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PURPOSE :
Pursuant to California State Water Code Sections 1

0910-10915, the governing body of

each public water system is required to make a determination on water supply
assessments for major projects as defined in the State Water Code. This water supply
assessment is for the Port of Los Angeles Wilmington Waterfront Development Project,
located nearby the San Pedro community to the west, and adjacent to the community of

Wilmington to the north.

BACKGROUND

Water supply assessments are prepared in conformance with State law to ensure that
proposed projects that utilize water resources are consistent with the City of

Los Angeles’ (City) long-term water supply availability, as detailed in the most recent
Urban Water Management Plan (UWMP). The UWMP is the water supply planning
document for the City and is prepared by the Los Angeles Department of Water and

Power (LADWP).‘

The UWMP identifies short- and long-term water resource management measures to
meet the City’s growing water demands during normal, dry, and muitiple-dry years. The
UWMP has a 25-year planning horizon and is prepared every 5 years to reflect updated
information. In the UWMP, population growth is projected along with increased water
needs. The plan identifies anticipated new water supplies needed to meet new demand,
and outlines initiatives to provide necessary water supplies, including conservation
measures and other strategies. The last UWMP, approved in 2005, addresses water

supply needs through 2030.

Each water supply assessment performed by LADWP is carefully evaluated within the
context of the 2005 UWMP and current conditions, such as restrictions on State Water

Project pumping from the Sacramento-San Joaquin

Delta imposed by a Federal Court.

The Metropolitan Water District of Southern California (MWD), from whom the City -
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purchases its State Water Project and Colorado River water supplies, has also been
actively developing plans and making efforts to provide additional water supply reliability
for the entire Southern California region. LADWP coordinates closely with MWD to
ensure implementation of MWD'’s water resource development plans. Part of MWD's
planning efforts is the inclusion of a "buffer” supply that is meant to protect against
uncertainties in water resource supplies, such as the Federal Court’s restrictions on
export pumping from the Delta.

Due to the recent water supply issues, including those impacting MWD, the Mayor and
LADWP released a water supply action plan entitled, “Securing L.A.’s Water Supply” in
May 2008. The plan serves as a template to increase the sustainability of water supply
for Los Angeles and reduce dependence on imported supplies. This plan calls for the
City to develop significant additional water conservation and water recycling. To achieve
the goals set forth by the Mayor’s plan, LADWP is considerably expanding its recycled
water system and increasing its water conservation initiatives.

The LADWP Board of Water and Power Commissioners have adopted Shortage Year
Rates and implemented Phase I} of its Water Conservation Ordinance for water
service, both of which will become éffective June 1, 2009. Shortage Year Rates and
Phase lil conservation shall remain in effect until the water supply currently available to
the City is found sufficient for normal demands. it is LADWP staff's judgment that the
City's current water shortage is a transitory event consistent with historical multiple
dry-year water cycles accounted for in the LADWP’s 2005 Urban Water Management
‘Plan.

It is anticipated that the imposition of Shortage Year Rates and Phase il conservation
will reduce demands consistent with what occurred in 1991 when the City first
implemented water rationing and associated financial penalties for overuse. LADWP
implemented water rationing, with associated financial penalties for overuse, for the first
time in March 1991. Water rationing and financial penalties remained in place until

May 1992. During this period of time, customers were required to reduce water usage
by 15 percent. Each customer’s allotment of water was 85 percent of their historical
usage. Water usage above a customer’s allotment was a violation of the Ordinance and
was billed at the penalty rate. This action resuited in total City water conservation of
approximately 25 percent. Based on this experience, LADWP staff believes the
imposition of Shortage Year Rates and Phase Ill conservation will reduce the City's
water demand by at least 15 percent, sufficient to meet the projected water demands
associated with the Project.

Projected Water Use and Conservation

On June 17, 2008, the City of Los Angeles Harbor Department (Harbor Department),
the lead agency for the proposed Port of Los Angeles Wilmington Waterfront
Development Project (Project), requested LADWP to perform a water supply
assessment (attached in Appendix A). The proposed Project is located in the Port of
Los Angeles Community Plan, the Wilmington-Harbor City Community Plan, and the
Port Master Plan, which are all within LADWP’s service area. Based on information
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obtained from the Harbor Department, the proposed Project is a redevelopment of
approximately 58 acres of general commercial and industrial land uses within the Port of
Los Angeles for commercial, retail, and recreational land uses. The project will consist
of approximately 58,000 square feet of retail use, approximately 150,000 square feet of
industrial use, approximately 12,000 square feet of restaurant space, approximately
14,500 square feet of museum space, approximately 535 square feet of public
restrooms, approximately 461,736 square feet of landscaping, approximately 56,495
square feet of water features, and approximately 529,244 square feet of parking

spaces. '

The Project was originally estimated to require an additional 92 acre-feet of water
annually from LADWP fo meet the demands of the Project. This estimate was
calculated with the aid of the Sewer Generation Rates table, developed by the City of
Los Angeles Department of Public Works, Bureau of Sanitation. The Sewer Generation
Rates table provides an approximation of water usage rates in various facilities within
the City .

Upon receiving this water supply assessment request, LADWP staff did not organize a
meeting with Harbor Department, the developer of the Project, since the developer
already attended a meeting with the LADVWP staff for another Port of Los Angeles
project. During that meeting, LADWP staff recommended implementation of additional
water conservation measures {o maximize the potential water-use efficiency for the
Project. The recommended conservation measures are in addition to those required by
law. The developer agreed to use high-efficiency toilets, faucet flow restrictors, high-
efficiency urinals, weather-based irrigation controllers, and at least 10 percent native
plants for the entire Project. In addition, the developer also agreed to use recycled water
for irrigation, water features, as well as new urinal and toilet flushing in the new
buildings. The new building urinals and toilets will be installed with dual plumbing to
suppiy them with potable water in the event recycled water is not available.

The Harbor Department, as part of the adjacent project for the San Pedro waterfront,
has agreed to provide funding to expand the City’s water recycling infrastructure. For
this Project, the Harbor Department has also agreed to install extensive project
infrastructure that will accommodate and maximize the use of recycled water.
Therefore, this Project will not be subject to future fees to expand the City's water
recycling system. '

A written commitment of the Project’'s water conservation and recycled water use plans
submitted by the developer is attached with the water supply assessment in

Appendix B. These additional water conservation measures and recycled water use,
agreed to by the developer, will produce an estimated water savings of approximately
14 acre-feet and 62 acre-feet per year, respectively. With the additional water
conservation measures and recycled water use, the anticipated additional water
demand for the proposed development is reduced to approximately 16 acre-feet per
year. Implementation of the additional water conservation measures and recycled water
use will reduce the Project’s potable water demand by approximately 79 percent.
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LADWP has met with the City Planning and Department of Building and Safety (Building
and Safety) staff to discuss voluntary commitments made by developers as part of
water supply assessments. These two City departments have confirmed to LADWP that
voluntary measures committed by developers as part of water supply assessments will
be incorporated as requirements for both City Planning’s approval and Building and
Safety’s review and approval of the Project.

The anticipated 16 acre-feet of additional water demand from the Project falls within the
UWMP’s projected water supplies for normal, single-dry, and multiple-dry years through
the year 2030 and falls within the UWMP’s 25-year water demand growth projection.
Therefore, the Project is consistent with the 2005 UWMP.

COST AND DURATION

The developer has paid LADWP the required $10,000 fee for preparation of this water
-supply assessment.

FUNDING SOURCE

Fiscal Year: 2008-2008
Functional ltem No.: 409-3008
lLocation in Budget: Not applicable.

FISCAL IMPACT STATEMENT

A fee of $10,000 paid to LADWP by the developer, consistent with the required fee at
the time, will be deposited into the Water Revenue Fund.

TYPE OF INSURANCE COVERAGE(S) Not applicable.
PRE-AWARD CHECKLIST Not applicable.

CONTRACT ADMINISTRATION Not applicable.

FORMAL OBJECTIONS TO AWARD OF CONTRACT Not applicable.

JOB OPPORTUNITIES AND TRAINING POLICY [ |Applicable [XINot Applicable

INTERNAL AUDIT DYeS
<No

Disposition of Findings: Not applicable.

EXTERNAL AUDIT [yes
XINo

Dis‘position of Findings: Not applicable.
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CHARTER SECTION 1022 FINDINGS AND BASIS THEREOF

Not applicable.

MEMORANDUM OF UNDERSTANDING PROPOSED CONTRACT REVIEW
PROCESS Not applicable.

METHOD OF SELECTION Not applicable.

OUTREACH EFFORTS TAKEN Not applicable.

MINORITY/WOMEN BUSINESS ENTERPRISE (MBE/WBE) SUBCONTRACTING
PARTICIPATION Not applicable.

VENDOR HISTORY  Not applicable.

VENDOR PERFORMANCE  Not applicable.

ENVIRONMENTAL DETERMINATION

In accordance with the California Environmental Quality Act, this Water Supply
Assessment is exempt from further requirements under Title 14, California Code of
Regulations, Chapter 3, Guidelines for Implementation of the California Environmental
Quality Act, Article 18, Statutory Exemptions, Section 15268.

CONFLICT OF INTEREST STATEMENT (Use option as applicable)

All conflict of interest procedures were followed. No confiict of interest issues were
identified. '

RECOMMENDATION

It is recommended that your Honorable Board adopt the accompanying resolution,
approved as to form and legality by the City Attorney, which will authorize the Water
Supply Assessment for the proposed Port of Los Angeles Wilmington Waterfront
Development Project. '

JLH:Isf

Attachments

c/att: H. David Nahai Jeffery L. Peltola
Raman Raj Cecilia K.T. Weldon
Richard M. Brown Maria Sison-Roces
Aram Benyamin Thomas M. Erb

James B. McDaniel Jin L. Hwang




RESOLUTION NO.

WHEREAS, on June 17, 2008, the Los Angeles Harbor Department (Harbor Department),
requested LADWP to conduct a water supply assessment for the Port of Los Angeles Wiimington
Waterfront Project (Project) pursuant to California Water Code Sections 10910-10915; and

WHEREAS, the proposed Project will redevelop approximately 58 acres of general commercial
and industrial land uses within the Port of Los Angeles Community Plan, the Wilmington-Harbor
Community Plan, and the Port Master Plan for commercial, retail, and recreatlonat land uses;
and

WHEREAS, LADWP has prepared a water supply assessment for the Project in compliance with
California Water Code Sections 10910-10915; and

WHEREAS, LADWP estimates the annual increase in water demand from the Project site to be 16
acre-feet based on review of information submitted by the Harbor Department; and

WHEREAS, the Project developer, Harbor Department, has agreed to inﬁpiement additional
conservation measures and use recycled water, as described in the water supply assessment, that
are in addition to those required by law; and

WHEREAS, LADWP's water supply system now serves the immediate Project area, and would
serve the area of the proposed Project; and

WHEREAS, the projected water demand associated with the Project is within the range of water
demand projections anticipated in the City of Los Angeles’ Year 2005 Urban Water Management
Plan Update; and

WHEREAS, LADWP anticipates that its projected water supplies available during normal, single-dry,
and multiple-dry water years as included in the 25-year projection contained in its 2005 Urban Water
Management Plan can accommodate the projected water demand associated with the Project, m
addition to the existing and planned future demands on LADWP; and

WHEREAS, the Board of Water and Power Commissioners (Board) has adopted Shortage Year
Rates for water service effective June 1, 2009, which rates shall remain in effect until the water
supply currently available to the City is found sufficient for normal demands. The Board finds that the
City’s current water shortage is a transitory event consistent with historical multiple dry-year water
cycles accounted for in the 2005 Urban Water Management Plan. The Board further finds that the
price signals contained in the Shortage Year Rates will result in reduced City-wide demands
sufficient to meet the projected water demands associated with the Project; and

NOW, THEREFORE, BE IT RESOLVED, that the Board finds that LADWP can provide sufficient
domestic water supplies to the Project and approves the water supply assessment prepared for the
Project, now on file with the Secretary of the Board, and directs that the assessment and a certified
copy of this resolution be transmitted to the Harbor Department.

| HEREBY CERTIFY that the foregoing is a full, true, and correct copy of a resolution adopted by the
Board of Water and Power Commissioners of the City of Los Angeles at its meeting held

APPROVED AS TO FORM AND LEGALITY
ROCKARD 4, DELGADILO, CITY ATTORNEY

Secretary
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Introduction

Proposed major projects subject to certain requirements in the California Water Code
require that the City or County identify any public water system that may supply water to
the proposed project and request the public water system to determine whether the
projected water demand associated with the proposed project was included as part of the

most recently adopted Urban Water Management Plan per California Water Code

Section 10210.

The City of Los Angeles Harbor Department (Harbor Department), serving as the lead
agency for the proposed Port of Los Angeles Wilmington Waterfront Development Project
has identified the Los Angeles Department of Water and Power (LADWP) as the public
water system that will supply water to the Port of Los Angeles Wilmington Waterfront
Development Project. In response to the Harbor Department’s request for a water supply
assessment, LADWP has performed the assessment contained herein.

