting for low growth, supply changes, and a
focus on conservation. Current economic conditions throughout America have created an unprecedented uncertainty for
business and economic projections in the current fiscal year. The nationwide housing mortgage crisis has resulted in
hundreds of foreclosures throughout the District. Additionally, the crisis in the banking and financial industry has begun to
have a ripple effect of employee layoffs across a wide swath of the business community. One of the subsequent results of
these two broad events is the relocation of many homeowners and renters into new housing arrangements throughout San

Diego County. However, as housing patterns change throughout the District, people’s need for water remains an
underlying constant.

Financial

The District has implemented a six-year rate study projection that forecasts minimum essential rate increases in order to
fund required growth and improvements in infrastructure, as well as to pass along cost increases from the City of San
Diego, the County of San Diego, and the San Diego County Water Authority. The expanding demand for water service
over the past few years continues to support the incremental costs associated with meeting this increase in demand. Asa

result, the District has been able to implement strategic changes that will provide long-term benefits to the District, while
only increasing rates at modest levels.

Conversely, lower than average levels of rainfall over the last three years have caused historic dry conditions and depleted
water reserves throughout the entire state. Following Governor Schwarzenagger’s declaration of a statewide drought in
California in June 2008, the District declared a Level 1 drought watch. By doing so, we have begun calling on all
customers to achieve up to a 10 percent reduction in their water use through voluntary measures. By summer of next year,
we estimate we could be in Level 2 drought alert where voluntary conservation gives way to mandatory measures and all
customers are required to cut water use by up to 20 percent. Mitigating the impact of this revenue decrease would be
corresponding reductions in expenses, to include the cost of water and the associated electricity required for pumping.

Management is unaware of any other conditions that could have a significant past, present, or future impact on the
District’s current financial position, net assets or operating results.

Contacting the District’s Financial Management

This financial report is designed to provide a general overview of the Otay Water District’s finances for the Board of
Directors, taxpayers, creditors, and other interested parties. Questions concerning any of the information provided in the

report or requests for additional information should be addressed to the District’s Finance Department, 2554 Sweetwater
Springs Blvd., Spring Valley, CA 91978-2004.
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ASSETS
Current Assets:

Cash and Cash Equivalents (Note 2)
Restricted Cash and Cash Equivalents (Note 2)
Investments (Note 2)
Restricted Investments (Note 2)
Accounts Receivable
Accrued Interest Receivable
Restricted Taxes and Availability Charges Receivable
Inventory
Prepaid Expenses and Other Current Assets

Total Current Assets

Non-current Assets:
Net OPEB Obligation
Capital Assets, Net of Depreciation (Note 3)
Other Non-current Assets (Note 4)

Total Non-current Assets

Total Assets

LIABILITIES
Current Liabilities:

Current Maturities of Long-term Debt (Note 5)

Accounts Payable

Accrued Payroll Liabilities

Other Accrued Liabilities

Customer Deposits

Liabilities Payable From Restricted Assets:
Accounts Payable
Accrued Interest

Total Current Liabilities

Non-current Liabilities:
Liabilities Payable From Restricted Assets:
Prepaid Capacity Fees
Long-term Debt (Note 5)
General Obligation Bonds
Certificates of Participation
Notes Payable

Total Non-current Liabilities

Total Liabilities

NET ASSETS (NOTE 7)

Invested in Capital Assets, Net of Related Debt
Restricted for Construction
Unrestricted

Total Net Assets

The accompanying notes are an integral part of this statement.

" JUNE 30, 2008 AND 2007

@ STATEMENT OF NET ASSETS

2008

2007

$ 23,351,911 $ 8,048,633
3,753,983 11,191,213
60,682,507 68,912,864
19,975,538
7,689,720 8,675,458
715,900 1,559,081
537,195 443,854
711,240 633,697
1,908,028 1,164,300
99,350,484 120,604,638
5,649,008
446,714,397 424,260,968
1,408,971 1,490,515
453,772,376 425,751,483
553,122,860 546,356,121
2,445,214 1,519,048
11,075,807 10,930,658
2,491,182 2,270,958
1,615,402 1,597,012
2,719,331 2,622,646
2,629,759 4,492,364
886,642 882,888
23,863,337 24,315,574
690,709 890,473
7,678,302 8,045,029
63,361,579 65,051,790
701,516 1,031,730
72,432,106 75,019,022
96,295,443 99,334,596
372,527,786 374,667,591
2,314,400 2,071,307
81,985,231 70,282,627

$ 456,827,417

$ 447,021,525




2,

OPERATING REVENUES
Water Sales
Wastewater Revenue
Connection and Other Fees

Total Operating Revenues

OPERATING EXPENSES
Cost of Water Sales
Wastewater
Administrative and General
Depreciation

Total Operating Expenses
Operating Income (Loss)
NON-OPERATING REVENUES (EXPENSES)
Investment Income
Taxes and Assessments
Availability Charges
Gain on Sale of Capital Assets
Miscellaneous Revenues
Donations

Interest Expense
Miscellaneous Expenses

Total Non-operating Revenues (Expenses)
Income (Loss) Before Contributions
Capital Contributions
Change in Net Assets
Total Net Assets, Beginning

Total Net Assets, Ending

The accompanying notes are an integral part of this statement.

For THE YEARS ENDED JUNE 30, 2008 AND 2007

@ StaTEMENT OF REVENUES, ExPENSES AND CHANGES IN NET ASSETS
) \"9‘\

2008 2007
$ 50,808,825 $ 48,605,606
2,386,285 2,604,431
2,519,735 2,040,444
55,714,845 53,250,481
35,296,002 33,994,841
2,009,876 1,508,672
21,127,922 18,418,441
13,040,572 10,729,096
71,474,372 64,651,050
(15,759,527) (11,400,569)
4,538,791 4,416,342
4,591,023 4,151,956
744,722 715,664
15,243 1,817
3,676,963 1,809,802
(80,541) (80,000)
(2,601,252) (950,479)
(261,492) (271,410)
10,623,457 9,793,692
(5,136,070) (1,606,877)
14,941,962 26,563,075
9,805,892 24,956,198
447,021,525 422,065,327

$ 456,827,417

$ 447,021,525




STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Cash Received from Customers
Cash from Other Operating Activities
Other Receipts
Cash Payments to Suppliers
Cash Payments to Employees
Other Payments

Net Cash Provided (Used) By Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Receipts from Taxes and Assessments
Receipts from Property Rents and Leases
Net Amounts Paid for Acquisition and Maintenance of
Demonstration Garden

Net Cash Provided (Used) By Noncapital Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Proceeds from Capital Contributions
Proceeds from Sale of Capital Assets
Proceeds from Debt Related Taxes and Assessments
Proceeds from Long-Term Debt (Note 5)
Principal Payments on Long-Term Debt (Note 5)
Acquisition and Construction of Capital Assets
Interest Paid

Net Cash (Used) By Capital and Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest Received on Investments
Proceeds from Sale and Maturities of Investments
Purchase of Investments

Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

2008 2007
$ 54,276,851 $ 49,477,123
2,520,417 2,040,444
1,797,869 894,234
(41,996,845) (41,462,779)
(23,670,840) (15,835,985)
(135,104) (167,472)
(7,207,652) (5,054,435)
4,497,682 4,026,192
977,313 951,020
(80,541) {80,000)
5,394,454 4,807,212
6,807,761 17,476,332
15,243 1,817
744,722 715,664
40,989,797
(1,519,048) (1,529,848)
(27,359,800) (28,915,737)
(2,597,498) (481,033)
(23,908,620) 28,256,992
5,381,971 3,676,059
88,909,995 44,708,111
(60,704,100) (71,000,000)
33,587,866 (22,615,830)
7,866,048 5,483,939
19,239,846 13,755,907
$ 27,105,894 $ 19,239,846

The accompanying notes are an integral part of this statement.




STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

2008

2007

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Net Operating Income (Loss)
Adjustments to Reconcile Operating Income to
Net Cash Provided (Used) by Operating Activities:
Depreciation
Miscellaneous Revenues
Miscellaneous Expenses
(Increase) Decrease in Accounts Receivable
(Increase) Decrease in Inventory
(Increase) Decrease in Net OPEB Obligation
(Increase) Decrease in Prepaid Expenses and Other Current Assets
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Accrued Payroll and Related Expenses
Increase (Decrease) in Other Accrued Liabilities
Increase (Decrease) in Customer Deposits
Increase (Decrease) in Prepaid Capacity Fees

$ (15,759,527)

$ (11,400,569)

Total Cash Provided (Used) By Operating Activities

SUPPLEMENTAL DISCLOSURES

Non-cash Investing and Financing Activities Consisted of the Following:
Contributed Capital for Water and Sewer System
Change in Fair Value of Investments and Recognized Gains/Losses
Capital Contribution Resulting from Prepaid Capacity Fees
Amortization Related to Long-term Debt

Cash Paid for Interest Expense

The accompanying notes are an integral part of this statement.

13,040,572 10,729,096
2,712,869 894,234
(135,104) (167,472)
085,738 (1,866,459)
(77,543) 41,271y
(5,649,008)
(743,728) (500,167)
(1,717,456) (3,827,697)
220,224 (77,895)
18,390 913,662
96,685 133,545
(199,764) 156,558
$  (7,207,652) $ (5,054,435
3 8,134,201 $ 8812611
109,847 223,829
33,356 156,558
126,387 103,938
$ 2,970,780 $ 1,478,461
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NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2008 AND 2007

1) REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A) Reporting Entity

B)

Otay Water District (the “District”) is a public entity established in 1956 pursuant to the Municipal Water District Law of
1911 (Section 711 et. Seq. of the California Water Code) for the purpose of providing water and sewer services to the
properties in the District. The District is governed by a Board of Directors consisting of five directors elected by
geographical divisions based on District population for a four-year alternating term.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The basic financial statements of the Otay Water District have been prepared in conformity with accounting principles
generally accepted in the United States of America. The Governmental Accounting Standards Board (GASB) is the
accepted standard setting body for governmental accounting financial reporting purposes.

The District reports its activities as an enterprise fund, which is used to account for operations that are financed and
operated in a manner similar to a private business enterprise. The intent of the District is that the costs (including
depreciation) of providing goods or services to the general public on a continuing basis be financed or recovered primarily
through user charges. Revenues and expenses are recognized on the accrual basis. Revenues are recognized in the
accounting period in which they are earned and expenses are recognized in the period incurred.

Fund equity is displayed as three components: (1) Invested in capital assets, net of related debt, which reflects the cost of
capital assets less accumulated depreciation and less the outstanding principal of related debt not associated with unspent
bond proceeds; (2) Restricted, which reflects the carrying value of assets less related liabilities that are restricted by
outside covenants or by law; and (3) Unrestricted, which represents the remaining fund equity balance.

The District distinguishes operating revenues and expenses from those revenues and expenses that are non-operating.
Operating revenues are those revenues that are generated by water sales and wastewater services while operating expenses
pertain directly to the furnishing of those services. Non-operating revenues and expenses are those revenues and expenses
generated that are not directly associated with the normal business of supplying water and wastewater treatment services.

The District recognizes revenues from water sales, wastewater revenues, and meter fees as they are earned. Taxes and
assessments are recognized as revenues based upon amounts reported to the District by the County of San Diego, net of
allowance for delinquencies of $59,688 and $49,317 at June 30, 2008 and 2007, respectively.