LADWP has served the City of Los Angeles (City) a safe and reliable water supply for
over a century. Over time, the City’s water supplies have evolved from primarily local
groundwater to predominantly imported supplies. Today, the City relies on over 85
percent of its water from imported sources. As such, LADWP has taken an active role in
regional and statewide water management. The sustainability of Los Angeles’ water
supplies are dependent on the City's ability to maximize water conservation and increase
recycled water use.” The Mayor's action plan, “Securing L.A.'s Water Supply” dated May
2008, states that the City will develop significant additional water conservation and water -
recycling, as well as other water resource actions to ensure a reliable water supply.

This water supply assessment has been prepared to meet the applicable requirements
" of state law as- set forth in California State Water Code Sections 10910-10915.
Significant references and data for this assessment are from the City’s 25-year water
resource plan, entitled City of { os-Angeles Department of Water and Power 2005 Urban
Water Management Plan (UWMP). The UWMP is incorporated by reference and is
available for review through LADWP’s website, www.ladwp.com.

FindingLs

The proposed Port of Los Angeles Wilmington Waterfront Development Project (Project)
is estimated to increase water demand within the site by approximately 16 acre feet (AF)
annually based on .review of information submitted by the Harbor Department. The
developer, the Harbor Department, has committed to implement additional water
conservation measures that are beyond those required by law. In addition, the deveioper
has committed to use recycled water for all existing and proposed irrigation needs and
proposed water features, and construct dual plumbing for all toilets and urinals in new
buildings. '

LADWP's water supply assessment finds that adequate water supp!ies will be available
to meet the water demands of the Project. LADWP anticipates that the projected water
demand from the Project can be met during normal, single-dry, and multiple-dry water

1.0S ANGELES DEPARTMENT OF WATER AND POWER . 4
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years, in addition to the existing and planned future demands on LADWP,

The basis for approving water Supply assessments for new developments is the City's
UWMP. LADWP's water demand forecast as coniained in the UWMP use a long term
demographic projection such as land use, population, and employment. The California
Urban Water Management Planning Act requires water suppliers to develop an UWMP

every five years to identify shori-term and long-term water resources management... ... ...

The LADWP Board of Water and Power Commissioners has adopted Shortage Year
Rates and implemented Phase Il of its Water Conservation Ordinance for water service,
both of which wil] become effective June 1, 2009. Shortage Year Rates and Phase |||
conservation shall remain in effect until the water supply currently available to the City is
found sufficient for normal demands. it is LADWP staff's judgment that the City’s current
water shortage is a transitory event consistent with historicaf multiple dry-year water
cycles accounted for jn the LADWP's 2005 Urban Water Management Plan, :

ltis anticibated that the imposition of Shortage Year Rates and Phase ]| conservation will

reduce demands consistent with what occurred in 1991 when the City first implemented
‘water rationing and associateq financial penaities for Overuse. The LADWP implemented
water rationing, with associated financia| benalties for Overuse, for the first time in March

1991. Water rationing angd financial-penalties remained in place until May 1992, During-

customer’s aliotment of water was 85% of their historical usage. Water usage above a
customer’s allotment was a violation of the ordinance and wag billed at the penalty rate.
This resulted in total in City water conservation of approximately 25 percent. Based on
this experience, LADWP staff believes the imposition of Shortage Year Rates and Phase

Il conservation wilj have a similar effect and will redyce the City’s water demand by at

this period of time, customers were required to reduce water usage by 15 percent. ‘Each

The anticipated water demand from the Project falls within the UWMP’s projected water
Supplies for normal, single-dry, and multiple-dry years through the year 2030 and within
the UWMP’s 23-year water demand growth projection. Therefore, the Port of Los
Angeles Wilmington Waterfront Development Project's water supply assessment can be
approved based on the fact that this Project's water need falls within the scope of the
UWMP's projected increase in citywide water demands, while anticipating muiti-year dry
water supply conditions occurring at the same time, ‘

Project Description

The following project information was obtained from the Harbor Department's water
Supply assessment féquest letter (Appendix A).

Project Name: The Port of Los Angeles Wilmington Waterfront ,
Development Project .

Developer: The Los Angeles Harbor Department

Planning Community: Port of Los Angeles !/ Wilmington Harbor City

LOS ANGELES DEPARTMENT OF WATER AND POWER 5
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The proposed Project is a redevelopment of approximately 58 acres of general
commercial and industrial land uses within the Port of Los Angeles Community Plan, the
Wilmington-Harbor City Community Plan, and the Port Master Plan for commercial, retail,
and recreational land uses. The proposed Project area is adjacent to the community of
Wilmington to the north, and nearby the San Pedro community to the west. The Project
site is generally bounded by Lagoon Avenue to the west, Broad Avenue to the east, C
Street to the north, and Banning’s Landing and Slip No. 5 at the south in the Wilmington
and Port areas, respectively. The Project consists of approximately 58,000 square feetof” -
retail use, approximately 150,000 square feet of industrial use, approximately 12,000
square feet of restaurant space, approximately 14,500 square feet of museum space,
approximately 535 square feet of public restrooms, approximately 461,736 square feet of
landscaping, approximately 56,495 square feet of water features, and approximately

529,244 square feet of parking spaces.

This water supply assessment will no longer be valid if modifications to the Project
require greater water demand than stated in this assessment. A revised assessment will
then be required. : :

Project Water Demand Estimate

The projected water demand increase for the Project is estimated to be approximately 16
AF annually which includes approximately 14 AF of annual water conservation and

- approximately 62 AF of annual recycled water use committed by the developer. The use
of recycled water and implementation of additional water conservation measures reduced
the Project's potable water demand by approximately 79 percent. Table | shows a
breakdown of current and proposed types of use and corresponding estimated volume of
usage. The-types of use were derived from the water supply assessment request in
Appendix A. The projected volume of water demand for the different uses was derived
from a Sewer Generation Rates table, developed by the City of Los Angeles Department
of Public Works, Bureau of Sanitation. The Sewer Generation Rates table lists estimated
sewage generated by various indoor facilities, which is used to approximate indoor water
usage. Table Il estimates the total volume of water conservation based on conservation
measures committed to by the developer.

In this water supply assessment, LADWP independently calculated the Project's
anticipated total additional water use utilizing data provided by the requesting agency.
The total additional water use calculated by LADWP is then tracked against the water
demand increase projected in the UWMP as shown in Appendix D.

| OS ANGELES DEPARTMENT OF WATER AND POWER _ 7 6




WATER SUPPLY ASSESSMENT - THE PORT OF 1,08 ANGELES WILMINGTON WATERFRONT DEVELOPMENT PROJECT

TABLE | -
The Port of Los Angeles Wilmington Waterfront Development Project
Estimated Increase In Water Use
Use Quantity Unit Water Use Factor? Water Use
{gpdiunit) (gpd) (afly)

‘ Existing
Warshouse - Bekins 14,500 sf 0.02 290 - - g3z ...
Warehouse - Private Bldgs 41260 sf. o 0.02 825 0.92
Vacant - pwp owned S of Harry Bridges - 41,280 sf 0.00 0 0.00
Office - Police Trailer ) 1,440 sf 0.15 218 0.24
Vacant - POLA owned N of Harry Bridges 362,456 sf 0.00 0 0.00
Vacant - POLA owned 8 of Harry Bridges 55,162 sf 0.00 o 0.00
Vacant - DWP 0j) Tanks 117,930 sf 0.00 0 0.00
Warshouse - Dwp Oll Tank Support Bldgs 19,000 sf 0.02 380 043
Vacant - DWp owned along Avalon - 98,500 sf 0.00 0 0.00
Warehouse - Small Support Bldg ‘ 875 sf - - 0.02 18 0.02
Parking 50,850 sf - 0.02 1,017 1.14
Warehouse - Catalina Freight Bidgs 30,880 sf ' 0.02 617 0.69
Trade/ Vocationg] School 25 student ' 1200 . 300 0.34
Vacant - SE corner, Harry Bridges BY/ Avalon 58,600 sf - 0.00 0 0.00

Outdoor water ysg? ‘ 741 0.83

: o | Subtotal: 4404 402
%
Proposed - - -2 I |

e
Restaurant - Fyjj Service tndoor 100 seat = . 30 3,000
Retail : 88,000 sf _ 0.08 4,640
Industria i 150,000 sf 0.08 12,000
Museum 14,500 sf 0.02 250
Water Features 56,495 sf 0.18 10,421
Restroom 535 sf ) 1,500
Parking - 3 Lots 529,244 sf 0.02 10,585
Outdoor water yge? _ 15,120
Landscaping* 461,736 sf 28,688

Subtotal: 86,242

- - Less Existing Use -4,404
Less Additional Conservation® -12,640
Less Recycled Water Use® -55,096

L - Total Additiona] Water Use = 14,102

! Provided by the City of Log Angeles Harbor Depariment,

3 Estimated to be 25% of outdoor usage for cémmefciai use.

Landscape Water Managerv 1.4 software was used to estimate frrigation water use, -
Water Conservation due to additiona eenservation commitments fecommended by LADWE. See table [,

Recycled water use includes toilet flushing for new construction, water features, and irrigation, Irrigation water use consists of
outdoor water usage, surface parking, parks and streetscapes.

@ tn p

Abbreviations:
gpd - gallons paer day  sf. square feet afy - acre feet Peryear-  bd - bedroom du - dwelting unit

LOS ANGELRS DEPARTMENT oF WATER AND POWER : 7
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TABLE Ul
The Port of Los Angeles Wilmington Waterfront Development Project
Estimated Water Conservation

(:!uamtity1 Units Water Saving Factor? Water Saved
: , (gpd/unit) (gpd} (affy)

Toi!e’{sm T T : I - SR e : S 896 . 320 7 0.36
Urinals ‘ 11 du 13.74 151 0.17
Faucets (Public Bath, New) 0.5 gpm 32 du 31.20 908 1.12
Faucets 1.5 gpm ' 43 ea 10.40 447 0.50
\Weather Based Irrigation Controler® 11 acre . 802.74 9,463 10.60

1,260 1.41

Native Plant Credit*
(10% Native Plants of 11 acres of landscaping)

Total Water Conserved = 12,640 14.16

Water Conservation measures commitied by the City of Los Angeles Harbor Department.
1 Provided by the City of Los Angeles Harbor Department. _ )
2 Based on the Handbook of Water Use and Conservation by Amy Vickers, MWD - Save A Buck Program, and LADWP estimates..

% Based on LADWP Weather-Based lrigation Controller Pllot Study, 2004.

4 Native Plant savings was estimated by Landscape Water Management Program v1.4 develoﬁed by Irrigation Training and Reseamh
Center of California Polytechnic State University, San Luis Oblspe. ’

Abbreviations:
gpd - gallons per day sf - square feet  afy - acre feot peryear  bd - bedroom du - dweiling unit

Water Demand Forecast

The UWMP projects yearly water demand to reach 776,000 acre feet by 2030, or an
increase of 17% from 2005. Water demand projections in 5-year increments through
2030 are available in the UWMP for each of the major customer classes single-family,
multi-family, commercial, governmental, and industrial. Demographic data from the
Southern California Association of Government's 2004 Regional Transportation Plan as
well as billing data for each major customer class, weather, and conservation were
factors used in forecasting future water demand growth.

The UWMP used a service area-wide method in developing its water demand
projections. This methodology does not rely on individual development demands to
determine area-wide growth. Rather, the growth in water use for the entire service area
was considered in developing long-term water projections for the City of Los Angeles
through the year 2030. :

The UWMP is Ljpdated every five years as required by California law. This process
entails, among other requirements, an update of water supply and water demand
projections for-water agencies. In the 2010 update, LADWP will develop a revised

demand forecast that will factor in the ‘water demand for which “all ‘water ‘supply

1.OS ANGELES DEPARTMENT OF WATER AND POWER _ 8




assessments have been Prepared in addition to future demands. Water supply plann':'ng
will be based on meeting these long-term demands. .

Efforts are underway to increase water recycling, further conserve local stormwater
runoff, and expand LADWP’s water conservation program to decrease reliance on
imported water for future demand. The City plans to meet all futyre increases in water

demand through a combination of water conservation and water recycling as explained-in -~

- LADWP’s Water Supply Action Plan, -

of MWD's long-term Integrated Regional Plan (IRP). MWD's IRP directs a continuoys
regional effort to develop regional water reésources involving all of MWD’s member
agencies. Successful implementation of MWD's IRP has resulted in reliable
supplemental water supplies for the City from MWD, '

¢ allocated to meet needs for domestic use, sanitation, fire

protection, and other priarities.  This will be done equitably and withouyt discrimination
between customers using water for the same purpose(s).

expansion of water recyeling and investment in cleaning up the local groundwater .
supply.’ The Action Plan also takes into account the realities of climate change and the
dangers of drought and dry weather,

The premise of the Action Plan is that the City will meet all new demand for water due fo
projected population growth through a combination of water conservation and water
recycling. In total, the City will conserve or recycle 32.6 billion galions of water—enough
to fill one foot of water across the entire San Fernando Valley, and enough to supply
water to 200,000 homes for one year.? By the year 201 9, haif of all new demand will be
filled by a six-fold increase in recycled water Supplies and by 2030 the other half will be

met through ramped-up conservation efforts.®

_— _
! Mayor Antonio Villaraigosa and LADWP, Securing I4.’s Water Supply, at 1 (May 2008).
2 Securing L.A."s Water Supplyati. -

*Id at].
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The Action Plan also specifically addresses current and future State Water Project (SWP)
" supply shortages. The California Department of Water Resources estimates that the
December 15, 2008, U.S. Fish and Wildlife Service's Biological Opinion on Delta Smelt
will limit MWD exports of their anticipated SWP supply by up to 50 percent in a normal
year.* The Action Plan concludes, however, that MWD’s actions in response to this
threat will ensure continued reliability of its water deliveries. The Action Plan further
 states that “despite concerns about ongoing water shortages and higher costs, MWD has

upheld its pledge to plan for emergencies and natural disasters throughout this region.” ~~ ~

MWD estimates its end of year 2009 non-emergency storage to be 733,000 acre-feet in
surface and groundwater storage accounts - including Diamond Valley Lake near Hemet
— plus an additional 673,500 acre-feet of storage reserved for emergenc.ies.5 In total, this
reserve of water supplies will be utilized fo buffer the severity of a potential shortage.®
Furthermore, by focusing on demand reduction, implementation of the Action Plan will
ensure that long-term dependence on MWD supplies will not be exacerbated by potential
future shortages. ' '

The Action Plan includes key éhort-term and long-term strategies to secure water supply
described below. :

" Short-Term Conservation Strategies

Enforcing prohibited uses of water. The prohibited uses of water are intended to
eliminate waste and increase awareness of the need to conserve water. While in effect
at all times, the prohibited uses have not been actively enforced since the early 1990s. In
November 2007, LADWP resurrected’ its Drought Buster (now called the “Water
~ Conservation Team”) Program to heighten awareness and educate customers about the
prohibited uses. Under enforcement, failure to comply would be subject o penalties,
which can range from a written warning for a first violation to monetary fines and water
service shutoff for continued non-compliance.”

Expanding the prohibited uses of water. In August 2008, the City updated and
strengthened its Emergency Water Conservation Plan Ordinance (No. 180148) by
expanding the list of prohibited uses of water, developing new phases of conservation
depending on the severity of water shortages, and increased financial penalties for non-
compliance. Prohibited uses in effect at all times include:

No water leaks are allowed to go unattended. _

No outdoor irrigation between the hours of 9:00 a.m. to 4:00 p.m. ,

No outdoor irrigation that results in excess water flow leaving the property.

No outdoor irrigation during rain events. .

No outdoor irrigation with standard sprinklers for more than 10 minutes per station.
No outdoor irrigation with rotating sprinklers for more than 15 minutes per station.
No large landscape irrigation systems without automatic shutoff rain sensors.

® ®» & & & » @

* Appendix G page A-7. ,
-5 MWD's Water Surplus and Drought Management Plan (August 21, 2008)
b Securing L.A.'s Water Supply at 8.
7 Id.at11.

L.OS ANGELES DEPARTMENT OF WATER AND POWER 10




*® o o 4 *® o o o
=
@]
5
w
-
5
&
=
o
3
o
o,
3
O
?
@
o]
o
£
jub)
=5
=
w d

' 2
wn
—
[¢]
3
w
=
3
D
3
]
o
2
2
o
=
e
A}
-
5
w
oo
D
(7]

Long-Term Strategies

1.0 Increase water conservation through reduction of outdoor
water use and new technology. '

The following are new and continuing water conservation programs as wel] as goals and
benchmarks designed to measure their progress through 2030:

- Residential Smart Sprinkler-Systems: Smart sprinkler sysfems improve water
efficiency and are already used n parks and golf courses around the City will be
extended to homes throughout L A’s neighborhoods,

Goal: Install 2,500 smart sprinkler controllers Per year starting in the summer of
2009, with a total of 63,500 by 2020. :

Wateér Savings: 4,062 AFY by 2030.

* Id at 12,
2
0 77 at13.
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Conservation Rebates and Incentives: .

Goal: Increase participation in Water Conservation Rebate and Incentive
Programs.

Water Savings: 48,457 AFY by 2030.
Action Plan: LADWP is continuing to expand rebates and 'i_ncentives for

homeowners -and business owners 10 encourage them to purchase water-saving

technology.!!” Rebate and incentive programs include the following:

High Efficiency Clothes Washer Program. LADWP increased the rebate offered
for residential high efficiency clothes washers from - $250 to $350. Since the
program was launched in 1998, more than 60,000 water-saving clothes washers
have been installed in Los Angeles residents’ homes through the program. 2

. LADWP will further expand the program through a pilot “Point of Purchase” rebate
program, offering customers an instant rebate when they buy the appliance from a
Los Angeles retailer. '

Commercial Rebate Program. Water conservation rebates and incentives were
increased significantly in 2007 to offset the costs of replacing water-wasting toilets
and urinals with high efficiency models. The current rebates offset most or all of
the total replacement cost (including installation). LADWP will increase program
promotion to raise awareness of these significant financial incentives, resulting in
increased program participation. Since this program’s inception, more than 32,800
toilets have been replaced by commercial, industrial and institutional customers,
and LADWP is working to implement a grant-funded Cooling Tower program for
commercial customers.”

High Efficiency Urinal Programs. Offering perhaps the greatest potential for quick
implementation is the replacement of standard urinals with high efficiency urinals
(0.5 gallon per flush (gpf) or less, including no-flush). In addition, recent changes
in the Los Angeles Building Code now provide for the installation of completely
water-free urinals.™

Additional Water Saving Efficiency Measures and Programs.  As part of the City’s
ongoing effort to encourage customers fo adopt passive water conservation
measures (i.e., measures that can help customers conserve water on a daily basis
without thinking about it) in their homes and businesses, LADWP will continue to
distribute water-saving bathroom and kitchen faucet aerators and shower heads
free-of-charge. LADWP also plans to add rebates for products such as high-
efficiency dishwashers and synthetic turf for residential customers to help increase
their daily conservation efforts. ' -

Action by Public Agencies: |

Goal: Improving water efficiency at all City Department facilities. LADWP provides
incentive funding and technical assistance to City Departments for the installation of

14 at 14,
214

13 Id

W 17 at 14-15.
¥ 1d at15.
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high efficiency urinals and smart irrigation controllers, and. helps them identify other
opportunities to improve water use efficiency. :

Water Savings: Estimated to save at least 10 percent from existing use, totaling as
much as 1,888 AFY in water savings. '

Action Plan: | ADWP will assist City Departments and other public agencies in
leveraging incentive funds to retrofit their facilities. The Public Sector Conservation
Incentive Program, offered through MWD in- conjunction- with LADWP, provides up-

front incentives for public agencies to purchase water-efficiency technology.1®
Enhancing Conservation through Review of New Developments:

Goal: Ensure specifications for the Los Angeles Green Building program include
water efficiency measures.

Water Savings: The Green Building Program can vield significant water savings
- through water conservation measures.

Action Plan: LADWP will continue working with the City's Green Building Team to
pursue desired changes in local codes and standards to Promote water efficiency in
new construction projects and major building renovations. !

- 2.0 Water Recycling

~ The City’s goal is to increase the total amount of recycled water used in-the City of Los
Angeles six-fold by 201 9—expanding from the current 1%. to 6% of annual water
demand. This will result in a planned water savings of 50,000 AFY by 2019.18 | order to .
achieve this goal, the City will take the following actions:

Develop a Recycled Water Master Plan. LADWP will prepare a detailed Recycled
Water Master Plan that will outline the steps and costs of boosting the City's recycled
system and using recycled water for groundwater replenishment. ™

Increase Recycled Water for Irrigation and Industria] Use. LADWP's current
Water Recycling Capital Budget provides funding for 17 large capital projects that will

' Jd. at 18-19,
Y Id at21,

¥ J1d at22.

® 14 at24.
A
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Generating Stations; Hansen Dam and Van Nuys golf courses; oil refineries in the
Harbor area: LAX cooling towers; schools in the Sepulveda Basin, and the Los
Angeles Zoo. Under the City’s Water/\WWastewater Integrated Resources Plan, 30,250
AFY of treated water will continue to be used to support habitat in the Japanese
Gardens, Lake Balboa, the Wildlife Lake and the Los Angeles River.”’

Use Recycled Water for Groundwater Replenishment. Advanced treated recycled
~water can be sent to spreading basins to percolate underground and become part of
the City's groundwater system for later use. This process, also termed groundwater
replenishment, is a proven alternative for expanding locally produced, safe, high-
quality drinking water. The process has been successfully implemented in Orange
County, Australia, and Singapore, and is being considered in other U.S. and

worldwide locations.??

Initiate Stakeholder Planning Process. LADWP will engage stakeholders from the
 Water\Wastewater Integrated Resources Plan (IRP) process in analyzing alternatives
necessary for maximizing recycled water. These alternatives include implementing
groundwater recharge with advanced treatment in the San Fernando Valley as well as
expanding the purple pipe system to supply recycled water for irrigation and industrial
uses. : ,

Upgrade Tillman Wastewater Treatment Plant. Groundwater replenishment will
require upgrading the Tillman Plant with state-of-the-art, advanced treatment
capability similar to the Orange County Water District's recently implemented
Groundwater Replenishment System, which has received widespread support.
Advanced treatment would be constructed at the Tillman Plant, and the highiy treated
wastewater would be piped to spreading basins for groundwater recharge.”*

3.0 Enhancing Stormwater Capture

The City's goal is to increase groundwater recharge by retrofitting the Big Tujunga Dam
and other large-scale projects through cooperative efforts with the Los Angeles County
Flood Control District and other agencies. LADWP is moving forward with several
stormwater capture projects with the goal of increasing long-term groundwater recharge
by a minimum of 20,000 AFY.® The following are the large-scale projects that are
expected to be completed or in construction within the next five years: :

Big Tujunga Dam — San Fernando Basin Groundwater Enhancement Project:
On September 18, 2007, the LADWP Board approved Agreement No. 47717 to
provide $9 million to the Los Angeles County Flood Confrol District for the
construction of the Big Tujunga Dam Project — an effort to seismically retrofit the dam,
increase its water storage capacity, improve its reliability as a supply source, enhance
flood protection measures, and green the environment. The restoration of the dam is

1,

Z 14

3 1d at25.
214 _
2 I1d. at 26.
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conservatively estimated to resylt in the additional capture and recharge of 4,500 AFY
at the Hansen and Tujunga Spreading Grounds, and more in wet years. The project
will make structural improvements to Big Tujunga Dam to restore its historical
retention capacity of 6,000 acre- eet; currently the dam Is restricted to 1 ,900 acre-feet
of storage capacity. 28 : : :

. Schedﬁle: i n' construction: sche_duled to be completed by December 2010,
* - Budget: $100 million of which LADWP is providing $9 mitlion.
* Resources: Los Angeles County Flood Control District is the project manager,

* Potential Water Savings: Capture an additional 4,500 AFY of stormwater on
average, up to 10,000 AFY or more in extremely wet years.

of 250 ¢fs. 27

* Schedule: In construction; scheduled to be compieted by early 2009,
* Budget: $9 million of which LADWP is providing $5.25 million.
* Resources: Los Angeles Department of Public Works is the project manager.,

e Potential Wéter'Savinqs: Capture of an additional 6,000 to 10,000 AFY of
stormwater. '

Hansen Spreading Grounds Enhancement Project: LADWP has entered into
Agreement No. 47739 to share the costs of the construction of the Hansen Spreading
Grounds Project with the District. The project will increase the capacity and.efficiency
of the spreading grounds by: 1) combining and deepening the existing basins, and 2)
installing and building a new rubber dam, intake structure, control house, and
upgrading the felemetry: system. The Los Angeles County Board of Supervisors
approved the agreement on March 11, 2008, and the LADWP Board of
Commissioners approved it on April 1, 2008 .2

* Schedule: In conStruction; scheduled to pe completed by December 2009.

* Budget: Up to $15 miliion; LADWP is providing up to $7.5 million, with remaining
costs covered by the LA County Flood Control District.

—_—

% 1d at27.
7 Id
% 1d. at 27-28.
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« Resources: Los Angeles County Flood Control District is the project manager.

s Potential Water Savinqé: Capture of an additional 1,200 to 3,000 AFY.of
stormwater. '

Tujunga Spreading Grounds Enhancement Project: This project proposes to
deepen the spreading basins, increase their storage capacity, replace the existing
diversion structure with two diversion structures, and add remote automation of the -
operating structures.”®

e Schedule: Planning and design 2009-10; construction in 2011.
o Budget: $1.3 million for design; $24 million for construction (LADWP funded).

e Resources: LADWP will be the project manager.

e Potential Water Savings: Capture of an additional 8,000 to 12,000 AFY of
stormwater. :

Pacoima Spréading Grounds Enhancement Projéct: This proje'ct proposes to
deepen the spreading basins, increase their storage capacity, replace existing
diversion structure, and add remote automation of the operating structures.™ |

e Schedule: Planning and design 2010-1 1; construction in 2012,

e Budget: $1.3 million for design; $20 million for construction (LADWP may provide
some funding for this project). :

« Resources: Los Angeles County Flood Control District wili be the project manager.

e Potential Water Savings: Capture of an additional 1,500 to 3,000 AFY of
stormwater.