Additionally, capacity fee contributions received in an amount corresponding to expansion specific operating expenses are

offset against these expenses and included in Cost of Water Sales in the Statement of Revenues and Expenses and
Changes in Net Assets.

When both restricted and unrestricted resources are available for use, it is the District’s policy to use restricted resources
first, then unrestricted resources as they are needed.

The accounting policies of the District conform to generally accepted accounting principles (GAAP) as applicable to
governmental enterprise funds. In accordance with GASB Statement 20, the District has elected to follow all GASB
Pronouncements and apply all Financial Accounting Standards Board Statements and Interpretations issued on or before
November 30, 1989, with the exception of those that conflict with or contradict GASB Pronouncements.
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YEARS ENDED JUNE 30, 2008 AND 2007

D

REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

O

D)

E)

F)

Statement of Cash Flows

For purposes of the Statement of Cash Flows, the District considers all highly liquid investments (including
restricted assets) with a maturity period, at purchase, of three months or less to be cash equivalents.

Investments

As a governmental entity other than an external investment pool in accordance with GASB 31, the District’s
investments are stated at fair value, which is determined using selected basis. Short-term investments are reported at
cost, which approximates fair value. Investments in government obligations are valued on over-the-counter bid
quotations available at year-end. Cash deposits are reported at carrying amount, which reasonably estimates fair

value. Investments in governmental investment pools are reported on the fair value per share, of the pool’s
underlying portfolio.

Inventory and Prepaids

Inventory consists primarily of materials used in the construction and maintenance of the water and sewer system and is

valued at weighted average cost. Both inventory and prepaids use the consumption method whereby they are reported
as an asset and expensed as they are consumed.

Capital Assets

Capital assets are recorded at cost, where historical records are available, and at an estimated historical cost where no
historical records exist. Infrastructure assets in excess of $20,000 and other Capital assets in excess of $10,000 are
capitalized if they have an expected useful life of two years or more. The cost of purchased and self-constructed
additions to utility plant and major replacements of property are capitalized. Costs include materials, direct labor,
transportation, and such indirect items as engineering, supervision, employee fringe benefits, and interest incurred
during the construction period. Repairs, maintenance, and minor replacements of property are charged to expense.
Donated assets are capitalized at their approximate fair market value on the date contributed.

The District capitalizes interest on construction projects up to the point in time that the project is substantially

completed. Capitalized interest is included in the cost of water system assets and is depreciated on the straight-line basis
over the estimated useful lives of such assets.

Depreciation is calculated using the straight-line method over the following estimated useful lives:

Water System 15-70 Years
Engineering Equipment 2-50 Years
Buildings 30-50 Years
Power Operated Equipment 5-10 Years
Transportation Equipment 2-4 Years
Other Equipment 2-10 Years
Reclaimed Water System 50-75 Years

Sewer System 25-50 Years




NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2008 AND 2007

1Y)

2)

REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

G)

H)

D

b

K)

L)

Compensated Absences

In accordance with GASB Statement No. 16, a liability is recorded for unused vacation and sick leave balances since the
employees’ entitlement to these balances are attributable to services already rendered and it is probable that virtually all of
these balances will be liquidated by either paid time-off or payment upon termination or retirement.

Restricted Assets and Liabilities

Certain current liabilities have been classified as current liabilities payable from restricted assets as they will be funded
from restricted assets.

Allowance for Doubtful Accounts

The District charges doubtful accounts arising from water sales receivable to bad debt expense when it is probable that the
accounts will be uncollectible. Uncollectible accounts are determined by the allowance method based upon prior
experience and management’s assessment of the collectibility of existing specific accounts.

Use of Estimates

The financial statements have been prepared in accordance with accounting principles generally accepted in the United
States of America and necessarily include amounts based on estimates and assumptions by management.

Property Taxes

Tax levies are limited to 1% of full market value (al time of purchase) which results in a tax rate of $1.00 per $100

assessed valuation, under the provisions of Proposition 13. Tax rates for voter-approved indebtedness are excluded
from this limitation.

The County of San Diego (the “County™) bills and collects property taxes on behalf of the District. The County’s tax
calendar year is July ! to June 30. Property taxes attach as a lien on property on March |. Taxes are levied on July | and

are payable in two equal installments on November 1 and February I, and become delinquent after December 10 and
April 10, respectively.

Reclassifications

Certain reclassifications have been made to prior year amounts to conform to the current year presentation.

CASH AND INVESTMENTS

The primary goals of the District’s Investment Policy are to assure compliance with all Federal, State, and Local laws
governing the investment of funds under the control of the organization, protect the principal of investments entrusted, and
generate income under the parameters of such policies.

The District’s Investment Policy and State statues authorize the District to invest in obligations of the U.S. Treasury, agencies
and instrumentalities, prime commercial paper, and negotiable certificates of deposit. Funds may also be invested in the State
Treasurer’s Local Agency Investment Fund (LAIF) and the San Diego County Treasurer’s Pooled Money Fund.
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2) CASH AND INVESTMENTS - Continued

Cash and Investments are classified in the accompanying financial statements as follows:

Statement of Net Assets:
Cash and Cash Equivalents $ 23,351,911
Investments 60,682,507
Restricted:
Cash and Cash Equivalents 3,753,983
Total Cash and Investments $ 87,788.401

Cash and investments consist of the following:

Cash on Hand $ 2,800
Deposits with Financial Institutions 2,655,933
Investments 85,129,668

Total Cash and Investments $ 87.788.401

Investments Authorized by the California Government Code and the District’s Investment Policy

The table below identifies the investment types that are authorized for the District by the California Government Code (or
the District’s Investment Policy, where more restrictive). The table also identifies certain provisions of the California
Government Code (or the District’s Investment Policy, where more restrictive) that address interest rate risk, credit risk,
and concentration of credit risk. This table does not address investments of debt proceeds held by bond trustee that are
governed by the provisions of debt agreements of the District, rather than the general provisions of the California

Government Code or the District’s Investment Policy.

Maximum Maximum
Authorized Maximum Percentage Investment
Investment Type Maturity Of Portfolio" In One Issuer

U.S. Treasury Obligations 5 years None None
Federal Agency Securities 5 years None None
Certificates of Deposit 5 years 15% None
Corporate Medium-Term Notes 5 years 15% None
Commercial Paper 270 days 15% 10%
Money Market Mutual Funds N/A 15% None
County Pooled Investment Funds N/A None None
Local Agency Investment Fund (LAIF) N/A None None

" Excluding amounts held by bond trustee that are not subject to California Government Code restrictions.
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2) CASH AND INVESTMENTS - Continued

Investments Authorized by Debt Agreements

Investment of debt proceeds held by the bond trustee are governed by provisions of the debt agreements, rather than the
general provisions of the California Government Code or the District’s Investment Policy.

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an investment. Generally,
the longer the maturity of an investment, the greater the sensitivity of its fair value to changes in market interest rates. One of
the ways that the District manages its exposure to interest rates risk is by purchasing a combination of shorter term and longer
term investments and by timing cash flows from maturities, so that a portion of the portfolio is maturing or coming close to
maturity evenly over time, as necessary, to provide the cash flow and liquidity needed for operations.

Information about the sensitivity of the fair values of the District’s investments (including investments held by the bond trustee)

to market interest rate fluctuations is provided by the following table that shows the distribution of the District’s investments by
maturity.

Remaining Maturity (in Months)

12 Months 131024 25 to 60 More Than
Investment Type Or Less Months Months 60 Months
Federal Agency Securities $ 58,630,803 $ $22,018478 $ 36,612,325 $
Local Agency Investment Fund
(LAIF) 12,228,060 12,228,060
Corporate Medium-Term Notes 2,051,704 2,051,704
San Diego County Pool 12,219,101 12,219,101
Total $ 85,129.668 $ 24.447,161 $22.018478 $ 38.664.029 $ 0

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the investment.
This is measured by the assignment of a rating by a nationally recognized statistical rating organization. Presented below is the
minimum rating required by (where applicable) the California Government Code or the District’s Investment Policy, or debt
agreements, and the actual rating as of year end for each investment type.

Minimum Rating as of Year End
Legal Not
Investment Type Rating AAA Aa Rated

Federal Agency Securities $ 58,630,803 N/A $ 58,630,803 $ $
Local Agency Investment

Fund (LAIF) 12,228,060 N/A 12,228,060
Corporate Medium-Term Notes 2,051,704 2,051,704
San Diego County Pool 12,219,101 N/A 12,219,101

Total $ 85.129.668 $ 60,682,507 §$ 0 $ 24.447.161
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2) CASH AND INVESTMENTS - Continued

Concentration of Credit Risk

The investment policy of the District contains no limitation on the amount that can be invested in any one issuer beyond that
stipulated by the California Government Code, Sections 53600 through 53692. Investments in any one issuer (other than U.S.

Treasury securities, mutual funds, and external investment pools) that represent 5% or more of total District investments are as
follows:

Issuer Investment Type Reported Amount
Federal Home Loan Bank Federal Agency Securities $ 38,641,000
Federal Home Loan Mortgage Corp Federal Agency Securities $ 13,987,228
Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, a government
will not be able to recover its deposits or will not be able to recover collateral securities that are in the possession of an outside
party. The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g., broker-
dealer) to a transaction, a government will not be able to recover the value of its investment or collateral securities that are in
the possession of another party. The California Government Code and the Entity’s investment policy do not contain legal or
policy requirements that would limit the exposure to custodial credit risk for deposits or investments, other than the following
provision for deposits: The California Government Code requires that a financial institution secure deposits made by state or
local government units by pledging securities in an undivided collateral pool held by a depository regulated under state law
(unless so waived by the governmental unit). The market value of the pledged securities in the collateral pool must equal at
least 110% of the total amount deposited by the public agencies. California law also allows financial institutions to secure
deposits by pledging first trust deed mortgage notes having a value of 150% of the secured pubtic deposits.

As of June 30, 2008, $1,442,408 of the District’s deposits with financial institutions in excess of federal depository insurance
limits were held in collateralized accounts. As of June 30, 2008, District investments in the following investment types were

held by the same broker-dealer (counter party) that was used by the District to buy the securities:

Investment Type Reported Amount

Federal Agency Securities $ 58,630,803

Local Agency Investment Fund (LAIF)

The District is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by California Government
Code Section 16429 under the oversight of the Treasurer of the State of California. The fair value of the District’s investment
in this pool is reported in the accompanying financial statements at amounts based upon District’s pro-rata share of the fair
value provided by LAIF for the entire LAIF portfolio (in relation to the amortized cost of that portfolio). The balance available
for withdrawal is based on the accounting records maintained by LAIF, which are recorded on an amortized cost-basis.

The LAIF is a special fund of the California State Treasury through which local governments may pool investments. The
District may invest up to $40,000,000 in the fund. Investments in LAIF are highly liquid, as deposits can be converted to cash
within 24 hours without loss of interest. Investments with LAIF are secured by the full faith and credit of the State of
California. The yield of LAIF during the quarter ended June 30, 2008 was 3.11%. The carrying value and estimated market
value of the LAIF Pool at June 30, 2008 was $70,027,950,242 and $70,024,464,150, respectively. The District's share of the
Pool at June 30, 2008 was approximately 0.018 percent. Included in LAIF's investment portfolio are structured notes and
asset-backed securities totaling $6,113,006,000 and $4,188,272,000, respectively. LAIF's and the District's exposure to risk

(credit, market or legal) is not currently available. The LAIF has oversight by the Local Investment Advisory Board. The
LAIF Board consists of five members as designated by statute.
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2)

3)

CASH AND INVESTMENTS - Continued

San Diego County Pooled Fund

As permitied by its Investment Policy, the District has placed funds with the San Diego County Pooled Fund. The pool may

invest some of their portfolios in derivatives. Detailed information on derivative investments held by this pool is not readily
available.