4.0 Accelerating Clean-Up of the San Fernando Groundwater
Basin

The City’s goal is to clean up the contaminated San Fernando Groundwater Basin to
expand groundwater storage and the ability to fully utilize the City's groundwater
supplies. The result will be a reduction of imported water supply of up to 87,000 AFY -
LADWP's annual allocation of San Fernando Valley groundwater supplies.31 LADWRP will
also work to ensure, that this Basin remains a consistent, stable and reliable resource for
years to come. The following actions are proposed to achieve this goat:

Work with Regulatory Agencies and Governmental Officials: - LADWP will
continue to encourage the EPA fo develop a long-term, comprehensive solution for
existing and emerging contamination issues in the Basin. In addition to the EPA,
LADWP will work with the Los Angeles Regional Water Quality Control Board and the

2 Id. at28.
® 1
314 at 29,
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California Department of Toxic Substances to find and hold poliuters accountable for
cleaning up the Basin.®

Groundwater System Improvement Study (GSIS): LADWP will conduct a
comprehensive groundwater study for the Basin. This study is a necessary step to
evaluate the groundwater quality in the Basin and recommend treatment options to
maximize the utility of the groundwater supply.® _

* Schedule: Contract award in early-2009; contract term is 6 years.
* Budget: $11.5 million (LADWP funded).
* Resources: LADWP will serve as contract manager and administrator.

= Benefit: Will provide vitai information to develop a long-term strategy to remediate
groundwater contamination in the San Fernando Basin.

Mdnitoring Well Drilling Contract: LADWP will install up to 40 new monitoring wells
throughout the Basin to provide vital water quality information necessary for the
Groundwater System Improvement Study.

* Schedule: Construction contract award in mid-2009; contract term is 2 years.
* Budget: $8.0 million (LADWP funded). |
* Resources: LADWP will serve as contract manager and administrator,

* Benefit: The monitoring wells be routinely sampled during and after the GSIS to
provide vital information on groundwater contaminants and their concentration
levels. '

Interim Wellhead Treatment: LADWP will install interim .treatmeht for select
wellheads in the Tujunga Well Field in order o maintain groundwater pum;aing
production. An amount of $3 million has been included in the budget for this work_ 5

5.0 Expanding Groundwater Storage

LADWP is investigating opportunities for increased storage of groundwater, creating a
cost-effective, environmentally friendly reserve of water resources in case of extreme
drought or other emergencies. rCurrently, the City has significant amounts of stored
groundwater in the San Fernando Basin. However, as noted above, contamination
restricts the ability to effectively utilize this resource, 3

2 14, at 30.
33 Id
* 14
oy
_36 Id._
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LADWP is investigating the following opportunities: groundwater storage along the Los
Angeles Aqueduct; a groundwater conjunctive use storage project in the Los Angeles
County groundwater basins; and construction of an interconnection between the Los
Angeles Aqueduct and the California Aqueduct, located where the two aqueducts
intersect in the Antelope Valley. The interconnection will allow for water transfers or
exchanges, and could be used to help move water o facilitate groundwater storage
opportunities. The design phase of the interconnection is almost complete. LADWP is
waiting gc_;r a permit to build on [and owned by DWR. LADWP plans to begin construction

Water Supplies

The Los Angeles Aqueducts (LAA), local groundwater, purchased water from-the MWD,
and recycled water are the primary sources of water supplies for the City of Los Angeles.
Table Il shows LADWP water supplies over the last ten years from these sources.

TABLE il
LADWP Water Supply
_ Transfer,
_ Los Angeles Recycled | Spread, Spills,
Year Aqueducts’ | Local Groundwater | MWD Water | and Storage Total
1998 466,836 80,003 56,510 1,326 7,769 596,906
1999 309,037 170,660 164,112 1812 -3,507 649,128
2000 255,183 87,946 336,116 1,998 2,569 678,674
2001 266,923 79,073 309,234 | 1,675 -1,994 658,809
2002 179,338 92,376 410,329 1,945 -1,405 685,392
2003 251,842 90,835 322,329 1,759 2,528 ' 664,338
2004 202,547 71,831 391,834 1,774 -2,958 670,944
2005 368,838 56,547 185,346 1,401 3,140 608,993
2006 378,922 63,270 188,781 4,890 -1,336 637,199 |
2007 129,400 89,018 439,436 3,639 1,044 660,449 |
2008 147,365 60,149 429,110 7,051 1,664 642,011

Note: Units are in AF

Los Angeles Aqueducts

Snowmelt runoff from the Eastern Sierra Nevada Mountains is collected and conveyed to
the City of Los Angeles via the Los Angeles Aqueducts (LAA). LAA supplies come
primarily from snowmelt and secondarily from groundwater pumping, and can fluctuate
yearly due to the varying hydrologic conditions. In recent years, LAA supplies have been
less than the historical average because of environmental restoration obligations in Mono

and Inyo Counties.

The City holds water rights in the Eastern Sierra Nevada where LAA supplies originaté.
These supplies originate from both streams and from groundwater. In 1905, the City
approved a bond meastre for the purchase of land and water rights in the Owens River

T rd oat3l. -
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Valley. By 1913, the First LAA began its deliveries of water to the City primarily from
surface water diversions from the Owens River and its tributaries. Historically, these
supplies were augmented from time to time by groundwater extractions from beneath the
lands that the City had purchased in the Owens Valley.

In 1940, the First LAA was extended north to deliver Mono Basin water to the City
pursuant to water rights permits and licenses granted by the State Water Resources

Control Board. In 1970, the Secohd LAA was completed incr_c_a_asjn_g_-_total__-_d.eif.very‘,.:-.;____-___.._.. :
--capacity of the-LAA system to approximately 561,000 AF per year. The Second Los

management of the City’s Owens Valley groundwater resources. As a result of this water
agreement and subsequent Memorandum of Understanding, LADWP has dedicated
37,000 AF of water annually for enhancement and mitigation projects throughout Owens
Valley which includes the rewatering of 62 miles of the Lower Owens River. LADWP also
provides approximately 80,000 AF of water annually for other uses in the Owens Valley

such as irrigation, town water supplies, stockwater, wildlife and recreational purposes.

Further, in September 1994 by virtue of the public trust doctrine, the State Water
Resources Control Board issued Decision 1631 which placed conditions on LADWP’s -
water gathering activities from Mono Basin. LADWP currently export approximately -
16,000 AF of water annually from the Mono Basin. LADWP has implemented an

restoration in Mono Basin.

In July 1998, LADWP and the Great Basin Unified Air Po”utidn Control District
(GBUAPCD) entered into a Memorandum of Agreement to mitigate dust emissions from
Owens Lake. As of December 31, 2008, LADWP has mitigated dust emissions from 29.8

would have mitigated dust emissions from 42.5 square miles of Owens Lake requiring
approximately 95,000 AF of water annuaily to sustain the dist mitigation program.

LOS ANGELES DEPARTMENT OF WATER AND POWER 18
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Average deliveries from the LAA system has been approximately 262,550 AF of water
. annually over the last five fiscal years. Based on computer modeling results, LADWP
projects that the average annual LAA delivery is expected to be approximately 230,000
AF.

Groundwater

LADWP traditionally extracts groundwater from various locations throughout the Owens
Valley and four local groundwater basins. LADWP owns extensive property in the Owens
Valley. LADWP appropriates groundwater from beneath its lands for use in the Owens
Valley and in Los Angeles. It has a long-term groundwater management plan in place.
Additionally, LADWP currently exercises its adjudicated extraction rights in three local
groundwater basins: San Fernando, Sylmar, and Central.

The Owens Valley, located on the eastern slope of the Sierra Nevada Mountains,
encompasses approximately 3,300 square miles of drainage area. LADWP has
extracted the following quantities of groundwater from the Owens Valley in the last five
- runoff years (April1 — March 31):

o 2003-2004 87,726 AF

2004-2005 85,820 AF

2005-2006 57,412 AF

2008-2007 58,621 AF

2007-2008 60,337 AF

0o Cc o

Owens Valley is not identified as an overdrafted basin in the California Department of
Water Resources California’s Groundwater Bulletin 118 Update 2003. Further, Bulletin
118 Update 2003 does not project the Owens Valley to become overdrafted if present
groundwater management conditions continue.

In 1990, the City of Los Angeles and Inyo County as part of the preparation of the long- -
term groundwater management agreement, prepared the "Green Book for the Long-Term
Groundwater Management Plan for the Owens Valley and Inyo County”. It contains
plans and procedures to prevent overdraft conditions from groundwater pumping as well
as to manage vegetation in the Owens Valley. - .

The San Fernando and Sylmar basins are subject to the judgment in City of San
Fernando vs. the City of Los Angeles. Pumping is reported to the court-appointed Upper
Los Angeles River Area (ULARA) Watermaster. The Central Basin is also subject to
court judgments. Pumping is reported to the California Department of Water Resources
(DWR) who acts as Watermaster. ' - :

The San Fernando Basin is the largest of four basins within ULARA. The basin consists
of 112,000 acres of land and comprises 91.2 percent of the ULARA valley fill. LADWP
has accumulated nearly 375,190 AF of stored water credit in the San Fernando Basin as
of October 2007. This is water LADWP can withdraw from the basin during normal and
dry years or in an emergency, in addition to LADWP’s approximately 87,000 AF annual
entittement in the basin. The majority of LADWP’s groundwater is extracted from the San
Fernando Basin. Sylmar Basin is located in the northern part of the ULARA, consisting of

1.OS ANGELES DEPARTMENT OF WATER AND POWER - 20
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5,600 acres and comprises 4.6 percent of the ULARA valley fill. LADWP currently has an
annual entitlement of 3,405 AF from the Sylmar Basin. -

The court decision on pumping rights in the ULARA was implemented in a judgment on
January 26, 1979. Enclosed with the assessment are copies of those pages from the
judgment showing the entitlements (see Appendix E). Further information about the
ULARA basin is in the ULARA Watermaster Report. The ULARA Watermaster report

and the judgment are available for review at the office of the ULARA Watermaster, -~

LADWP additionally has adjudicated rights to extract groundwater from the Central Basin,
Annual entitiement to the Central Basin is 15,000 AF. See Appendix E for copies of
relevant portions of the judgments. The complete judgments are available for review at
DWR.

For the period of October 2007 to September 2008, LADWP extracted 50,009 AF, 2,996
AF, and 10,754 AF from the San Fernando, Sylmar, and Central Basins, respectively.
LADWP plans to continue production from its groundwater basins in the coming years to
offset reductions in imported supplies. Extraction from the basins wiil however be limited
by water quality and overdraft protection. Both LADWP and DWR have programs in
place to monitor wells to prevent overdrafting. LADWP’s groundwater pumping practice
is based on a “safe yield” operation. The objective, over a period of years, is to extract
an amount. of .groundwater equal to the native and imported water that recharges.
Extractions by LADWP from the San Fernando, Sylmar, and Central Basins for the last
available 5 years are shown on Table V. '

TABLE IV .
Local Groundwater Basin Supply

Water Year
(Oct-Sep) San Fernando Sylmar Centra}
2003-2004 68,626 3,033 15,208
- 2004-2005 49,085 1,110 13,401
2005-2006 38,042 2,175 13,725
2006-2007 76,251 3,919 13,609

2007-2008 50,009 2,996 10,754
Note: Units are in AF L

Metropolitan Water District of Southern California (MWD)

MWD is the largest water wholesaler for domestic and municipal uses in Southern
California.  As one of 26 member agencies, LADWP purchases water from MWD to

California Aqueduct and from the Colorado River through MWD’s own Colorado River
Aqueduct. LADWP will continue to rely on MWD to meet its current and future

All 268-member agencies have preferential rights to purchase water from MWD, Pursuant - -
to Section 135 of the MWD Act, “ Each member public agency shall have a preferential
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right to purchase from the district for distribution by such agency, or any public utility
therein empowered by such agency for the purpose, for domestic and municipal uses
within the agency a portion of the water served by the district which shall, from time to
time, bear the same ratio to all of the water supply of the district as the total accumulation
of amounts paid by such agency to the district on tax assessments and otherwise,
excepting purchase of water, toward the capital cost and operating expense of the
district's works shall bear to the total payments received by the district on account of tax

assessments and otherwise, excepting purchase of water, toward such capital cost and- - .

operating expense.” This is known as a preferential right. As of June 30, 2008, LADWP
has a preferential right to purchase 21.16 percent of MWD's total water supply.

LADWP has worked with MWD in developing a framework for allocating water supplies
during periods of shortage as well as surplus. MWD has a Water Surplus and Drought
Management Plan that provides such a framework. LADWP intends to work within the
framework established through the Water Surplus and Drought Management Plan in
acquiring its drought supplies from MWD in the future.

MWD has also been developing plans and taking efforts to provide additional water
supply reliability for the entire southern California region. LADWP coordinates closely
with MWD to ensure implementation of these water resource development plans. Part of
this planning effort is the inclusion of a “buffer” supply that is meant to protect against
uncertainties in water resource supply fike the Federal Courts restrictions on export
pumping from the San Francisco Bay-Delta. MWD’s long-term pians o meet its member -
agencies’ growing reliability needs are through water transfer programs, outdoor
conservation measures, and development of additional local resources, such as
recycling, brackish water desalination, and seawater desalination. Additionally, MWD
has more than 5.0 million AF of storage capacity available in reservoirs and
banking/transfer programs, with approximately 1.08 million AF currently in that storage.

MWD established a policy objective for water supply reliability as part of its Integrated
Resources Plan (IRP). The policy objective is: Through the implementation of the IRP,
MWD and its member agencies will have the full capability to meet full-service demands
at the retail level at all times.

Recent Issues Related to the State Water Project

Federal ESA Litigation filed by several environmental interest groups in the United States
District Court for the Eastern District of California alleged that existing biological opinions
and incidental take statements inadequately analyzed impacts on listed species under
the Federal ESA. On May 25, 2007, Federal District Judge Wanger issued a decision on
summary judgment finding the United States Fish and Wildlife Service's biological opinion -
for Delta smelt was invalid. On December 14, 2007, Judge Wanger issued his Interim
Remedial Order requiring that the State Water Project and Central Valley Project operate
according to certain specified criteria until a new biological opinion for the Delta smelt is
issued. The United States Fish and Wildlife Service released the new biological opinion
on December 15, 2008. Based on the Water Allocation Analysis released by the
Department of Water Resources on December 19, 2008, which analyzed the biological
opinion's effects on State Water Project operations, export restrictions under median
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hydrologic conditions could reduce deliveries to Metropolitan by 300,000 to 700,000 acre-
feet for 2009. These events have highlighted the challenges that water suppliers
throughout the state currently face regarding supplies from the Delta.

At present, several on-going proceedings concerning Delta operations are evaluating
options to address delta smelt impacts and other environmental concerns. Governor
Schwarzenegger's cabinet-level advisors, the Delta Vision Committee (Committee),
released recommendations contained in the Defta Vision Implementation Report on .

conveyance (construction beginning in 2011), water use reductions, additional
groundwater storage, completion of surface storage investigations, a major commitment
to local resource development, habitat improvements, and commitments to the Delta as 3
~ “unique and valued place.” in addition, the report recognizes the urgency of the water
supply crisis facing the state and that action must be taken immediately to ensure 3
sustainable future for California's water supply. The Committee embraced the primary
conclusion that California’s Delta must be managed with two fundamental co-equal goals
and these goals should be incorporated into state law: “Resfore the Deita ecosystem and
create a more reliable water supply for California.”

The Committee prioritized the following fundamental actions for a sustainable Delta:
* The report recommends the following immediate actions: :

-  Complete the Bay Delta Conservation Plan (BDCP); o

- Construct Delta gates and barriers in 2009 for water quality, water supply, and
ecosystem improvements. _ .

- Manage non-water-supply-related stressors in the Delta system (e.g. invasive
species, urban stormwater runoff, agricultural drainage, and wastewater
discharges). _ ‘

- Revise regulatory flow and water quality requirements, including “streamflow
recommendations throughout the annual hydrograph for tributaries to the
Deita.” . '

beneficial uses of water; . :

* An investment commitment and strategy to restore and sustain a vibrant and diverse
Delta ecosystem, including the protection and enhancement of agricuitural lands
that are compatible with the Plan’s goals;

* Additional storage to allow greater system operational flexibility that will benefit water
Supplies for both humans and the environment and to adapt to a changing climate;

* An investment plan to protect and enhance unique and important characteristics of
the Delta region;

* A comprehensive Deita emergency preparedness strategy and a fully integrated
Delta emergency response plan; ' .

* A plan to significantly improve and provide incentives for water conservation —
through both wise use and reuse — in both urban and agricultural sectors throughout
the state: '
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» Strong incentives for local and regional efforts to make better use of new sources of
water such as brackish water cleanup and seawater desalination; and '

« An improved governance system that has reliable funding, clear authority to
determine priorities and strong performance measures to ensure accountability to
the new governing doctrines controlling the Delta.

The Committee acknowledged the urgency of moving forward toward a “Delta Fix.” It also
proposed a timeline for immediate interim actions and a phased implementation of most
of the supporting strategies from the BRTE’s Delta Vision Strategic Plan. o
In response to these recent developments in the Delta, MWD is engaged in planning
processes that will identify local solutions that, when combined with the rest of its supply
portfolio, will ensure a reliable long-term water supply for its member agencies. In the
near-term MWD will continue to rely on the plans and policies outlined in its Regional
Urban Water Management Plan (RUWMP) and Integrated Water Resources Plan to
address water supply shortages and interruptions (including potential shut downs of SWP
pumps) to meet water demands. Campaigns for voluntary conservation, curtailment of
replenishment water and agricultural water delivery are some of the actions outlined in
the RUWMP. If necessary, reduction in municipal and industrial water use and
mandatory water allocation could be implemented. An in depth discussion on MWD is
attached in Appendix G. : ' '

Secondary Sourcés and Other Considerations

Water conservation and recycling will play an increasing role in meeting future water
demands. LADWP has implemented conservation and recycling programs with efforts
under way to further promote and increase the level of these programs. LADWP is
committed to supply a higher percentage of the City's water demand through
conservation and recycling. : :

Integrated planning has also filled an important role in developing secondary sources of
supply for Los Angeles. It is generally true for large undertakings that a concerted effort
with others who share a common goal will produce a higher degree of success. This is
an approach that has been taken in southern California with overall water resources
planning. The City of Los Angeles works closely with MWD, the City's Bureau of
Sanitation (wastewater agency), other regional water providers, and various stakeholder
groups to develop and implement programs that reduce overall water use. The City has
also pioneered community-based job programs to assist in conservation program
implementation.  While significantly assisting with program implementation, these
community-based organizations also provide important social and economic benefits to
neighborhoods.

Integrated resources planning is a process that is being used by many water and
wastewater providers to meet their future needs in the most effective way possible, and
with the greatest public support. The planning process differs from traditional planning
processes in that it incorporates: . :

« public stakeholiders in an open, péﬂicipatory Process;
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* multiple objectives such as reliability, cost, water quality, environmenta]
stewardship, and quality of life; :

* risk and uncertainty; and

* partnerships with other agencies, institutions, and non-governmental
organizations. '

Through integrated planning, not only water-use efficiency and recyciing activities are

maximized, but potential alternative supplies such as water transfer, Seawater ..

desalination, and stormwater runoff reuse are considered and evaluated as part of the
City’s long-term water resources portfolio.

Rates

Capital costs to finance facilities for the delivery of water supply to LADWP’s service area
are supported through customer-billed water rates. The LADWP Board of
Commissioners (Board) sets the rates subject to approval of the City Council by
ordinance. '

The Board is obligated by the City Charter to establish water rates and collect charges in

an amount sufficient fo service the water system indebtedness and to meet its expenses
of operation and maintena_nce. :

The water rate structure contains water procurement adjustments under which the cost of
purchased water from MWD, demand-side management programs which includes water
conservation programs, and reclaimed water projects are recovered. In addition, the rate

LADWP Board-approved capital program expenditures are either financed through the
sale of revenue bonds or the cost of the program is transferred to LADWP customers
through rate adjustments.

Findings

vThe proposed Port of Los Angeles Wi!mingtqn Waterfront Development Project is
estimated to increase water demand within the site by 16 acre feet annually based on
review of information submitted by the Harbor Department. '

The approximately 16 acre feet increase falls within the available and projected water

supplies for normal, single-dry, and multiple-dry years through- the year 2030 as
described in LADWP's year 2005 UWMP. LADWP finds that it will be able to meet the
water demand of the Port of Los Angeles Wilmington Waterfront Project as well as
existing and planned future water demands of its service area.
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OF 105 ANGELES 4268, Palos Verdes Stroat  Post Offiee Box 151 San Pedro, CA 907330151 TELADD 310 SEA-PORY vww.porofiosangelss.org
Anfonia R Viluolgosa Mayor, City of Los Angeles

Boord of Hambor @ 8. Davig freamon Jetilyn Ldpez Mandoms Raylynn L Kim Douglas P, Krause
Commissionsrs Frasident Vice Prasitiant

Geraldine Knofz, Ph.D Execulive Dlrector

Fune 17,3008

Mr. James MeDaniel S
Senior Assistant General Manager for Water Systems
City of Lo Angeles ' '
Department of Water and Power

111 North Hope Street, Room 1460

Los Angeles, CA 90012

SUBJECT: REQUEST FOR ‘WATER SUPPLY ASSESSMENT FOR THE PORT OF
LOS ANGELES WILMINGTON  WATERFRONT DEVELOPMENT :
PROJECT : ' . -

Dear Mr. MeDaniel:

The Los Angeles Harbor Department (Harbor Departinent) is the Lead Agaﬂéy,, pursuant to the
Califernia Environmental Quality Act (CEQA), for the Environmental Impact Report (EIR) that

Is being prepared for the Wilmington Waterfront Development Project (proposed Projecty.
Pursuant to State CEQA guidelines Section IS1SS(a)(1X(G), it appears the proposed Project

the water supply assessment requiremtents of the Stite Witer Code (Section 10910-10915).
Therefore, we are requesting a- water supply assessment from the Department of Water and
Power (DWP) to defermine the DWP's ability to meet the water demands of the proposed.
Project. The following information is intended ta aid the DWP in the preparation of the
requested water supply assessinent, :

Plann'ing Area and Required Discretionaiy Actions

For the proposed Project area, the two governing land use planning documents are the General
Plan of the City of Log Angeles (General Plan) and the Pogt Master Plan. "The land use element
of the General Plan is comprised of 35 Cmnmunity Plans, which guide future development in the
city. The proposed Project area is Jocated within two of the 35 Community Plans: the Port of
Los Angeles Community Plan and the Wilmington-Harbor City Community Plan. The Port
Master Plan was certified by the California Coastal Commission and guides development within
the Port. :

8/20/08 Tom Erb: For necessary attention (WSA processing fee check is enclossd)
km ¢. Jim McDanjel
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The proposed Project would require a General Plan amendment, a Port Master Plan minor
amendment, and a Rezone from Public Facilities (PF) to Open Space (OS) to maintain
~ consistency between the proposed Project land uses and the Port of Los Angeles Community

Plan, the Wilmingten-Harbor City Community Plan, Port Master Plan and undeclying City of
Los Angeles Municipal Code.

These amendments would include changes from the existing land use designations and zoning
designations to ones that allow far recreational uses, open space uses, and commercial uses
within the proposed Project area. Additionally, the proposed Project includes a General Plan
Amendmen! and a Port Master Plan Amendment to expand the boundaries of the Port as a
potential project action, If this action were taken, under the General Plan Amendment, the
existing boundary of the Port of Los Angeles Community Plan would expand north to C Street .
and edst to west between Broad Avenue and. Lagoon Avenue. This amendment would dlso
include a reduction of the existing Wilmington-Harbor City Community Plan boundary in the
same area. The Port Master Plan Amendment wonld expand the existing Pott Boundary as
currently identified in the Port Master Plan north. to C Street and east to west between Broad
Avene and Lagoon Avente, Thus, the Port boundary under the Port of Los Angeles
Community Plan and the Port Master Plan would be consistent should the community plan
bouridaries be modified, Other permits required to implement the proposed Project include a
Harbor Development Permit and ministerial construction permits te allow for site grading,
building demolition, and building construction.

‘Project Setting and Location

LAHD cperates the Port under the legal mandates of the Port of Los Angeles Tidelands Trust
(Los Angeles City Charter, Article VI, Sec. 601; California Tidelands Trust Act of 1911) and the
California Coastil Act (PRC Div 20 $30700 et seq.), which identify the Port and its facilities as a.
primary economic/coastal resource of the state and an essential element of the national maritine.
industry for promotion of commerce, navigation, fisheries, and harbor operations, LAHD is
chartered to develop and cperate the Port to benefit maritime uses and functions as a landlord by
leasing Port properties to more than 300 tenants. The Port is located at the southemnmost portion of
the City and is composed of 45 kilometers (28 miles) of waterfront and 3,035 hectares (7,500
acres).of land and water, with approximately 300 eommercial berths. The Port is bound by the
community of San Pedro to the west, the Wilmington community to the north, the Port of Long
Beach to the east, and the Pacific Ocean to the south,

The Project area encompasses approximately 58 acres with portions located within the existing
boundaries of the Port of Los Angeles Commanity Plan, the existing Wilmington-Harbor City’

Community Plan and the existing Port Master Plan, It is adjacent to the comumunity of
Wilmington, to the north, and, the proposed Project is west of the nearby San Pedro community.
The Project site is generally bounded by Lagoon. Avenue to the west, Broad Avenue to the east,
C Street to the north, and Banning's Landing and Slip No. 5 at the south in the Wilmington and
Port areas, respectively. The site also includes.the Red Car and California Coastal Trail linkage
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beginning in the west at Vincent Thomas Bridge, moving along Front Street to John S. Gibson
Boulevard, and then along Harry Bridges Boulevard until j reaches Avalon Boulevard in the
east. . :

Existing Conditions

The Industrial District/Avalon Corridor is generally composed of industrial buildings and vacant
lots along the north side of Harry Bridges Boulevard, between Lagoon Avenue and Broad
Avenue south of C Street, and 4 block located south of Harry Bridges Boulevard between Avalon
Boulevard and Marine Avenue, he majority of this-area is owned or leaged by the Port. The
Wilmington Waterfront District generally includes all land south of A Street to the Waterfront.
Currently, it is comprised of the following existing land uses: the existing Banning's Landing
Community Center, the existing Catalina Freight building, the existing National Polytechnic
College of Seience, as well as DWP-owned land and twa large oil storage tanks north of Water
Street and South of A Street and vacant land. The DWP Power Plant Area is generally to the
west of the Witmington Waterfront District and south of the Industrial District/Avalon Corridor.