Collateral for Deposits

All cash and Certificates of Deposit are entirely insured or collateralized.

Under the provisions of the California Government Code, California banks and savings and loan associations are required to
secure the District's deposits by pledging government securities as collateral. The market value of the pledged securities must

equal at least 110% of the District's deposits. California law also allows financial institutions to secure city deposits by
pledging first trust deed mortgage notes having a value of 150% of the District's total deposits.

The District may waive the 110% collateral requirement for deposits which are insured up to $100,000 by the FDIC.

CAPITAL ASSETS

The following is a summary of changes in Capital Assets for the year ended June 30, 2008:

Beginning Ending
Balance Additions Deletions Balance
Capital Assets, Not Depreciated
Land $ 12,971,479 § 53,885 % 13,025,364
Construction in Progress 40,300,055 27,173,621 (25,135,456) 42,338,220
Total Capital Assets Not Depreciated 53,271,534 27,227,506 (25.135,456) 55,363,584
Capital Assets, Being Depreciated
Infrastructure 467,803,021 31,880,962 (4,434,610) 495,249,373
Field Equipment 9,358,862 122,501 (51,087) 9,430,276
Buildings 17,607,655 28,469 17,636,124
Transportation Equipment 3,056,708 239,024 (193,071 3,102,661
Communication Equipment 599,452 90,502 689,954
Office Equipment 15,787,313 1,060,821 (22,541) 16,825,593
Total Capital Assets Being Depreciated 514,213,011 33,422,279 (4,701,309) _ 542,933.981
Less Accumulated Depreciation:
Infrastructure 119,327,467 10,219,528 (4,414,282) 125,132,713
Field Equipment 8,577,175 187,951 (51,087) 8,714,039
Buildings 5,064,435 573,250 5,637,685
Transportation Equipment 2,614,884 137,328 (193,071) 2,559,141
Communication Equipment 265,119 104,445 369,564
Office Equipment 7,374,497 1.818,070 (22,541) 9,170,026
Total Accumulated Depreciation 143,223,577 13.040,572 (4,680,981) 151,583,168
Total Capital Assets Being Depreciated, Net 370,989,434 20,381,707 (20,328) 391,350,813
Total Capital Assets, Net $ 424260968 $ 47,609.213 $_(25.155.784) $ 446,714,397

Depreciation expense for the year ended June 30, 2008 and 2007 was $13,040,572 and $10,729,096, respectively.
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YEARS ENDED JUNE 30, 2008 AND 2007

OTHER NON-CURRENT ASSETS

Contracts receivable totaled $41,375 and $55,759, net of no allowance as of June 30, 2008 and 2007, respectively.

Deferred bond issue costs totaled $1,198,791 and $1,254,821, net of accumulated amortization of $389,352 and $357,952 as
of June 30, 2008 and 2007, respectively. The 2004 COPS had refunding transactions net of accumulated amortization of

$168,805 for June 30, 2008 and $179,935 for June 30, 2007. The costs are amortized on the straight-line method based on the

estimated term of the related bond debt. Amortization expense of $31,400 for the years ended June 30, 2008 and 2007 is
included with miscellaneous expense.

LONG-TERM DEBT

Long-term liabilities for the year ended June 30, 2008 are as follows:

Beginning Ending Due Within
Balance Additions Deletions Balance One Year
General Obligation Bonds:
Improvement District No. 27 $ 9210000 $ $ 400,000 § 8,810,000 $ 415,000
Unamortized Bond Discount (110,953) (7,397) (103,556)
Deferred Amount of Funding (654,018) (40,876) (613,142)
Net General Obligation Bonds 8,445,029 351,727 8,093,302 415,000
Certificates of Participation:
1996 Certificates of Participation 12,800,000 300,000 12,500,000 400,000
2004 Certificates of Participation 11,335,000 500,000 10,835,000 515,000
2007 Certificates of Participation 42,000,000 42,000,000 785,000
1996 COPS Unamortized Discount (14,903) (745) (14,158)
2007 COPS Unamortized Discount (268,307) (9,044) (259,263)
Net Certificates of Participation 65,851,790 790,211 65,061,579 1,700,000
Notes Payable
State Water Resource Control
Board 1,350,778 319,048 1,031,730 330,214
Total Long-Term Liabilities $ 75647597 $ $ 1460986 $__74.186.611 $ 2445214

General Obligation Bonds

In June 1998, the District issued $11,835,000 of General Obligation Refunding Bonds. The proceeds of this issue, together
with other lawfully available monies, were to be used to establish an irrevocable escrow to advance refund and defease in their
entirety the District’s previous outstanding General Obligation Bond issue. These bonds are general obligations of
Improvement District No. 27 (ID 27) of the District. The Board of Directors has the power and is obligated to levy annual ad
valorem taxes without limitation, as to rate or amount for payment of the bonds and the interest upon all property which is

within ID 27 and subject to taxation. The General Obligation Bonds are payable from District-wide tax revenues. The Board
may utilize other sources for servicing the bond debt and interest.
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LONG-TERM DEBT - Continued

The refunding resulted in a deferred amount of $1,021,903, which is being amortized over the remaining life of the refunded
debt. Amortization for the years ended June 30, 2008 and 2007 was $40,876 for each year and is included in miscellaneous

non-operating expenses. As of June 30, 2008 and 2007, the amortized deferred amount of refunding is $613,142, and
$654,018, respectively.

The 1998 General Obligation Bonds have interest rates from 4.5% to 5% with maturities through Fiscal Year 2023.

Future debt service requirements for the bonds are as follows:

For the Year
Ended June 30, Principal Interest
2009 $ 415,000 $ 422,047
2010 435,000 402,705
2011 455,000 382,235
2012 475,000 360,607
2013 495,000 337,565
2014-2018 2,870,000 1,287,673
2019-2023 3,665,000 475,875

$ 8810000 3 3.668,707

The following General Obligation Bonds have been authorized by the Board of Directors, but were unissued as of June 30,
2008:

Improvement Construction

Date Authorized District (ID) Purpose Bond Amount
December 30, 1960 5 Water System $ 605,000
December 20, 1960 6 Sewer System 705,000
August 23, 1960 -3 Sewer System 405,000
August 23, 1960 1-4 Water System 75,000
March 18, 1970 U-18 Sewer System 2,700,000
April 19, 1971 U-19 Water System 1,000,000
May 17. 1971 U-20 Water System 13,000,000
June 5, 1972 U-22 Water System 6,000,000
May 1, 1978 U-25 Water System 5,050,000
November 1, 1989 U-27 Water System 88,500,000

Certificates of Participation (COPS)

In June 1996, COPS with face value of $15,400,000 were sold by the Otay Service Corporation to finance the cost of design,
acquisition, and construction of certain capital improvements. An installment purchase agreement between the District, as
Buyer, and the Corporation, as Seller, was executed for the scheduled payment of principal and interest associated with the
COPS. The instaliment payments are to be paid from taxes and “net revenues,” as described in the installment agreement. The
certificates bear interest at a variable weekly rate not to exceed 12%. The interest rate at June 30, 2008 was 1.33%. The
installment payments are to be paid annually at $350,000 to $900,000 from September [, 1996 through September 1, 2026.
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5) LONG-TERM DEBT - Continued
Certificates of Participation (COPS) - Continued

In July 2004, Refunding Certificates of Participation (COPS) with a face value of $12,270,000 were sold by the Otay Service
Corporation to advance refund $11,680,000 of outstanding 1993 COPS. An installment agreement between the District, as
Buyer, and the Corporation, as Seller, was executed for the scheduled payment of principle and interest associated with the
COPS. The installment payments are to be paid from taxes and “net revenues,” as described in the installment agreement. The

certificates are due in annual installments of $445,000 to $895,000 from September 1, 2005 through Sepiember 1, 2023;
bearing interest at 3% to 4.625%.

In March 2007, Revenue Certificates of participation (COPS) with face value of $42,000,000 were sold by the Otay Service
Corporation to improve the District’s water storage system and distribution facilities. An installment purchase agreement
between the District, as a Buyer, and the Corporation, as Seller, was executed for the scheduled payment of principle and
interest associated with the COPS. The installment payments are to be paid from taxes and “net revenues,” as described in the
installment agreement. The certificates are due in annual installments of $785,000 to $2,445,000 from September 1, 2007
through September 1, 2036; bearing interest at 3.7% to 4.47%.

There is no aggregate reserve requirement for the COPS. Future debt service requirements for the certificates are as follows:

For the Year 1996 COPS 2004 COPS 2007 COPS
Ended June 30, Principal Interest* Principal Interest Principal Interest
2009 $ 400,000 $ 160,930 $ 515000 $ 418,309 $ 785000 $ 1,730,532
2010 400,000 155,610 530,000 402,634 815,000 1,701,487
2011 400,000 150,290 545,000 386,236 850,000 1,671,333
2012 400,000 144,970 565,000 368,607 885,000 1,639,458
2013 500,000 138,320 580,000 349,566 920,000 1,606,270
2014-2018 2,800,000 583,870 3,250,000 1,401,425 5,175,000 7,485,187
2019-2023 3,700,000 361,760 3,955,000 660,819 6,260,000 6,411,638
2024-2028 3,900,000 82,460 895,000 20,697 7,670,000 5,028,046
2029-2033 9,460,000 3,261,119
2034-2037 9,180,000 1,025,500

$ 12500000 $ 1.778.210 $ 10,835,000 $ 4,008,293 $ 42000000 $ 31,560,570

* Variable Rate - Interest reflected at June 30, 2008 at a rate of 1.33%.

Note Payable

In December 1990, the District entered into a 3.5% note payable to the State Water Resources Control Board. This note is
unsecured and payable in annual installments of $366,325 including principal and interest from 1994 through 2010. The total
amount outstanding at June 30, 2008 and aggregate maturities of the note for the fiscal years subsequent to June 30, 2008, are

as follows:
For the Year Ended
June 30, Principal Interest
2009 $ 330,214 $ 36,111
2010 341,772 24,553
2011 359,744 12,591

$_1.031.730 $ 73.255




NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2008 AND 2007

6) SEGMENT INFORMATION

The District issued Certificates of Participation to finance certain capital improvements. Both the water and sewer
departments are accounted for in a single fund. The sewer department operates the District’s sewage treatment plant,
sewage pumping stations, and collection systems, while the water department accounts for all other services. However,
investors in the Certificates of Participation rely solely on the revenues generated by the individual activities for repayment.

Summary financial information for the water and sewer departments is presented below.