This drea primarily consists of the Harbor Steam Plant, existing DWP owned vacant lots, a

peaker power station, and ofher DWP electrical infrastructure, Finally, the Avalon Triangle Park

area, to the southeast of the Industrial District/Avalon Corridor currently consists of a vacant lot, _

(See Figure 1 identifying existi ng conditions),

Table 1 below identifies the existing land uses, the square footage, and the water demand of e _

existing uses which will be altered or changed under the proposed project,
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Table 1 Estimate of Existing Water Use

Lecation Existing Land Use General Land Use . Bidg o Parcdl  Generation Factor  Gallons perTiny.
Sqmmre Footuge  Used to Estimate o
GPDY
Juchusteial Bekins Warchonse Warehousé 14,500 222 gpdf 1006 {3219
District/Avalon Building gr. Sq. &1,
Corridor '
Industrial Privare buildings Warehouse 41,260 222 gpdf 1000 | 915.97
Digtrict/Avalon South of Harry gr.-Sg. B
Corridor Bridges, North of A :
Streét, between
Avalon Blvd and
: Maring
- Indusirial DWE owned vacant Vaoant, barren 41,260 Assume O ;
District/Avalon lots south of Harry Iot gallonis per day
- Corridor. Bridges, north of A
Strect, betyveen
Avalon Bivd and
Marine
Industrial Police wailer {8E {ffice/ LA0 R8.8 gpd/ 1000 | 127.87
Distriet/Avalon corner of C Street and Commercial gr. 5g. 4t
Corridar Marine Ave) HEE
 Industrial Al POLA owned Vacant, barren 362,456 Aszume () Iy
District/Avalon " property north of ots sallons per day
Corridor | Harry Bridges without
buildings
Industrial - All FOLA owned Vacant, barren | 53,162 Assume 0 ]
District/Avalon property south of lots gatlons per day
Corrdior © | Harry Bridges, viorth
of A Street, between
Avalon Blvd and
Maring withont
“buildings.
Wilmingion DWP Oil Tanks | Yacant, basren 117,930 Assume 0 0
Watéerfront Lot gallons per day’
Wilmington DWE-Oif Toank Warehouse 19,000 2.2.epd 1000} 421.8
Waterfront Supporfing Buildings - gr. 5q. i
Wilmington DWP owned vacant Vacant, Barren | 98,900 Assumes 0 0
Waterfront lot along Avalon Lot Gallons per day -

Y Water generation factors are based on 111% of sewage generation factors given for different land uses in LA
CEQA Thresholds Guide
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Loention ﬁxish’ng Land Ese © General Land Use Bidg or Parcel Geveration Factor  Gallons per Day
: Square Foptage  Used 1o Estimate
GpPp!

Wilmington {--t-small suppory Warchouse 875 222 gpdf 1000 | 1942
Waterfront building o DWp ' zr. Sq, fi.

owied vacant lot

along Avalon '
Wilmington paking fot Parking 50,850 | 222 gpd/ 1000 | 1,128.87
Waterfront {south/southwest of #r. Sq. fu

Water Street and

Railroad, North of

Slip 3)
Wilmington Catalina Freight Warehouse 30,860 222 gpd/ 1000 | 685.1
Waterfront buildings _ gr. Sq: f. :
Witmington National Polytechnic | Trade or 2,370 13.32 gpd/ 333
Waterfront College of Science Vocational student

Hyperbaric Chamber | School (per s(,ﬁ:js:nrfss »

Building P sludents) : o
Wilmington SE corner of Hatry Vicant, barren 58,609.36 Agsmie 0 -
Waterfront Bridges Blvd and Lot “gatlons per day

Avalon Blvd

{ TOTAL 3,953.93 N

Purpose of the Proposed Project

The overall purposes of the proposed Project are to increase public access to the waterfront, improve
pedestrian connectivity from the Wilmington Community to the waterfront, allow additional visitor-
serving conimercial and tecreaticnal development; and improve the local economy and economic
sustainability of the community by improving the industrial area along Harry Bridges Boulevard and
Avalon Boulevard, The proposed Project seeks to achieve these goals by improving existing
infrastructure and providing new infrastructure facilities, providing waterfront linkages and
pedestrian enbancements, developing neighborhood and regional recreational apen space, and by
providing increased development and re¢ velopment opportunities in the industrial comridor and at
the Waterfront District, '

Estimate of Proposed Pro ject Water Use

Majo‘r elements of the proposed Project that alter the existing conditions and conld require
additional water beyond what is already currently being provided inchide the followin fi

* Open Space and Recreational Facilities throughout the entire proposed project area;

© 8.56- acre open lawn in the Industrial District/Avalon Corridor Area and the
Wilmington Waterfront District including all open lawn associated with the
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Railroad Green, the SE corner of Avalon Blvd and Harry Bridges for the plaza and
the land bridge,

o 1.04-acres of shrub vegetation with -irﬂ'gatibn aiojng the Red Car Line/Pedestrian
Cotridor/California Coastal Trail :

o Four rew water features (1 in Industrial District/Avalon Cortidor Area and 3 in
Wilmi'ngttm_wmerﬁ'on_t District)

o Approximately 456 trees throughout the entire project area

o A total of 70,000 square feet of Commercial development in the Industrial
District/Avalon Corridor area: '

o 12,000 square feet of restaurant facilities
o 58,000 squ_ai‘e—feﬁt of retail/mercado facilities
o Light Industrial development in the Industrial District/Avalon Conidor area:

o 150,000 squdre fest of light industrial building space north of Harry Bridges
Boulevard _ -

< Adaﬁt‘ive Reuse of the Beking Storage: Property (14,500 sq ft building) for a Red
Car Musenn

e Circulation & Parking in the Wilmington Waterfront District area;

¢ Three (3) surface parking lots: one lot providitg 51 spaces off of Fries Avente,
the second lot providing 71 spaces north of Baaning’s Landing under. the
pedestrian water bridge, and the third providing 148 spaces on the existing
LADWP site '
Seé Figure 3 for the identification and location of these major project cornponents. See Figure 3
for a conceptual rendering of the proposed Project and how it would be incorporated within the
surrounding landscape. ' '

Estimate of Proposed Project Water Use Assumptions

The following five assumptions are made in order to generate the water supply estirmate for the
proposed project.
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1. The water feature daily’ demands are based on evaporation rates and seepage and
splashing rates, which have been established based on typical conditions for the region,

2. The itrigation daily'demands are based on typical irrigation demands for the different
sutface covers:

* E,SQ0,0UO gallons per acre per year for lawns (excluding Avaton Triangle Park) or 1
inch per week'
¢ 800,000 gallons per acre per year for shrubs and trees or 0.5 inch per week

3. In accordance with the Harbor Department’s commilment (o reduce and conserve the
amount of water used in the proposed Project aren, infrastrocture would be tncorporated

to support the use of reclaimed water for landscaping purposes {parks, road mediaris),
Therefore, the proposéd project will use recycled water from the Terminal Eland Reverse

Osmosis facility. Currently, there is a 24 inch tecycled water mainline that runs from

Terminal Tsland to Harry Bridges Boulevard and along Broad Avenune, The proposed
project would include adding several mainlines off of this existing line so that all
landscaping and water features would be supplied with recyeled water (Per Table 2 4 tota
049,950 gallons per day). '

4. The proposed project inchudes a restroom with & toilets, 2 urinals, and 4 sinks, The
restroom demand is hased on expected daily use of the park. This vahie I expected to
vary greatly over the comze of the year. It is also expecied to be greatly influenced by
the scheduling of events at the park that may draw greater crowds, ‘

5. Please note, since the proposed Project includes a General Plan amendment to alter the
boundaries of the Port of Los Angeles Community Plan, the Wilmington-Harbor City
Community Plan, and Port Master Plan some of the land uses within the proposed Project

scenario would remain the same. Thaus, these existing land uses are not included ig the
‘Estimate of Existing Witer Use table or the Estimate of Proposed Water Use table,

¢ All uses within the DWP Power Plant Area will remain in their existing conditions .

-and capacities. ,

¢ Bamning’s Landing Community Center will remain in its existing condition and
capacity,

® All existing industrial and commetcial buildings located north of Harry Bridges
Boulevard that are leased from the Port will remain in their existing conditions and

o g b s s,

;
i
;
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capacities, with the exception of the Bekins’ Property Building which will remain,
though it would be adaptively reused and modified from a warehouse {0 a misseunt.

» All existing industrial and conunercial buildings located north of Harry Bridges

Boulevard that are privately owned will remain in their existing conditions and
capacities.

s The existing College of Oceancering and associated parking facilities will remain in '

its existing condition and capacity. _
» Avalon Triangle Park will remain in its existing capacity and will be constructed and
operated as a park under a separate project.

Table 2 below idéntifics the proposcd land uses, the square footage, and the water demiand of the
proposed Project uses.
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Table 2 Estimate of Proposed Project Water Use

Location Proposed project  Genernl Land Use Units Generation Factor  Gallons per Day’

Designated land Use - _ Used to Estimate
’ GPD*

Industrial Restaurant assuming | Commercial 12,000 square 333 gpdfseat | 3330

Bistrict/Avalon 100 seats teet of buildings | for full service

Corridor area indaor

. _ restauranis

Tndustrial Mereado Commercial 58,000 square | 88.8.gpd/ f000 | 5,150.4

District/Avalon feet of buildings | gr. Sq, #,

Corridor arga )

" Industrial Light Industrial Light Industcial 150,000 square | §8.8 gpd/ 1000 | 13,320

District/Avalon ' feet of buildings | gr. Sq. ft.

Corridot area 7 '

Indusirial Adaptive Reuse of | Museum 14,500 square 222 gpdf1O00 | 3219

District/Avalon -Bekins Storage feet of baildings | sf

Cornidor area Property

Industrial Lagoon Water Wiatter Feature N/AT | See Texr 16

District/Avalon Fealurg . Abeve

| Corridor area

Industrial Rail Road Green 1 acre (43,360

District/Avalon Sequare feet)

Corridor ares

| Wiknington Land bridge and
Waterfront Diswict | -other Wilinineton : . See Text .
1 Q111 2 i : 28 4

Waterfront Open Lawn 7.56 acres Above 38,220
Landscaped ateds (372,873.6

Wilmington 8E Corner of square feet)

Walerfront Disttict | Avalon Blvd and
Harry Bridges Blvd

Red Car Shrub vegetation | Shrub vegetation 1.04 acre See Text 2,324

Line/California : (45,3024 Above '

Coastal Trail square feet)

Wilmington South Water Water Feature N/A See Text 25

Waterfront District | Features Above

Wilmingten | North Water Feature | Water Feature N/A See Text 25

Watérfront District Above

‘Wilmingion Uppér Plaza Water | Water Feature N/A See Text 220

Waterfront District | Feature Above

* Water generation factors are based on 111% of sewage peneration factors given for different land uses in LA
CEQA Thresholds Guide
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Location Proposed project  Generat Land Use Unils Ceneration Factor  Gallons per Doy’
Designated hmd Use Used to Estimate
7 GPD?
Entire Préject Area | Trees Trees 456 Individual S_ﬂ“‘ Text 9,120
' trees Above
Entire Project Arex | I Restroom Restroom 5348 See Text 1,500
) Above
Entire Project Area. | 3 Parking Lots Parking 98,000 square | 222 gpd/1,000 | 2 4756
feet sf
Entire Project Area | Various Tocations of | Parking 0.9 aéres 222 gpd/1.000 | g 573 62
bardscaped plazas, - (431,244 sf) sf
sidewalks, efe.
Total Water Use 85,321.52
'I‘ctal Water Use (including use of ;ecycled water from Ternrinal 1sland) 35,371.52

In order to correctly estimate the projected water use of the proposed Project, ‘we requést a
meeting with DWP to discyss the methodology and water iisage rates that should be applied to
the proposed Project w1th the above elements. We look foxw‘nd to working with DWP on this

proposed Project.

Please find enclosed the $2,5_£30_ché¢k for the required WSA processing fee. Should you have

any questions, please do not hesitate to confact Jan Green Rebstock at (310) 732-3949,

4

RGA T G’R yo

ADP Ne. 35927-161

Sincerely,

Director o Envu

Fiiw: ¥A\_General Cimeul\!mm&-ﬁﬁﬂ‘}"? 16§ Wilmington Waterffon DevelopnienitiDWP WaterSupplyAsses 18-85 doe
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CITY PRANInG: ~ CITY OF LOS ANGELES

200 N. 5pRING 5TREET, ROOM 525 CALIFORNIA

Los AnceLes, CA 900124807

AND
6262 Van Nuvs BLvp., SumE 35+
Van News, CA 91401

CITY PLANNING COMMISSION
WILLIAM ROSCHEN
PRESID

REGINA M. FREER
VICE-PRESIEYENT
DIEGO CARDQSO
ROBIN R, HUGHFS

& g&aﬁmm . - ANTONIO R. VILLARAIGOSA

CINDY MONTAREZ MAYOR
MICHAELK WOO 0 oo . S

JAMES WILLIAMS
COMMISSIIN EXECUTIVE ASSISTANT
(213} 978-1360

January 8, 2009

Mr. James McDanief o

Senior Assistant General Manager for Water Systems
City of Los Angeles - Department of Water and Power
111 N. Hope Street, Room 1460 _ :
Los Angeles, CA 90012,

Dear Mr, McDaniel:

EXECUTIVE QFFICES

5. GAIL COLDBERG, AICP
DIRECTOR
{213) 9781271

VINCENT PP, BERTONI, AICP
DEPUTY DIRECTOR
{213) 978-1272

JOHN M. DUGAN, AlCP
DEPUTY QIRECTOR
(213) 978-1274

EVA YUAN-MCDANIEL
DEMUTY BIRECTOR
{13)978-1273

R 213) 9727 o

INFORMATION
(213} 978-1270

wiww.planning lacity. org

WILMINGTON WATERFRONT PROJECT GENERAL PLAN CONSISTENCY

ANALYSIS - UPDATED

The Los Angeles Harbor Department (the “Harbor Department”) is the lead agency,
pursuant to the California, Environmental Quality Act (CEQA) and the National
Environmental Policy ACT (NEPA) for the joint Environmental Impact Report (EIR) and
the Environmental Impact Statement (EIS) document that is being prepared for the
Wilmington Waterfront Project ("proposed project”). As proposed, the project is required
fo comply with the water supply assessment requirements of the State Water Code
(Section 10910-10915). The Depariment of City Planning is providing a statement of

consistency as requested by the Harbor Department.

The proposed project is located within the Port of Los Angeles Community Plan and
Wilmington-Harbor City Community Plan, which are both part of the land use element of
the City's General Plan. The Port of Los Angeles Community Plan was adopted by City
Council on September 28, 1982 (Council File 82-0400) and last amended on May 27,
1992, (AB 283 Open Space Zone Changes, Plan Amendments Council File 92-0163).
The Wilmington-Harbor City Community Plan was adopted by City Council on July 14,
1999 (Counci! File 98-1 618). The Los Angeles General Plan Framework was originally
adopted by City Councif on December 11, 1996, and re-adopted on August 8, 2001,

The proposed project includes General Plan Amendments to designate land from heavy
industrial use to open space and commercial use designations. Heavy industrial zone




uses typically have higher water demands than open space and commercial uses. The
proposed project that will include open space and commercial uses, allowed through
_ General Plan Amendments, should result in a reduction of water demand for the project

area. e e : e

Should you have any questions please do not hesitate to Conni Pallini-Tipton at (213)
978-1196.

Sincerely,

S. GAIL GOLDBERG, AICP
Director of Planning

ot
BETSY WEISMAN
Principal Gity Planner
SGG:BWicpt

cc: Jan Green-Rebsiock, POLA
David Matthewson, POLA

U:\betsyWater Usage - Wilmington Waterfront bw edits.doc
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THE PORT

OF LOS ANGELES 425 5, Palos Yerdes Sfrect PostOfflce Box 161 San Pedro, CA 907330151 TEL/IDD 310 SEA-PORT www.porioflosangeles.org

Antonio R Villaraigosa | Mayor, Cify of Los Angeles
Board of Harbor S, Bavid Freeman Jerliyn Lopez Mendoza Kaylynn L. Kim Douglas P. Krause  Joseph R, Radisich

Commissioners Fresident Vice President
RECEWED | xensrsrg,

Geraldine Knalz, Ph.D | Executive Drector

March 6, 2009

MAR 16 2000 AR 16 2000
Mr. James McDaniel _ '
Senior Assistant General Manager for Watdl S RERAUACES OFFIGE G”"ECUTWE Oﬁ\tﬁ
City of Los Angeles i

Department of Water and Power
111 North Hope Street, Room 1460
Los Angeles, CA 90012

SUBJECT: WATER CONSERVATION COMMITMENT LETTER FOR THE PORT OF
LOS ANGELES WILMINGTON WATERFRONT . DEVELOPMENT

PROJECT

Dear Mr. McDaniel:

The Los Angeles Harbor Department {the “Harbor Depariment”) is the Lead Agency,
pursuant to the California Envircnmental Quality Act (CEQA) for the Environmental
Impact Report (EIR) document that is being prepared for the Wilmington Waterfront
Development Project (“proposed Project"}.

The Harbor Department would first like to take this opportunity to thank you for allowing
Us to better identify and quantify the water consetvation measures we will be
implementing for the proposed Project. The Project area éncompasses approximately

..§ 60 acres with portions located within the existing boundaries of the Port of Los Angeles
§ Community Plan, the existing Wilmington-Harbor City community Plan and the existing
@ Port Master Plan. it is adjacent to the community of Wilmington, to the north, and the
5 proposed Project is west of the nearby San Pedro Community. The Project site is
f’sv? generally bounded by Lagoon Avenue to the west, Broad Avenue to the east, G Street
o to the north, and Banning’s Landing and Slip No. 5 at the south in Wilmington and Port
53 areas, respectively. The site also includes the Red Car Extension and California
-8 Coastal Trail linkage, which would encompass an additional 30 acres, beginning in the
g2 west at Vincent Thomas Bridge, moving along Front Street to John S. Gibson
e Boulevard, and then along Harry Bridges Boulevard untilit reaches Avalon Boulevard in
35 the east,

= o

® The overall pumposes of the proposed Project are to increase public access to the
S waterfront; improve pedestrian connectivity from the Wilmington Community to the
§ E watsrfront; allow additional visitor-serving commercial and recreational development;

and, improve the local economy and economic sustainability of the community by
improving the industri along Harry Bridges Boulevard and Avalon Boulevard,
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The proposed Project seeks to achieve these goals by improving existing infrastructure
and providing new infrastructure facilities, providing waterfront linkages and pedestrian
enhancements, developing neighborhood and regional recreational open space, and by

providing increased development and redevelopment opportunities in the -industrial--- -}

corridor and at the Waterfront District.

Listed below are the conservation meastires we commit to implement and the estimated
efficiency of each measure:

__Existing Facilities
Water Consetvation  Landscaped Areas Approximate Estimated
Measure - {project locations) Fixture Efficiency
‘ : Count where
where available
applicable {flow rate,
(each) or cycles, etc.)
a landscaped .
" area (sf)

Retrofit existing - 10 sach 1.28 gpf

buildings with high

efficiency toilets -

Retrofit existing - 5each 0.5 gpf

buildings with high - - '

efficiency urinals

Retrofit existing - _ 11 each - 1.5¢gpm

buildings with high :

efficiency faucets

Retrofit existing parks = Avalon Triangle Park 42,205 sf N/A

and streetscapes to

utilize recycled water

(i.e.: purple pipe

irrigation systern)
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New Construction
Water Conservation  Landscaped Areas  Approximate Estimated
Measure : {project locations) Fixture “Efficiency -
Count where
where available
applicable (flow rate,
(each) or . cycles, etc.)
landscaped :
area (sf)
Utilize bathroom faucet 32 each 0.5 gpm
-| aerators in new
bulldings
Utilize self-closing 8 each -
faucets in new public ' :
restrooms
Utilize high efficiency ’ 6 each 0.5 gpf
urinals in new ' :
buildings
Utilize high efficiency ' 36 each 1.28 gpf
toilets in new buildings
Install dual plumbing to : 42 each 1.28 gpf
utilize recycled water
to flush high efficiency
toilets and urinals in
new buildings
Utilize break room ' 32 each - 1.5 gpm
faucet aerators in new : _ '
buildings
Prohibit single pass _ _ _
cooling systems - All new cooling systems will be closed loop.

Utilize air cooled chiller
with variable frequency
drive motors in new
buildings

If chillers are used, cooling tower water treatment will
_be limited to 5.5 cycles of concentration (COC).
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Utilize weather-based  See landscaped areas - -

irrigation controller for  listed below '

landscapes of 2,500~ . .

s.f. ormore

Utilize recYcled water  See landscaped areas - -

to irrigate new parks listed below

and sirestscaped —

areas (ie. plumbed

with purple pipe) and

to filt all water features

Landscaped Areas: Red Car Ling/California  45,302-sf N/A
Coastal Trail Shrub - -
Vegetation

* Ralil Road Green 43,560-sf N/A

Land Bridge and 372,873:sf  N/A
Wilmington Waterfront
Landscaped areas
(including SE comer of
Avalon Bivd and Harry
Bridges Blvd)

Water Features: South Bridge Water 14,640-sf . N/A
Feature (1,715 gpd) surface area
North Bridge Water - 14,640-sf N/A
Feature (1,715 gpd) surface area
Upper Plaza Water 25,365-sf N/A

_ Feature (5,950 gpd) surface area

Lagoon Water Feature  1,850-sf N/A
(435 gpd) surface area

- At least 10% of the planting pa!etté of the new landscaped areas identified above will
include drought tolerant native plants. The Wilmington Waterfront Project will also
comply with the Standard Urban Stormwater Mitigation Plan (SUSMP).
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The proposed Project will use fecyc!ed water to flush toilets and urinals in new buildings
and for landscaping and water features from the existing 24 inch recycled water
mainiine that runs from Terminal Island to Harry Bridges Boulevard and along Broad -

Avenue. The Harbor Department agrees o connect to the LADWP recycled water

supply pipeline(s) when a mutually agreed connection point(s) is identified along the
existing 24-inch recycled water mainline,

We look forward to working with LADWP and implementing these conservation
measures for the proposed Project. Should you have any questions, please do not
hesitate to contact the Wilmington Waterfront Development Project Environmental
Project Manager Jan Green Rebstock at (310) 732-3949.

Sincerely,

MICHAEL R. CHRISTENSEN
Deputy Executive Director

cc:  David Libatique, Mayor's Office
Tom Erb, LADWP
Jan Green Rebstock, LAHD, Env. Mgmt. Div,‘
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LADWP Water Supj:)!ir Assessment Worksheet -




CITY OF LOS ANGELES
DEPARTMENT OF WATER AND POWER
WATER SUPPLY ASSESSMENT WORKSHEET - 2009

This workshee! estimates water demands arising from water supply assessment request from developers.
Water Supply Assessments are performed in compliance with California Water Code Sections 10910-10915.,

A (8 Cr=B\-A

Assess, Project LADWP Board} Present Baseiine Projected Total Net Increase/Decrease
Number Action Date Water Use Water Use Over Baseline Usea
(afy) {afy) (afy)
1 Port of Los Angeles San Pedro Waterfront Project pending 377 542 165
2 Port of Los Angeles Wilmington Waterfront pending 5 21 16
Development Project
3 |Plaza at the Glen pending 66 252 186
Notes:

{1) Projacted and planned for Increase in water use is contained in LADWP's Year 2005 Urban Water Menagement Plan. The Plan estimates for a 17% increase {115,000 acra-fest) from
year 2005 through 2030, ’
(2) Present Baseline Water Use Is the most recent water use for the Projact site, prior to the proposed (ra)develepment. ’ ;
{3} Projected Total Water Use is based on proposed (ra)development usage, using factors In the City of Los Angeles Bureau of Sanltation Sewar Generation Rates table, ;
{4) Column (C} is the net increase/decreass in demand with respect to the Present Basaline Water: Use shown In Column (A)'. The water damand projection i LADWP's Year 2005 Urban
Water Managemant Plan is based on cliywide growth in water use, YWhen taken in its entire sum, the projects to date in this table are within the aplicipated and plannad growth in
water use within the City of Los Angeles, All projects above are within the anticipated and planned cltywide growth rate of 17% through the year 2030,
The water damands shown in this table and other watar use not subject fo a Water Supply Assassment within LADWE's service area will be taken into account during LADWP's
next Urban Water Management Flan update in 2010.
{5} Definltion: afy - acre feet per yaar.
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: Adjudicatéd Groundwater Basin Judgnie_nts‘ '
» San Fernando Basm Judgment No. 650078 °

-Sylmar Basm Judgment No. 650079

« Central Bas in— Judgment No. ?86656
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SUPERI@R COURT OF THE‘STATE ‘OF CALIFORNIA
FOR, THE COUN’I‘Y OF 108 ANGELES

.

THE CIeY OF LGS ANGELBS .
Ptamtsz : " Now 658079
vs. - “FUDGMENT
C{TY OF-SAN FERNANDO ET Al

Defendants. )

. ;

-

. 'I"herc: fDIlcws bfceasccutwc pagmg Recitals {pagb . Dcﬁmtx@ns and List of Attachmcnts _ ' .
(paécs it 6) Demgnation of Partxcs (page ), Dcclaratton e Gcology and Hydmlogy (pagcs . ‘
6o }2) Declaratlon of nghts (pagcs 12t ZL)- injuncutms (pages 21 1022); Gautmumg

- g Junsdtctmn. (pagc 23) Watcrmastcr {pages23 (o 29) Phys:cal Solutum (pagcs 29 to 34) and

- Mtsccllaueous Provisiofis (pages 34 'te 35, anid Attachmenw{pagcs 36 to 46). E-ach and ali of

'saxd several parts constitutea smglc: mtegtated ¥ udgmcnt heréin:
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-4 23 Scparatc Ground Water Basins. The phys:ca! and geologxc characteristics of cach

~ofthe ground water basms Eagic rock, Sylmar, Vcrdugo and San Fernando, cause impediments.

to mter-basm ground water flow whereby thcrc is created Scparate undergmund rcsr:rvmrs Each
of said basms ccmtams a common source of watér supply to part:cs cxtracﬂng ground water from

each of said basms “The amount of undcrflaw from Sylotiar Basm Verdugo Basm and Eaglc

- Rock Basin to San Femando Basm is relatively small and on the average has bcen

;apprommatc[y 540 acre fect pcr ycar from the Syimar Basm 80 acre fcet per year from Vcrdugo Il .