Condensed Statement of Net Assets

Water Sewer Total
Assets:
Current Assets 94,971,245 § 88,061 95,059,306 .
Current Restricted Assets 4,291,178 4,291,178
Net OPEB Obligation 5,649,008 5,649,008
Capital Assets 430,098,108 16,616,289 446,714,397
Other Non-current Assets 1,408,971 1,408,971
Total Assets 536,418,510 16,704,350 553,122,860
Liabilities:
Current Liabilities 20,025,537 321,399 20,346,936
Current Liabilities Payable from
Restricted Assets 3,423,865 92,536 3,516,401
Non-current Liabilities Payable
from Restricted Assets 683,209 7,500 690,709
Non-current Liabilities 71,741,397 71,741,397
Total Liabilities 95,874,008 421,435 96,295,443
Net Assets:
Invested in Capital Assets, Net of
Related Debt 355,911,497 16,616,289 372,527,786
Restricted 2,314,400 2,314,400
Unrestricted 82,318,605 (333,374) 81,985,231
Total Net Assets 440,544,502 $ 16,282,915 456,827,417
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6) SEGMENT INFORMATION - Continued

Condensed Statement of Revenues, Expenses, and Changes in Net Assets

Operating Revenues
Depreciation
Other Operating Expenses

Operating Income

Non-operating Revenues (Expenses):
Investment Income
Taxes and Assessments
Availability Charges
Gain on Sale of Capital Assets
Other Non-operating Revenues
Donations
Interest Expense
Other Non-operating Expenses
Transfers
Capital Contributions

Total Non-operating Revenues (Expenses)

Change in Net Assets
Total Net Assets, Beginning*

Total Net Assets, Ending

*Beginning balances were restated from the prior year to teclassify infrastructure capital assets from water to sewer activities.

Net Cash Provided (Used) by:
Operating Activities
Non-capital Financing Activities
Capital and Related Financing Activities
Investing Activities

Net Increase (Decrease)
Beginning Cash and Cash Equivalents

Water Sewer Total
$ 53,328,560 % 2,386,285 $§ 55,714,845
(12,160,845) (879,727) (13,040,572)
(56,423,924) (2,009,876) (58.433,800)
(15,256,209) (503.318) (15,759,527)
3,947,418 591,373 4,538,791
4,197,092 393,931 4,591,023
688,123 56,599 744,722
15,243 15,243
3,676,963 3,676,963
(80,541) (80,541)
(2,560,489) (40,763) (2,601,252)
(261,492) (261,492)
1,198,468 (1,198,468) 0
14,941,962 14,941,962
25,762,747 (197,328) 25,565,419
10,506,538 (700,646) 9,805,892
430,037,964 16,983,561 447,021,525
$ 440,544,502 $ 16282915 $  456.827.417
Condensed Statement of Cash Flows
Water Sewer Total
$ (6,462,401) % (745,251) $ (7,207,652)
5,000,523 393,931 5,394,454
(23,668,567) (240,053) (23,908,620)
32,996,493 591,373 33,587,866
7,866,048 0 7,866,048
19,239,846 0 19,239,846
$ 27.105894 $ 0 $ 27,105.894

Ending Cash and Cash Equivalents
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7) NET ASSETS

8)

A summary of changes in net assets for the year ended June 30, 2008 is as follows:

Investment in

Capital Assets Restricted Unrestricted

Description (Net of Related Debt) Net Assets Net Assets Total
Beginning of Year $ 374,667,591 $ 2,071,307 $ 70,282,627 $ 447,021,525
Income (Loss) Before Contributions (13,040,572)* 2,734,492 5,170,010 (5,136,070)
Capital Contributions

Construction of Water and Sewer Systems 8,134,201 8,134,201

Capacity Fees and Capital Contributions 6,281,326 6,281,326

Annexation Fees 526,435 526,435
Decrease in Related Capital Debt/(Transfers) (24,593,234) 26,054,220 (1,460,986) 0
Acquisition and Construction/(Transfers) 27,359,800 (34,826,945) 7.467,145 0
End of Year $ 372527786 $ 2314400 $ 81985231 $ 456,827,417

*Depreciation Expense

Designated Net Assets

In addition to the restricted net assets, unrestricted net assets have been designated by the Board of Directors for the following
purposes as of June 30, 2008 and 2007:

2008 2007
Replacemen}t Reserve $ 31785910  $ 31,779,960
Insurance Reserve 10,458,191 16,893,128
Expansion Reserve 34.877,733 17,809,405
Total $ 77,121.834  $ 66482493

DEFINED BENEFIT PENSION PLAN

Plan Description

The District’s defined plan, (the “Plan™), provides retirement and disability benefits, annual cost-of-living adjustments, and
death benefits to plan members and beneficiaries. The Plan is part of the Public Agency portion of the California Public
Employees’ Retirement System (CalPERS), an agent multiple-employer plan administered by CalPERS, which acts as a
common investment and administrative agent for participating public employers within the State of California. A menu of
benefit provisions as well as other requirements is established by State statute within the Public Employees’ Retirement Law.
The Plan selects optional benefit provisions from the benefit menu by contract with CalPERS and adopts those benefits
through District resolution. CalPERS issues a separate Comprehensive Annual Financial Report. Copies of the CalPERS’
annual financial report may be obtained from the CalPERS Executive Office, 400 P Street, Sacramento, California 95814.
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8) DEFINED BENEFIT PENSION PLAN - Continued
Funding Policy

Active members in the Plan are required to contribute 8% of their annual covered salary. The District has elected to contribute
7% on behalf of its employees. The District is required to contribute the actuarially determined remaining amounts necessary
to fund the benefits for its members. The actuarial methods and assumptions used are those adopted by the CalPERS Board of
Administration. The required employer contribution rate for the fiscal year ended June 30, 2008 was 19.523%. The
contribution requirements of the Plan members are established by State statute and the employer contribution rate is established
and may be amended by the CalPERS.

Annual Pension Costs

For the fiscal year ended June 30, 2008, the District’s annual pension cost and actual contribution was $2,252.601. The
required contribution for the fiscal year ended June 30, 2008, was determined as part of the June 30, 2005 actuarial valuation.

The following is a summary of the actuarial assumptions and methods:

Valuation Date June 30, 2005
Actuarial Cost Method Entry Age Actuarial Cost Method
Amortization Method Level Percent of Payroll
Average Remaining Period 22 Years as of the Valuation Date
Asset Valuation Method 15 Year Smoothed Market
Actuarial Assumptions:
Investment Rate of Return 7.75% (Net of Administrative Expenses)
Projected Salary Increase 3.25% to 14.45% Depending on Age, Service, and Type of Employment
Inflation 3.00%
Payroll Growth 3.25%
Individual Salary Growth A merit scale varying by duration of employment coupled with an assumed annual

inflation component of 3.00% and an annual production growth of 0.25%.

Initial unfunded liabilities are amortized over a closed period that depends on the Plan’s date of entry into CalPERS.
Subsequent Plan amendments are amortized as a level percentage of pay over a closed 20-year period. Gains and losses that
occur in the operation of the plan are amortized over a rolling period, which results in an amortization of 6% of unamortized
gains and losses each year. If the plan’s accrued liability exceeds the actuarial value of the plan assets, then the amortization
payment of the total unfunded liability may be lower than the payment calculated over a 30-year amortization period.

THREE-YEAR TREND INFORMATION FOR PERS

Fiscal Annual Pension Percentage of Net Pension

Year Cost (APC) APC Contributed Obligation
6/30/08 2,252,601 100% 0
6/30/07 1,925,758 100% 0

6/30/06 2,120,529 100% 0
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9) OTHER POST EMPLOYMENT BENEFITS

Plan Description

The District’s defined benefit postemployment healthcare plan, (DPHP), provides medical benefits to eligible retired District
employees and beneficiaries. DPHP is part of the Public Agency portion of the California Employers’ Retiree Benefit Trust
Fund (CERBT), an agent multiple-employer plan administered by California Public Employees” Retirement System
(CalPERS), which acts as a common investment and administrative agent for participating public employers within the State of
California. A menu of benefit provisions as well as other requirements is established by State statute within the Public
Employees’ Retirement Law. DPHP selects optional benefit provisions from the benefit menu by contract with CalPERS and
adopts those benefits through District resolution. CalPERS issues a separate Comprehensive Annual Financial Report. Copies

of the CalPERS’ annual financial report may be obtained from the CalPERS Executive Office, 400 P Street, Sacramento,
California 95814,

Funding Policy

The contribution requirements of plan members and the District are established and may be amended by the Board of
Directors. DPHP members receiving benefits contribute based on their selected plan options of EPQ, Silver or Gold and if
they are located outside the State of California. Contributions by plan members range from $38 to $65 per month for
coverage to age 65, and from $30 to $53 per month, respectively, thereafter.

The District is required to contribute the annual required contribution of the employer (ARC), an amount actuarially
determined in accordance with the parameters of GASB Statement 45. The ARC represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial liabilities (or funding
excess) over a period not to exceed thirty years. The current ARC rate is 7.7% of the annual covered payroll.

Annual OPEB Cost

For 2008, the District’s annual OPEB cost (expense) of $846,000 for DPHP was equal to the ARC. In addition to the
ARC, the District contributed an additional $5,000,000 and has cash and implied subsidy (healthcare reimbursements from
CalPERS) amounts of $649,008 to the plan. The District’s annual OPEB cost, the percentage of annual OPEB cost
contributed to the plan, and the net OPEB obligation for the 2008 and the two preceding years were as follows:

THREE-YEAR TREND INFORMATION FOR CERBT

Fiscal Annual OPEB Percentage of Net OPEB

Year Cost (AOC)  OPEB Cost Contributed Obligation
6/30/08 $ 846,000 100% $ (5,649,008)
6/30/07 * * *
6/30/06 * * *

*The information for the two preceding years is unavailable. GASB 45 was implemented in fiscal year 2008.

Funded Status and Funding Progress

The funded status of the plan as of June 30, 2007, was as follows:

Actuarial Accrued Liability (AAL) $ 11,408,000
Actuarial Value of Plan Assets $ 0
Unfunded Actuarial Accrued Liability (UAAL) $ 11,408,000
Funded Ratio (Actuarial Value of Plan Assets/AAL) 0%
Covered Payroll (Active Plan Members) $ 10,951,000

UAAL as a Percentage of Covered Payroll 104.2%
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OTHER POST EMPLOYMENT BENEFITS - Continued

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the
probability of occurrence of events far into the future. Examples include assumptions about future employment, mortality,
and the healthcare cost trend. Amounts determined regarding the funded status of the plan and the annual required
contributions of the employer are subject to continual revision as actual results are compared with past expectations and
new estimates are made about the future. The schedule of funding progress, presented as required supplementary
information following the notes to the financial statements, presents multiyear trend information that shows whether the

actuarial value of the plan assets is increasing or decreasing over time relative to the actuarial accrued liabilities for
benefits.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as understood by the
employer and plan members) and include the types of benefits provided at the time of each valuation and the historical
pattern of sharing of benefit costs between the employer and plan members to that point. The actuarial methods and
assumptions used include techniques that are designed to reduce short-term volatility in actuarial accrued liabilities and the
actuarial value of assets, consistent with the long-term perspective of the calculations.

The following is a summary of the actuarial assumptions and methods:

Valuation Date June 30, 2007
Actuarial Cost Method Entry Age Normal Cost Method
Amortization Method Level Percent of Payroll
Remaining Amortization Period 30 Years as of the Valuation Date
Asset Valuation Method 15 Year Smoothed Market
Actuarial Assumptions:
Investment Rate of Return 7.75% (Net of Administrative Expenses)
Projected Salary Increase 3.25%
Inflation 3.00%
Individual Salary Growth CalPERS 1997-2002 Experience Study

WATER CONSERVATION AUTHORITY

In 1999 the District formed the Water Conservation Authority (the “Authority™), a Joint Powers Authority, with other local
entities to construct, maintain and operate a xeriscape demonstration garden in the furtherance of water conservation. The
authority is a non-profit public charity organization and is exempt from income taxes. During the years ended June 30, 2008

and 2007, the District contributed $80,541 and $80,000, respectively, for the development, construction and operation costs of
the xeriscape demonstration garden.

A summary of the Authority’s June 30, 2007 audited financial statement is as follows (latest report available):

Assets $ 2,556,885
Liabilities 97,538
Revenues, Gains and Other Support 685,299

Changes in Net Assets 12,540
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NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2008 AND 2007

COMMITMENTS AND CONTINGENCIES

Construction Commitments

The District had committed to capital projects under construction with an estimated cost to complete of $1,992,831 at June 30,
2008.

Litigation

Certain claims, suits and complaints arising in the ordinary course of operation have been filed or are pending against the
District. In the opinion of the staff and counsel, all such matters are adequately covered by insurance, or if not so covered, are

without merit or are of such kind, or involved such amounts, as would not have significant effect on the financial position or
results of operations of the District if disposed of unfavorably.

Refundable Terminal Storage Fees

The District has entered into an agreement with several developers whereby the developers prepaid the terminal storage fee in
order to provide the District with the funds necessary to build additional storage capacity. The agreement further allows the
developers to relinquish all or a portion of such water storage capacity. If the District grants to another property owner the
relinquished storage capacity, the District shall refund to the applicable developer $746 per equivalent dwelling unit (EDU).
There were 17,867 EDUs that were subject to this agreement. At June 30, 2007, 1,750 EDUs had been relinquished and
refunded, 13,424 EDUs had been connected, and 2,693 EDUs have ncither been relinquished nor connected. At June 30,

2008, 1,750 EDUs had been relinquished and refunded, 14,622 EDUs had been connected, and 1,495 EDUs have neither been
relinquished nor connected.

Developer Agreements

The District has entered into various Developer Agreements with developers towards the expansion of District facilities. The
developers agree to make certain improvements and after the completion of the projects the District agrees to reimburse such
improvements with a maximum reimbursement amount for each developer. Contractually, the District does not incur a liability
for the work until the work is accepted by the District. As of June 30, 2008, none of the 6 outstanding developer agreements
had been accepted, however it is anticipated that the District will be liable for an amount not to exceed $924,831 at the point of
acceptance. Accordingly, the District did not accrue a liability as of year end.

RISK MANAGEMENT

General Liability

The District is exposed to various risks of loss related to torts, theft, damage and destruction of assets, errors and omissions,
and natural disasters. The District pays an annual premium for commercial insurance covering general liability, excess

liability, property, automobile, public employee dishonesty, and various other claims. Coverage limits range up to $100
million. Accordingly, the District retains no risk of loss.

Workers’ Compensation

The District is a member of the Special District Risk Management Authority (SDRMA). SDRMA is a not-for-profit public
agency formed under California Government Code Sections 6500 et. Seq. SDRMA is governed by a board composed of
members from participating agencies. The mission of SDRMA is to provide renewable, efficiently priced risk financing and
risk management services through a financially sound pool. The District is insured up to $300,000,000 for statutory workers’
compensation and $5,000,000 for employers’ liability coverage with no deductible. Separate financial statements of SDRMA
may be obtained at Special District Risk Management Authority, 1112 “I” Street, Suite 300, Sacramento, CA 95814,
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RISK MANAGEMENT - Continued

Health Insurance

The District maintains a self-insurance program covering all of its employees, retirees, and other dependents. Health claims
are processed and administered through a health insurance administrator and paid by the District upon presentation. The
District has obtained a stop-loss insurance policy to cover individuals with claims exceeding $45,000. The District has
estimated accrued claims to be $137,029 and $474,413 at June 30, 2008 and 2007, respectively. Accrued health costs are
included in other accrued liabilities. Changes in the balances of claims liabilities during the past two years are as follows:

Year Ended Year Ended
June 30, 2008 June 30, 2007
Unpaid Claims, Beginning of Fiscal Year  $ 474,413 $ 422,327
Incurred Claims (Including IBNRS) 1,712,810 1,399,661
Claim Payments (2,050,194) (1,347,575)
Unpaid Claims, End of Fiscal Year 3 137.029 3 474,413
Adequacy of Protection

During the past three fiscal (claims) years none of the above programs of protection have had settlements or judgments that
exceeded pooled or insured coverage. There have been no significant reductions in pooled or insured Hability coverage from
coverage in the prior year.

INTEREST EXPENSE

Interest expense for the years ended June 30, 2008 and 2007, is as follows:

2008 2007
Amount Expensed $ 2,601,252 $ 950,479
Amount Capitalized as a Cost of
Construction Projects 373,282 997.428

Interest Paid $ 2974534 $ 1,947,907




REQUIRED SUPPLEMENTARY INFORMATION

YEARS ENDED JUNE 30, 2008 AND 2007

Schedule of Funding Progress for PERS

Actuarial
Accrued UAAL asa
Actuarial Actuarial Liability Unfunded Percentage of
Valuation Value of {AAL) Entry AAL Funded Covered Covered
Date Assets Age (UAAL) Ratio Payroli Payroll
(A) (B) B-A) (A/B) © [(B-A)/C]
6/30/06
Miscellaneous $ 40,321,483 § 54228041 § 13.906,558 74.4% $ 10470766 132.8%
6/30/05
Miscellaneous $ 36,029,595 $  50.249.943 $ 14.220.348 11.9% $__ 10.005,158 142.1%
6/30/04
Miscellaneous §  31.591,156 $ 45,156,690 $ 13,565.534 70.0% 3 9,764,596 138.9%
Schedule of Funding Progress for DPHP
Actuarial
Accrued UAAL asa
Actuarial Actuarial Liability Unfunded Percentage of
Valuation Value of (AAL) Entry AAL Funded Covered Covered
Date Assets Age (UAAL) Ratio Payroll Payroll
(A) (B) B-A) (A/B) © [(B-A)/(C]
6/30/07
Miscellaneous $ 0% 11408000 % 11,408,000 0% $ 10,951,000 104.2%
6/30/06
Miscellaneous * * b * * *
6/30/05
Miscellaneous * * * * * *

*GASB 45 was implemented in fiscal year 2008. The information for the two preceding years is unavailable.




ATTACHMENT C

, 2008

Joe Beachem, Chief Financial Officer
Otay Water District

2554 Sweetwater Springs Blvd.
Spring Valley, CA 91978-2096

Dear Mr. Beachem:

We have audited the financial statements of the Otay Water District (the “District”) as of
and for the year ended June 30, 2008, and have issued our report thereon dated ,
2008. In planning and performing our audit of the financial statements of the District, we
considered its internal control in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide
assurance on the internal control. We noted no matters involving the internal control and
its operation that we considered to be material weaknesses under standards established by
the American Institute of Certified Public Accountants.

We would like to take this opportunity to express our appreciation for the assistance
extended to us during the course of the audit. If we can be of further assistance, or if you
have any questions regarding our recommendations, please call our office.

This report is intended solely for the information and use of the Board of Directors and

management. This restriction is not intended to limit distribution of this report, which is a
matter of public record.

Respectfully Submitted,
TEAMAN, RAMIREZ & SMITH, INC.

Richard A. Teaman
Certified Public Accountant

DRAFT COPY - 10/23/08
PRELIMINARY & TENTATIVE
for DISCUSSION PURPOSES ONLY



ATTACHMENT D

2008

Finance Committee
Otay Water District
Spring Valley, CA

We have audited the financial statements of the Otay Water District (the “District™) for the year ended June 30, 2008 and have

issued our report thereon dated _» 2008. Professional standards require that we provide you with the following
information related to our audit,

Our Responsibility under U.S. Generally Accepted Auditing Standards and OMB Circular A-133

As stated in our engagement letter dated November 15, 2007, our responsibility, as described by professional standards, is to
express opinions about whether the financial statements prepared by management with your oversight are fairly presented, in

all material respects, in conformity with U.S. generally accepted accounting principles. Our audit of the financial statements
does not relieve you or management of your responsibilities.

In planning and performing our audit, we considered the District’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinions on the financial statements and not to provide
assurance on the internal control over financial reporting. We also considered internal control over compliance with
requiremenis that could have a direct and material effect on a major federal program in order to determine our auditing

procedures for the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.

As part of obtaining reasonable assurance about whether the District’s financial statements are free of material misstatement,
we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grants, noncompliance with
which could have a direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit. Also in accordance with OMB Circular A-
133, we examined, on a test basis, evidence about the District’s compliance with the types of compliance requirements
described in the “U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement” applicable to
each of its major federal programs for the purpose of cxpressing an opinion on the District’s compliance with those

requirements. While our audit provides a reasonable basis for our opinion, it does not provide a legal determination on the
District’s compliance with those requirements.

We are responsible for communicating significant matters related to the audit that are, in our professional judgment, relevant to

your responsibilities in overseeing the financial reporting process. However, we are not required to design procedures specifically
to identify such matters.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to you in our meeting about planning
matters on May 2, 2008.
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Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant accounting policies used
by the District are described in Note 1 to the financial statements, As described in Note 9 to the financial statements, the District
changed accounting policies related to post employment benefits by adopting Statement of Governmental Accounting Standards
(GASB Statement) No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits other than Pensions,
in 2008. The accounting and disclosures required are done prospectively with no effect on the beginning of the year. We noted no
transactions entered into by the District during the year for which there is a lack of authoritative guidance or consensus. There are

no significant transactions that have been recognized in the financial statements in a different period than when the transaction
occurred.

Accounting estimates are an integral part of the financial statements prepared by management and are based on management’s
knowledge and experience about past and current events and assumptions about future events. Certain accounting estimates are
particularly sensitive because of their significance to the financial statements and because of the possibility that future events

affecting them may differ significantly from those expected. The most sensitive estimate(s) affecting the financial statements was
(were):

Management’s estimate of the fair value of investments is based on information provided by financial institutions. We

evaluated the key factors and assumptions used to develop the fair value of investments in determining that it is
reasonable in relation to the financial statements taken as a whole.

Management’s estimate of capital assets depreciation is based on historical estimates of each capitalized item’s useful
life. We evaluated the key factors and assumptions used to develop the property and equipment depreciation in
determining that it is reasonable in relation to the financial statements taken as a whole.

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial statement disclosures are particularly

sensitive because of their significance to financial statement users. The most sensitive disclosure(s) affecting the financial
statements was (were):

The disclosure of the fair value of investments in Note 2 to the financial statements represents amounts susceptible to
market fluctuation,

The disclosure of capital assets in Note 3 to the financial statements is based on historical information which could
differ from actual useful lives of each capitalized item.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit, other than those
that are trivial, and communicate them to the appropriate level of management. Management has corrected all such misstatements.
In addition, none of the misstatements detected as a result of audit procedures and corrected by management were material, either
individually or in the aggregate, to the financial statements taken as a whole.
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Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the auditor’s
report. We are pleased to report that no such disagreements arose during the course of our audit.

Monagement Representations

We have requested certain representations from management that are included in the management representation letter dated
, 2008.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters, similar to
obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting principle to the
District’s financial statements or a determination of the type of auditor’s opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the consultant has all the relevant facts.
To our knowledge, there were no such consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing standards, with
management each year prior to retention as the District’s auditors. However, these discussions occurred in the normal course of
our professional relationship and our responses were not a condition to our retention.

This information is intended solely for the use of the Board of Directors and management of the District and is not intended to be
and should not be used by anyone other than these specified parties.

Very truly yours,
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ATTACHMENTE

Board of Directors
Otay Water District
Spring Valley, California

Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

We have audited the financial statements of the business-type activities, of the Otay Water District as of and
for the year ended June 30, 2008, which collectively comprise the District’s basic financial statements and
have issued our report thereon dated __» 2008. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to

financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Otay Water District internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements but not for the purpose of expressing an opinion on the effectiveness of the District’s

internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
the District’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the District’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the District’s financial statements that is more than inconsequential will
not be prevented or detected by the District’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the District’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Otay Water District financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
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The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

This report is intended solely for the information and use of the management, and the Board of Directors,
and is not intended to be and should not be used by anyone other than these specified parties.

2008
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Board of Directors
Otay Water District
Spring Valley, California

Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

We have audited the financial statements of the business-type activities, of the Otay Water District as of and
for the year ended June 30, 2008, which collectively comprise the District’s basic financial statements and
have issued our report thereon dated _» 2008. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to

financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Otay Water District internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements but not for the purpose of expressing an opinion on the effectiveness of the District’s

internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
the District’s internal control over financial reporting,

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the District’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the District’s financial statements that is more than inconsequential will
not be prevented or detected by the District’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the District’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Otay Water District financial statements arc
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
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The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

This report is intended solely for the information and use of the management, and the Board of Directors,
and is not intended to be and should not be used by anyone other than these specified parties.

2008
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Board of Directors
Otay Water District
Spring Valley, California

Report on Compliance with Requirements Applicable to Each
Major Program, Internal Control Over Compliance and on the Schedule
of Expenditures of Federal Awards in Accordance with OMB Circular A-133

Compliance

We have audited the compliance of the Otay Water District with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that
are applicable to each of its major federal programs for the year ended June 30, 2008. The Otay Water
District’s major federal programs are identified in the summary of auditors' results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of the

Otay Water District’s management. Our responsibility is to express an opinion on the Otay Water District’s
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred to above that could have a direct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about the Otay Water
District’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on the Otay Water District’ compliance with those requirements.

In our opinion, the Otay Water District complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2008,

Internal Control Over Compliance

The management of the Otay Water District is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the Otay Water District’s internal control
over compliance with requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance, but not
for the purpose of expressing an opinion on the effectiveness of internal control over compliance.

Accordingly, we do not express an opinion on the effectiveness of the Otay Water District’s internal control
over compliance.

A control deficiency in a District’s internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program on
a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
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adversely affects the District’s ability to administer a federal program such that there is more than a remote
likelihood that noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the District’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of complance requirement of a
federal program will not be prevented or detected by the District’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the business-type activities of the Otay Water District as of and
for the year ended June 30, 2008, and have issued our report thereon dated _,2008. Our audit
was performed for the purpose of forming an opinion on the financial statements that collectively comprise
the Otay Water District’s basic financial statements. The accompanying schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by OMB Circular A-133 and is not a
required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the Board of Directors, management, others
within the entity, federal awarding agencies and pass-through entities and is not intended to be and should not
be used by anyone other than these specified parties.

2008
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OTAY WATER DISTRICT
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended June 30, 2008

Federal Grantor/Pass-Through Federal Grant/Contract
Grantor Program Title CFDA Number Number Expenditures
MAJOR PROGRAMS
United States Department of the Interior;
Passed-through the City of San Diego
Water Reclamation and Refuse Program 15.504 06-FC-35-0182 % 2,210,000
OTHER FEDERAL AWARDS
United States Department of the Interior;
Cash for Plants 15. XXX 22,828
Artificial Turf Installation 15. XXX 05-FG-35-0167 50,000
Total Expenditures of Federal Awards $ 2,282,828
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OTAY WATER DISTRICT
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended June 30, 2008

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES APPLICABLE TO THE
SCHEDULE OF FEDERAL AWARDS

a) Scope of Presentation

The accompanying schedule presents only the expenditures incurred (and related awards received) by
the Otay Water District that are reimbursable under programs of federal agencies providing financial
assistance. For the purpose of this schedule, financial assistance includes both federal financial
assistance received directly from a federal agency, as well as federal funds received indirectly by the
Otay Water District from a non-federal agency or other organization. Only the portion of the
program expenditures reimbursable with such federal funds is reported in the accompanying
schedule. Program expenditures in excess of the maximum federal reimbursement authorized or the

portion of the program expenditures that were funded with state, local or other non-federal funds are
excluded from the accompanying schedule.

b) Basis of Accounting

The expenditures included in the accompanying schedule were reported on the accrual basis of
accounting. Under the accrual basis of accounting, expenditures are recognized in the period

incurred. Expenditures reported include any property or equipment acquisitions incurred under the
federal program.

¢) Major Programs

The District had one major program for the year ended June 30, 2008, consisting of expenditures
from a cooperative agreement with the City of San Diego and the United States Department of

Interior. The major program had disbursements of $2,210,000. This amount calculates to 97% of
the total disbursements from federal awards.

d) Relationship to Basic Financial Statements

Federal award expenditures agree or can be reconciled with the amounts reported in the District’s
financial statements.
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OTAY WATER DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2008

SECTION I - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of Auditors’” Report Issued: Unqualified
Internal Control Over Financial Reporting:

Material Weakness(es) Identified? No

Significant Deficiency(ies) Identified not Considered

to be Material Weaknesses? None reported
Noncompliance Material to Financial Statements Noted? No
Federal Awards
Internal Control Over Major Programs:

Material Weakness(es) Identified? No

Significant Deficiency(ies) Identified not Considered

to be Material Weaknesses? No
Type of Auditors' Report Issued on Compliance for
Major Programs: Unqualified
Any Audit Findings Disclosed that are Required to be Reported in
Accordance With Circular A-133, Section .510(a)? No
Identification of Major Programs:

CFDA Numbers Name of Federal Program or Cluster
15.504 Water Reclamation and Refuse Program

Dollar Threshold used to Distinguish Between Type A
and Type B Programs: 3 300,000
Auditee Qualified as Low-Risk Auditee? No
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OTAY WATER DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2008

SECTION II - FINANCIAL STATEMENT FINDINGS

There were no auditors’ findings required to be reported in accordance with Government Auditing Standards.

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

There were no auditors’ findings required to be reported in accordance with paragraph .510(a) of OMB
Circular A-133.
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OTAY WATER DISTRICT
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
Year Ended June 30, 2008

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Reportable Conditions:

None Reported
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ATTACHMENT G

INDEPENDENT ACCOUNTANTS’ REPORT ON APPLYING AGREED-UPON PROCEDURES

Joe Beachem

Chief Financial Officer
Otay Water District
Spring Valley, CA

We have applied the procedures enumerated below, which were agreed to by the Otay Water District (the “District”) to assist the
District’s senior management in evaluating the investments of the District for the fiscal year ending June 30, 2008.

This engagement to apply agreed-upon procedures was performed in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of the procedures is solely the responsibility of the
specified users of the report, the District’s senior management. Consequently, we make no representation regarding the

sufficiency of the procedures described below either for the purpose for which this report has been requested or for any other
purpose.

The procedures performed and our findings were as follows:

1. Obtain a copy of the District’s investment policy in effect for the time period under review.

Findings: No exceptions were noted as a result of our procedures.

2. Select four (4) investments held at year end (Sample A) and determine if they are an allowable
investment under the District’s policy.

Findings: No exceptions were noted as a result of our procedures.

3. Determine if the investments in Sample A are held in the District’s name or as otherwise required by the
District’s policy.

Findings: No exceptions were noted as a result of our procedures.

4. Confirm the par or original investment amount and market value for the investments in Sample A with
the custodian or issuer of the investments.

Findings: No exceptions were noted as a result of our procedures.

5. Select two (2) investment earnings transactions that took place during the year (Sample B) and
recompute the earnings calculation to determine if the proper amount was received.

Findings: No exceptions were noted as a result of our procedures.
6. Confirm the amounts received in Sample B with the custodian or issuer of the investments.

Findings: No exceptions were noted as a result of our procedures.
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Otay Water District
Page 2

7. Select five (5) investment transactions (buy, sell, trade or maturity) occurring during the year under

review (Sample C) and determine that the transactions are permissible under the District’s investment
policy.

Findings: No exceptions were noted as a result of our procedures.

8. Review the supporting documents for Sample C and determine if the transactions were appropriately
recorded in the District’s general ledger.

Findings: No exceptions were noted as a result of our procedures.

We were not engaged to, and did not perform an audit, the objective of which would be the expression of an opinion on the
investments of the District for the fiscal year ending June 30, 2008. Accordingly, we do not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have been reported to you,

This report is intended solely for the use of the senior management of the Otay Water District and should not be used by those
who have not agreed to the procedures and taken responsibility for the sufficiency of the procedures for their purposes.

2008
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STAFF REPORT

AGENDA ITEM 6

TYPEMEETING: Finance, Administration and MEETING DATE:  10/28/08

Communications Committee

SUBMITTED BY:  Armando Buelnaf(’? W.0./G.F. NO: DIV. NO.

Communications Officer

APPROVED BY:

SUBJECT

Review of the fall 2009 Pipeline newsletter

All

GENERAL MANAGER’S RECOMMENDATION:

That the Finance, Administration and Communications Committee
review the fall 2009 Pipeline newsletter.

PURPOSE:

To give the Finance, Administration, and Communications
Committee the opportunity to review and comment on the fall
2008 Pipeline Newsletter.

BACKGROUND :

In keeping with regional efforts to advance understanding of
the drought and the implications of court-ordered pumping
restrictions, the fall customer newsletter highlights these
topics. Also to support regional efforts to send the same
water conservation messages, the newsletter provides tips on
ways customers can immediately save water such as by taking
the 20-Gallon Challenge, limiting outdoor irrigation to three

days per week, and turning off irrigation systems during wet
weather.

The fall newsletter is scheduled for distribution in November.
Included are classes at the Water Conservation Garden for
December and January. The newsletter also contains discount
coupon opportunities for the San Diego Natural History Museum,
which is hosting the Water: H20 = Life Exhibit, as well as the
Museum of Man, and Legoland California.

Because the theft of backflow valves hag once again become an
issue across the county, the newsletter contains an article
that encourages customers to be on the loockout and report
suspected metal theft to law enforcement agencies.




FISCAL IMPACT:

Printing expenses for Customer Pipeline Newsletters is
included in the Purchasing Divisgion’s printing budget. Graphic
design costs for developing the customer newsletters is in the
Marston+Marston Inc. contract budgeted in the General
Manager’'s Outside Services account.

LEGAL IMPACT:

None.

I

Gengral Manager

Attachment A -Draft 2008 Fall Customer Pipeline Newsletter




THE OTAY WATER DISTRICT « PROUDLY SERVING EAST COUNTY AND THE SOUTH BAY SINCE 1956
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Reservoirs
across California,
including Lake
Oroville north

of Sacramento,
are rapidly being
depleted.

Recently, Governor Arnold Schwarzenegger
proclaimed a statewide drought following
two years of below-average rainfall and
very low snowmelt runoff. In addition to
record low precipitation levels, he cited
court-ordered pumping restrictions on wa-
ter deliveries from the State Water Project
(SWP) that have reduced water supplies
and led to rapidly depleted water storage
levels across much of the state.

The federal court-ordered restrictions have
beenin place since December of 2007 and
may continue long-term. Additional restric-
tions have been ordered as well.

The drought and pumping restrictions
have severely reduced the reliability of
the water supply across much of Cali-
fornia. State officials estimate pumping
restrictions alone have reduced Southern
California’s water deliveries from the
SWP by as much as 30 percent. Thus far,
the restrictions have cut 500,000 acre-feet
of water deliveries to SWP customers.
This is-enough water to meet the annual
needs for a million-families.

The impact of these supply reductions is
being felt by thousands of growers and
agricultural water users in San Diego who
have had those supplies cut by 30 percent
this year. Growers responded by stumping

SFALL 2008

A NEWSLETTER FOR CUSTOMERS OF THE OTAY WATER DISTRICT

trees and taking crops out of production.

The reduction in supply is impacting the cost
of water as wholesalers must pay more to
acquire water to meet daily demands. The
costincrease will eventually be reflected on
individual rate payers’ water bills.

Supply reductions may also cause short-
ages in 2009. This could resultin no new
construction or developments projects,
no annexations, and strict limits on all
water used for irrigation and non-public
health purposes. This will affect our
quality-of-life, jobs, business expansion,
and the economic health of the region.

We control our own future in regards to
our water supply and conservation is the
answer. The Otay Water District offers

a host of incentive programs on water
saving devices for residential, business,
and institutional customers, in addition to
programs to help you save water. We are
also working with the San Diego County
Water Authority in promoting the 20-Gal-
lon Challenge. The 20-Gallon Challenge
is a call for residents and businesses to
reduce water use by an average of 20
gallons per person, per day.

Saving water is simple! All residential
customers and businesses can immedi-
ately begin saving water by cutting back

LEVEL IV - DROUGHT
ENVMIERGENCY

1 . Nonew cumlm(tmn annexations or dsw,!upmen trnthmxt 1

L onwi ‘nnqattan and nen- punlmheal(h urpose
1 Wvﬁ:&mse  goal %

Mandatory water use restrictions. lrrigata no more
than 3 days per week 15 rnmu(ns per station.
20%.

Otay Water District
Declares Level |
Drought Watch

In response to Governor Schwarzenegger’s
California state drought proclamation, the
Otay Water District {OWD) has declared a
Level | Drought Watch for its service area.
Within this level, ratepayers are strongly
urged to reduce their water use by 10%.

irrigation to three days perweek or less.
Irrigations systems should be turned off
during rainy weather-.and should remain
off for three to seven days depending on
the amount of rainfall.

If you would like to add to your existing
conservation efforts (remember every drop
counts!), please take the 20-Gallon Challenge
or visit www.otaywater.gov for more ways to
conserve and incentives to save water.
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As the cooler days of fall arrive, landscapes
require less water. As a general rule, we
candecrease our landscape watering by
10% each month until the winter rains
arrive. By mid-November, landscapes
need about 30% less water compared with
the summer months. However, you should
still monitor the soil moisture to ensure that
the plants are not stressed. Occasionally
check to make sure your plants are not
drying out. In the event of a Santa Ana,
you may need to increases the frequency
of your watering.

Also remember to adjust the watering times on your irrigation controller. If you do not
have the instruction manual, visit the Web and search under the manufacturer's name.
Most manufacturers have their instructions manuals on their web page. Many controllers

also have a water budget or percent adjustment feature that you can use to regulate your
watering times.

The fall is also a greattime to change the batteries in your irrigation controller. Most
controllers have batteries that should be replaced about once a year. Should a power
outage occur, your irrigation schedule would be lost and your controller would default to
watering each station ten minutes per day, every day.

The Otay Water District offers a $350 rebate off the cost of a weather “smart” irrigation
controller that automatically adjusts your water schedule. Also, check our website for our
new $4.00 per head rebate on rotating sprinkler nozzles. These rotating nozzles are 20%
more efficient than conventional sprinkler heads. They save water by providing a more
directed, uniform distribution of water across your landscape and eliminating wasteful
runoff. Check our website for qualifying models.

With shorter and cooler days, the fall is a great time for planting. Many plants, especially
California-friendly plans do best if planted and given a chance to establish a more exten-
sive root structure before the winter rains and the heat of summer. Plants grown in the

spring will have less time to focus their energies on establishment before the summer
months arrive.

Also, consider enrolling in a landscape course at the Water Conservation Garden. Classes
cover topics such as landscape and irrigation design, container gardening, and fire-wise

landscape techniques. Space is limited, so call the Garden at 619-660-0614 or visit their
website at www.thegarden.org.

For more information an saving water around your home or in your garden, please visit
www.otaywater.gov.

OTAY WATER DISTRICT - Board of Directors

The Board of Directors meets on the first Wednesday of the month at 3:30 pm in the Board meet-
ing room. The public is encouraged to attend at 2554 Sweetwater Spring Bvd., Spring Valley, CA.
Vice-President
President ffose gpfz, Divtision 4
“Gary Croucher, Division 3 Jopezotaywatergoy
gcmucher@otaywater gov Treasurer
Jaime Bonilla; Division 2
]bonilla@otaywater.gov‘

Boardmember
Larry Breitfelder, Division 1
ihreitfelder@otaywater.gov

‘Boardmember
Mark Robak, Division 5
OtayWater@cox.net
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REPORT

Metal Theft

Across the nation there has been a

rash of metal theft from public water
agencies and private property. Thieves
are stealing hackflow prevention
devices from along public streets, in front
of businesses, apartment complexes,
even public parks, often in broad day-
light. Backflow parts are sold as scrap
to metal recyclers for a few cents per
pound. These thefts are not limited to
backflow devices but also include brass
water meters, fire hydrant caps, manhole
covers, even urns from cemeteries.

Under Otay Water District policy, main-
taining a backflow prevention device
is the responsibility of the business
customer or property owner. Replac-
ing stolen backflow devices, which are
used to prevent contamination of the
public’s water supply, can be costly.

There are things you can do to reduce
your chance of heing a victim of
backflow theft. Several companies
market metal enclosures to cover the
backflow devices, which are bolted

to concrete pads. The public is also
urged to be on the lookout for anyone
tampering with or stealing these items.

The district is working closely with law
enforcement and will prosecute anyone
stealing or buying the stolen parts.

Not only is this is a crime, it involves
tampering with the public water supply
and all cases are forwarded to the
District Attorney for prosecution. If you
witness anyone stealing fire hydrant
caps, manhole covers, hackflow
prevention devices, water meters, or
irrigation valves, immediately call the
local pollce or County Sheriff,
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Sat. Dec. 6, 10:00 AM-1:00 PM

Toss Your Turf; Less Water,
Less Grass, More fun! —Viekie Driver
Join Vickie Driver for a short course in turf
removal, tips for evaluating your sail, tuning

up your irrigation system, plus creative ideas
for a beautiful low water use landscape in

lieu of fawn!

First Sun, of the Month—Dec. 7, 1:30 PM

Ask the Horticulturist Tour

Enjoy an informative walk through the Garden
with one of our professional horticultural
staff. Bring your questions and prepare for this
interesting tour from the perspective of those
who know the Garden so weli! Meet at the
main entrance to the Garden. Tour will take 45
minutes to 1 hour. FREE!

January 17, 9:30-12:30 PM

Plant Propagation Made Easy

—1Landscape Designer, Connie Beck
Learn the secrets of professionals, and get
plants for free! Everything you need to know
about how to make new plants from cuttings
will be tatght by Connie Beck, experienced
nursery manager and landscape designer.
Learn techniques for preparing, storing and
planting seeds. Bring samples ot plants you
wish to propagate. $30.00 Members, $40.00
Non-members.

Sat. Dec.6-1:00-4:00-Eliz office
Ask the Designer
—Landscape Designer, Connie Beck
Professional Landscape Designer, Connie Beck
will give personalized 45-minute landscape
design consuktations. Bring a photo of your
area, your project dimensions, and ideas you
like from magazines. Connie will provide practi-
cal advice and suggestions for creating your
uniquely beautiful low water use landscape.
Call for your time slot: 619-660-0614 x16
$40.00 for Members, $50.00 Non-members.

Saturday Afternoon Water-Wise Series
Water Wise Series

The following classes can be taken indi-
vidually or as a pre-pard series of 3 classes.
Please pre-register: 10 student minimum per
class. Individual Classes: $15 Members, $25
Non-Members; Series: $30 Members, $60
Non-Members.

Saturday, Jan. 17, 1:00-4:00 PM
1. Designing with California Friendly® Plants
Landscape Designer Jan Tubiolo
Saturday, Jan. 24, 1:00-4:00 PM
2. Irrigation Design for Water-Wise Gardens
Kathy Eagle, Dir. of Horticufture at Barona
Saturday, Jan. 31, 1:00-4:00 PM
3. Mulch, Compost, Fertilizer!
Landscape Designer Jan Tubiolo

~"3arden
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Bye Bye Grass Il ¥

Inthe last issue, | described several ways to remove you lawn. Now thatitis gone {itis gone,
isn't it?), what will you replace it with?

So often, a homeowner’s initial impulse is to replace a lawn with a something that looks and
acts like lawn, most often a low growing groundcover. But as a friend of mine likes to say,
gvery plant covers the ground. So why look for something low and flat, when you could
convert your former lawn into a beautiful, colorful border of low water-use flowering perenni-
als, trees and shrubs? Or a bountiful vegetable garden? Maybe you'd like a secluded seating
area or a lovely, flowing meadow.

All of these options are completely doable with a little planning and some elbow grease (yours

or someone else's). Let's assume that you've decided that a lovely, low water-use, flowering
border is ideal for your space.

AS YOU CREATE YOUR NEW GARDEN, CONSIDER:

What shape will your border be? Divide your former lawn into large beds divided by paths. Curve
edged beds look informal and naturalistic. Beds defined by straight lines are more formal.

Where will paths go? Curved paths complement curving beds. They lend themselves to

strolling and relaxing, whereas straight paths are more utilitarian, more about moving from
point A to point B.

What will you make paths of? Decomposed granite (DG} is inexpensive, easy to install and
allows water to penetrate rather than running off into storm drains. New permeable concrete
materials are tougher and fonger lasting yet allow water to absorb into the soil. Brick or pavers
setin sand rather than mortared also allow water to pass through to the soil below.

As beds and paths are defined, update and reconfigure your irrigation system to match. The
most water efficient irrigation is drip irrigation. It delivers water directly to the roots where
plants need it. Since drip is slow, water penetrates deep into the soil rather than running off
onto sidewalks and streets. Drip irrigation is easy to install and easy to maintain. One more
thing — never mix drip and overhead sprinklers on the same valve. They operate at different
pressures so neither works well when mixed.

Choose plants from Mediterranean climates. California, like the Mediterranean basin, western
Chile, southern and western Australia and southern Africa-all have the same kind of climate;
long, hot dry summers and mild winters with precipitation in winter. As a result, plants from any
of these regions are adapted to all of these regions. Fortunately for us, Mediterranean climate
plants are beautiful, use little water, and are low maintenance. And they can be mixed and
matched to create the perfect San Diego.area garden.

For more in depth information about how to get rid of your lawn and what to replace it with,
attend for Bye Bye Grass, a two-session class taught at The Water Conservation Garden
{www.TheGarden.com) and at Quail Botanical Gardens (www.gbgardens.org).

Nan Sterman is a gardening expert, garden designer, and author of California Gardener's Guide
Volume Il. She is the creator of Bye Bye Grass.

Copywrite © Nan Sterman 2008, All righis reserved

Take the 20-Gallon Challenge and get
DISCOUNTS TO LOCAL ATTRACTIONS

e s iogo aarsisoy | 20% DISCOUNT
Museum or the Museum of Man to HELLO
Complete and submit the 20-Gallon Challenge

|
|
for up to 4 people i _
I pledge form then click on the LEGOLAND®
|
i

Visit www.20gallonchallenge.com and . logo at the bottom of your certificate. Print
complete the pledge form. Once you submit both the certificate AND the LEGOLAND®
the form, print a copy of your certificate and coupon and present it to LEGOLAND®
present it to the Natural History Museum or in Carlsbad to receive the discount

the Museum of Man to receive your discount. '




Depositos a traves'
“de California,
ilcuyendo Lake
Oroville al Norte
de Sacramenta,

se estan agotando
rapidamente.

A principios de junio del 2008, el gober-
nador Arnold Schwarzenegger declard
la sequia en todo el Estado de California,
tras dos afios con un registro de lluvias
por debajo del promedio y un deshielo
inferior a lo normal. Ademas de registrar
bajos niveles de precipitacion, men-
ciono las restricciones de las bombas
abastecedoras de agua provenientes

del Proyecto de Agua Estatal (SWP), que
han reducido el suministro de agua y han
Hlevado a los niveles de almacenamiento
de agua a agotarse rapidamente en gran
parte del estado.

Las restricciones que ordend el tribunal
federal han estado en vigor desde dici-
embre del 2007 y puede que continden a
targo plazo. Otras restricciones adiciona-
les también han sido ordenadas.

La sequia y las restricciones de bombeo
han reducido drasticamente la seguridad
del suministro de agua alrededor del
estado de California. Los funcionarios

del estado han estimado que tan solo las
restricciones de bombeo, han reducido las
entregas de agua de la SWP por 30% en el
sur de California. Hasta ahora, las restric-
ciones han reducido 500, 000 acres-pies
de entregas de agua por el SWP a sus cli-
entes. Esta cantidad de agua es suficiente
para satisfacer las necesidades anuales
de un milién de familias.

Estas reducciones de agua han causado
un gran impacto a:miles de productores
agropecuarios en San Diego ya que
solamente este afio se les ha reducido

W WOMYWATER,GOV

FOR MORE INFORMATI()N ABOU TTHE OTAY WATER
DISTRICT CALL 619.670.2222 ORGOTO
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el suministro de agua por 30% llevando a
los agricultores a abandonar cultivos y a
gastar en soluciones de corto plazo.

La reduccion de suministros est4 afec-
tando el costo del agua, ya que aquellos
que compran de mayoreo deben pagar
mas para adquirir a suficiente cantidad
de agua para satisfacer las demandas
cotidianas. El aumento de los costos se
vera reflejado en las facturas de agua de
individuos contribuyentes.

La reduccion de suministros también puede
causar una escasez de agua para el 2009.
Como resultado, nuevas construcciones y
proyectos de desarrollo no podran con-
tinuary ademés, habra limites estrictos

en las cantidades de agua no solamente
utilizadas para el riego sino para oiros usos
que no incluyen proyectos de salud pablica.
Esto afectara nuestra calidad de vida, em-
pleos, la expansion de negocios, y la salud
econdmica de la region.

Nosotros controlamos nuestro propio
futuro en lo que respecta a nuestro sumi-
nistro de agua y la conservacion de agua
es la respuesta. El distrito de agua de Otay
ofrece programas de conservacion que
proveen incentivos para cubrir el costo de
equipos y aparatos que ayudan a hacer
més eficiente el uso del agua, tanto dentro
como fuera de los hogares o negocios.
También estamos trabajando con la Auto-
ridad del Agua del Condado de San Diego
para promover el Desafio.de 20 Galones.
El Desafio de 20 Galones es una llamado

a los residentes y a las empresas para re-

SEQUIA - NIVEL IV
ESTADO DE EMERGENCIA
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SEQUIA - NIVEL 1
ESTADO DE VIGILANCIA

Otay Water District Declara
Estado de Vigilancia por Sequia Nivel |
En respuesta a fa proctamacion de
sequia del estado de California por el
Gobernador Schwarzenegger,

Otay Water District (OWD) ha declarado
Estado de vigilancia por Sequia Nivel |
para su area de servicio, Dentro de este
nivel se exhorta a los usuarios reducir

Su uso del agua por un 10%.

ducir el uso de agua por un promedio de 20
galones por dia y por persona.

iConservar el agua es sencillo! Todos
los clientes residenciales y las empresas
pueden comenzar de inmediato a conser-
var agua mediante la reduccion de riego
a tres dias por semana 0 menos. Siste-
mas de riego deberian estar apagados
durante dias de lluvia y seguir apagados
de tres a siete dias dependiendo de la
pluviosidad.

Si desea afiadir mas a sus esfuerzos
actuales de conservacion {jrecuerde que
cada gota cuental), por favor, inase a

El Desafio de 20 Galones o visite www.
otaywater.gov para mas obtener més
informacion sobre diferentes:-formas de
conservar agua e incentivos disponibles
para ayudar a hacer mas eficiente el uso
del agua en su hogar o negocio.

The Pipeline Newsletter is published quarterly by the:Otay Water Districtand.can a)‘so be found online at www.otaywater.gov. If you have questions about
the newsletter, pledse contact Us at 2554 Sweetwater Springs Blvd. Spring Va//ey, CA91978-2096. Copyright © 2008 Otay Water District. Al rights reserved.




AGENDA ITEM 7

STAFF REPORT

TYPE MEETING:

SUBMITTED BY:

APPROVED BY:
(Chief)

APPROVED BY:
(Asst. GM):

SUBJECT:

Regular Board MEETING DATE: November 13, 2008

Mark Watton, General Manager W.0./G.F. NO: DIV.NO

Prohibit the Purchase of Bottled Water with District
Resources

GENERAL MANAGER’S RECOMMENDATION:

N/A

COMMITTEE ACTION:

Please see attachment A

PURPOSE :

Present for the board’s consideration prohibiting the purchase of
bottled water with District resources.

ANATLYSIS:

This item was proposed by Director Mark Robak, Chair of the Finance,
Administration and Communications Committee. Director Robak has had
an interest in promoting actions that are friendly to the environment
and has been a proponent of eliminating bottled water for some time.
He noted in the attached article published by The Press-Enterprise on
October 21, 2008, “Tap Water Making Comeback as Bottled Water Sparks
Economic, Environmental Concerns,” that more than 30 U.S. cities,
including Los Angeles and San Francisco, now prohibit spending public
money on bottled water. He would like to propose that Otay Water
District do the same and requested that an item be agendized
requesting that the board consider prohibiting the purchase of
bottled water with District resources.

FISCAL IMPACT: i

/ 4

Would save monies expended for the purchase of bottled water.




LEGAL IMPACT:

None.

i

/’ \
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ATTACHMENT A

Prohibit the Purchase of Bottled Water with District

SUBJECT/PROJECT: | Resources

COMMITTEE ACTION:

The Finance, Administration and Communications Committee
reviewed this item at a meeting held on October 28, 2008 and
supported presentation to the full board.

NOTE :

The “Committee Action” is written in anticipation of the
Committee moving the item forward for board approval. This
report will be sent to the Board as a committee approved item,
or modified to reflect any discussion or changes as directed
from the committee prior to presentation to the full board.
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THE PRESS ENTERPRISE

Comments 1~ | Recommended

Tap water making comeback as bottled water sparks
economic, environmental concerns

144 b B ¥ el
Download story podcast

10:00 PM PDT on Tuesday, October 21, 2008

By JANET ZIMMERMAN
The Press-Enterprise

One of the more popular stops at the University of Redlands food court these days is the dispenser for
filtered tap water -- free for customers with a reusable cup or bottle.

Those who forget their container can borrow one from the cafeteria, or buy a Nalgene sports bottle there
for a discount.

"It's important that there's an option that maybe steers more people away from the bottled water," said
Brett Martin, who runs the college's food service program.

Ston voatinues helw

Kurt Miller / The Press-Enterprise
Molly Olerich, 18, a freshman at the University of Rediands, fills up a reusable bottle with filtered tap water for free at the school foad
coust. The campus’s food-service provider is trying to reduce its carbon footprint by stecring people away from bottled water

His company, Bon Appetit Management Co., is among a growing number of restaurants, schools and
cities promoting tap water over bottled, or eliminating it altogether, because of economic and
environmental concerns.

http://www.pe.com/localnews/sbcounty/stories/PE_News_Local _S_tap22.3¢42ba6.html 10/22/2008
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More than 30 U.S. cities, including Los Angeles and San Francisco, now prohibit spending public
money on bottled water, as does the Berkeley school district. And eco-minded groups have launched
Internet-based campaigns dubbed Think Outside the Bottle and Tappening.

Despite such efforts, bottled water still sells, said Tom Lauria, vice president of the International Bottled

Water Association, which sets quality standards for 280 bottlers. Consumers concerned about health and
convenience drive the demand, he said.

Americans consumed 8.8 billion gallons of bottled water last year -- 29 gallons per person, or the
equivalent of about 185 20-ounce bottles -- more than double the amount from a decade before,
according to the Beverage Marketing Corp.

Environmental Concerns

Increasingly, the tap water trend is spilling into the Inland area, driven largely by worries about the
greenhouse gas emissions from the production of plastic bottles and shipping.

The Pacific Institute, an environmental group based in Oakland, estimates that producing bottled water
for Americans used the equivalent of more than 17 million barrels of oil and produced more than 2.5
million tons of carbon dioxide in 2006.

Bon Appetit's move is part of a campaign to lower the carbon footprint at the 400 private colleges and
businesses it serves nationwide. That includes buying 25 percent less meat and cheese over the next year

because those items are among the foods with the highest impact on climate change, company officials
said.

At catered events at the University of Redlands, Bon Appetit stopped putting out water bottles and now
almost solely serves iced tap water in glasses.

While the company hasn't stopped selling bottled water, it is trying to be more conscientious about what
it offers, Martin said. Earlier this year, Redlands switched from imported Perrier and San Pellegrino to
beverages bottled in North America, to cut the number of transportation miles and the oil it requires.

"There are some problems with bottled water, but those problems are really exacerbated when you fly it
halfway around the world to get it," Martin said.

Changing Habits

A little research changed Greg Butterfield's mind about what water to serve at his upscale Palm Springs
catery.

He liked that the Ty Nant water he served came in a blue bottle that matched the color scheme at

Copley's, his restaurant. But the environmental price of importing the trendy drink from Wales was too
high, Butterfield decided.

Searching for something closer to home, he settled on another blue bottle, Saratoga from New York.

"I looked for local water with a blue bottle but couldn't find one," Butterfield said. "We're always
thinking about the environment, any way you can save any little bit."

http://www.pe.com/localnews/sbcounty/stories/PE_News_Local S _tap22.3c42ba6.html 10/22/2008
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Alma Jill Dizon, a Riverside real estate agent who began recycling in 1990, gave up bottled water after
she read a magazine article a couple of years ago about its environmental effects.

When friends offer her bottled water, she refuses, and uses the opportunity to try to change their minds.

"I say 'Do you know what that's costing us?' " Dizon said. "It's a moral issue, to take care of the only
Earth we have."

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

http://www.pe.com/localnews/sbcounty/stories/PE_News_Local S_tap22.3c42ba6.html 10/22/2008
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