Basin; and 50 acre feet pct yéar from Eaglc Réck Basm. Each bas physaographm gcolog:c and

’ hydrolog;c dtffcrences one from the: othcr and each méeéls thc hydrologtc dcfimtzon of “basin”
. The' cxtmctzons of water irithe respcctwe basins affect thc other watér users within that basin but |
‘ do not srgmﬁcanﬂy or matmal! y affect thd'ground wdtcr icVefs in a‘ny of the. other basins, The- .

_ undcrgfound rcscrvous of Bagle Rock Verdugo and Sylmir Basins are mdcpcndcnt of.one R :

. anothcr and of the: San Femando Basia.

#2 4 ‘Safe Y"‘eld and Native Safe Y”cld. Tht: s%cfe ymid and native, safe y;eld stated in

. acre feet, of thc three largest basins for the year 1964265 was as foltows:

Basia  © . - " Safe Yield ) Native' S_afc Yield
SanFefnando 90,680 .- 43:660 .
 Sylmac, 6210 © . -j,éso
. Verdugo | . 7'156' :,.-._, Lo 3590

: The safe yzcld oE Eag{e Rock Basm is derxved fram 1mportcd water de{wercd by Los Angclcs

'I‘hcre isno mcasutable native-safe yic[d

4.2_5 Scparatc Basios - Separate R:ghts ‘The rights of the. part:,cs torextract gmund

W&lcr withm ULARA are sepdeate and distmct as thhm each of the several. grou nd water basms

withig saad watershed. o - ' ' , . \

42.6 Hydtblog:c Ccmd1t10n of Basins. The scveral basins w:thm ULARA are in varymg

hydrolopic cond:t;ons ‘which resultin d:fferent fegal consequcnccs

4 2.6.1 San Femando Basm- The ficst fall year of ovcrdraft in San chaudo

Basin wis 1954-55 It remained in overdraft contmuously uAtit 1968, when an m_;unctxon i '

B «
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| - SUPERIOR COURT GF’_‘THé%‘-TA_TE OF CALIFORNIA _' ‘

REPLENISHMENT DISTRICT, etc.,

1.

Plamuff,)

A ' ¥
. . 3
oY
Do

CHARLES B ADARS, af 2L,

: Dcfcndaut';.)

i Fok "THE COUNTY Qp-mé m_rgié-:;ﬁs -.

_ LAGERLOF SENICAL DRESCHER& SW[E"T‘,' :

‘No.786656 e
SECOND AMBNDED
JUDGMENT -

{Dcclarmg and nstabhshu;g water nghts n
'Ceiitral Basin and enjoining extractions .
thcrcfmm in exCoss of spccxﬁed quanf:zt:cs )

N
CITY OF LAKEWOOD 1 rnumapal R

corporatma

Y. -

20.

22

23

25

26

- 27

Cross Dcfcndants

J
. ) atety .
o Crcss Camplaznt,) _—

Thc abowc—cnutisd mattec du!y and rcgularl y cage on for tmal in Department 73

= ’ of the abovevcnmlcd Court (havmg be:ca 1ransfcrred therf:to from Dcpartmcnt 75 by ordcf of the’
2q -

.presiding Iudgc) bcfora lhe IIonorablc Edmitad, M Moor specially asmgncd Judge, oaMay 17,

1965, at iD 00 a.m. Plamtlff wasg rcprcscnted by xts attorneys BEWLEY I\NOOP

$B 257081 vi: 1)571-‘(.0095
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of the close ofthe water }}'Cﬂf cndm g Septcmbcr 30; 1978 in aceordance with the Watermastcr

Reports on F te with this Court and the récords of the” Piamtlff Thxs tabulation dogs not take mto

' account addmons or subtractions frorm any Allowcd Pumpmg Aiiocaﬂon of a producer for the

197879 wa’ter year, nor other ad_;ustments nat representing changc in fee ﬂtle. to watcr r1ghts

oo
such as Ieases of watcr rights, nor. does it include thc Rames of lessees of Iandownc:rs where thc

lessces aie f;xe:ms in g the water rl ghts, The exercasc of all water rights is subject, howcvcr, to thc

. prowswns of this J udgmcnt 15 heeinafter contained. AII of said rights are of the same iegal

force and effect and are wnthout pmoﬂty With referenéie tﬁ cach other. Bach party whosc namc is

heremafter Set forth i the ﬁ:bulatxon st forth e Appcndxx " of thls judgment, aﬂd after whosc

'namc thére appcars undcr thc column "Total Watc:: Rxght" the ﬁgurc "g" OWRS 10 nghtsto .
’ extraet any gzoum{. waler _ftQm Central Basm;-.aqgi_ ha; no mg‘nt to extract apt;g gfouz;d ‘watcr T"rom-

T CentraIBasm.

(b} Bs:fcudant Ttie Clty of Los Augc{es 13 thc owmr of the right to: extract ﬁftccﬂ
thousand {15 000) acrc ﬂ:ct pcr innurrol ground watcr from Ccntml Basm Dcfcndant
Dcpa:tmcnt of Water and Power of the Cxty of Los Angclcs has no nght to cxtmct ground water”

trom Centfal Basin c,xccpt insofaras it has the_: tight, powcr, duty or obligation on behalf of.

defendant THe City -of"Los Asigelés :o"e;ée‘:tisc the watet fighté in Central Basiil of defendact The

" City of Los. Angc{cs ’f‘ht cxcrcisc of said rlghts ate sub_;cct ho';vcvcr to fhie prawszons of thls

JLIdgmcnt hercafter contamcd 1nc1udmg but not limitéd fo, sharmg wx{h other pames inany

. subscquent decreascs or incieases io thc quantxty of extractions pcrmmcd from Central Basin,

© putsuant to contmumg jGI’iSdlCtiOﬂ of the Court “on the basxs that fiftcen thousaad (15, 000) acre

fcct bears to the Allowed Pumpmg A!Iocattons of the othcr parttcs

(c) No party to th:s action is the ownet ofor has any right to’ cxt,ract ground water

. from Ccntral Basm except as hetein afﬁnuatwely deterrmncd

2 Partlcs Emomcd as chards Quanutms of Extractlons
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: Water Supply Asses;snient Provisions
California Water Code Section 10810-10915 -




WATER CODE
SECTION 10910-10915

10910. (a) Any city or county that determines that a project, as
defined in Section 10912, is subject to the California Environmental
Quality Act (Division 13 (commencing with Section 21000) of the
Public Resources Code) under Section 21080 of the Public Resources
Code shall comply with this pazrt. -

(b) The city or county, at the time that it determines whether an
environmental impact report, a negative declaration, or a mitigated
negative declaration is required for any project subject to the
california Environmental Quality Act pursuant to Section 2108C.1 of
~ the Public Resources Code, shall identify any water system that is,

or may become as a result of supplying water to the project
identified pursuant to this subdivision, a public water system, as
defined in Section 10912, that may supply water for the project. If’
the city or county is not able to identify any public water system
that may supply water for the project, the city or county shall
prepare the water assessment required by this part after consulting
with any entity serving domestic water supplies whose service area
includes the project site, the local agency formation commisgsion, and
any public water system adjacent to the project site,

(c} (1) The city or county, at the time it makes the determination
required under Section 21080.1 of the Public Resources Code, shall
request each public water system identified pursuant to subdivision
{(p) to determine whether the projected water demand associated with a
proposed project was included as part of the most recently adopted
urban water management plan adopted pursuant to Part 2.6 (commencing
with Section 10610).

{(2) If the projected water demand associated with the propecsed
project was accounted for in the most recently adopted urban water
management plan, the public water system may incorporate the
requested information from the urban water management plan in
preparing the elements of the assessment required to comply with
subdivisicns (d), (e), {f), and (g}.

{3) If the projected water demand asscciated with the proposed
project was not aceounted for in the most recently adopted urban
water management plan, or the public water system has no urkan water
management plan, the water supply assessment for the project shall
include a discussion with regard to whether the public water system's
total projected water supplies available during normal, single dry,
and multiple dry water years during a 20-year projection will meet
the projected water demand associated with the proposed projsct, in
addition to the public water system's existing and planned future
uses, including agriculturazl and manufacturing uses.

{4) If the city or county is required to comply with this part
pursuant to subdivision (b), the water supply assessment for the
project shall include a discussion with regard to whether the total
projected water supplies, determined to be available by the city or
county for the project during ncrmal, single dry, and multiple dry
water years during a 20-year projection, will mest the projected
water demand associated with the proposed project, in addition to
existing and planned future uses, including agricultural and
manufacturing uses.

{d) (1) The asgessment required by this section shall include an
identification of any existing water supply entitlements, water
rights, or water service contracts relevant to the identified water




supply for the proposed project, and a description of the quantities
of water received in prior years by the public water system, or the
city or county if either is required to comply with this part - .
pursuant to subdivision (b), under the existing water supply '
entitlements, water rights, or water service contracts.

{2) An identification of existing water supply entitlements, water
rights, or water service contracts held by the public water system,
or the city or county if either is required to comply with this part’
pursuant to subdivision (b), shall be demonstrated by providing
information related to all of the following:

(A} Written contracts or other procf of entitlement to an
identified water supply.

(B) Coples of a capital outlay program for financing the delivery
of a water supply that has been adopted by the public water system.

(C) Federal, state, and local permits for construction of
necessary infrastructure associated with delivering the water supply.

{D} Any necessary regulatory approvals that are reguired in order
to be able to convey or deliver the water supply. :
(e) If no water has been received in priecr years by the public
water system, or the city oxr county if either is required to comply
with this part pursuant to subdivision (b), under the existing water

supply entitlements, water rights, or water service contracts, the
public water system, or the city or county if either is required to
comply with this part pursuant to subdivision (b), shall also include
in its water supply assessment pursuant to subdivision (c), an
identification of the othér public water systems or water service
contractholders that receive a water supply or have existing water
supply entitlements, water rights, or water service contracts, to the
same source of water as the public water system, or the city or
county if either is required to comply with this part pursuant to
subdivision (b), has identified as a source of water supply within
its water supply =zssessments. .

(£) If a water supply for a proposed project includes groundwater,
the following additional information shall be included in the water
supply assessment:

{1} A review of any information contained in #he urban water
management plan relevant to the identified water supply for the.
proposed project.

{2) A description of any groundwater basin or basins from which
the proposed project will be suppliied. For those basins for which a
court or the board has adjudicated the rights to pump groundwater, a
copy of the order or decree adopted by the court or the board and a
description of the amount of groundwater the public water system, or
the city or county if either is required to comply with this part
pursuant to subdivision (b), has the legal right te pump under the
order or decres. For basins that have not been adjudicated,
information as to whether the department has identified the basin or
basins as overdrafted or has projected that the basin will become
overdrafted if present management conditions continue, in the most
current bulletin of the department that characterizes the condition
of the groundwater basin, and a detailed description by the public
water system, or the city or county if either is required to comply -
with this part pursuant to subdivision (b), of the efforts being
undertaken in the basin or basins to ellmlnate the long-term
overdraft condition.

(3) A detailed description and analysis of the amount and location
of groundwater pumped by the public water system, or the city or
county if either is required to comply with this part pursuant to
subdivision (b), for the past five vears from any groundwater basin




from which the proposed project will be supplied. The description
and analysis shall be based on information that is reasonably
available, including, but not limited to, historic use  recoxds.

{4) A detailed description and analysis of the amount and location
of groundwater that is projected to be pumped by the public water
system, or the city or county if either is required to comply with
this part pursuant to subdivision (b), from any basin from which the
proposed project will be supplied., The description and analysis
shall be based on information that is reasonably available,
inecluding, but not limited to, historic use records.

(5) An analysis of the sufficiency of the groundwater from the
basin or basins from which the proposed project will be supplied to
meet the projected water demand associated with the proposed project.

A water supply assessment shall not be required to include the
information required by this paragraph if the public water system
determines, as part of the review required by paragraph (1), that the
sufficiency of groundwater necessary to meet the initial and
projected water demand associated with the project was addressed in
the description and analysis required by paragraph (4) of subdivision
(b) of Section 10631.

{g) (1) Subject to paragraph (2), the governing body of each
public water system shall submit the assessment te the city or cocunty
not later than 90 days from the date on which the request was '
received. The governing body of each public water system, Or the
city or county if either is required to comply with this act pursuant
to subdivision (b), shall;approve the assessment prepared pursuant
£o this section at a regular or special meeting. '

(2) Pricr to the expiratiocn of the 90-day period, if the public’
water system intends to request an axtension of time to prepare and
adopt the assessment, the public water system shall meet with the
city or county to request an extension of time, which shall not
exceed 30 days, to prepare and adopt the assessment. _

(3) If the public water system fails to request an extension of
time, or fails to submit the assessment notwithstanding the extension
of time granted pursuant to paragraph (2}, the city or county may
seek a writ of mandamus to compel the governing body of the public
water system to comply with the regquirements of this part relating to
the submission of the water supply assessment.

(h) Notwithstanding any other provision of this part, if a project
has been the subject of a water supply assessment that complies with
the requirements of this part, no additional water supply assessment
shall be regquired for subsequent projects that were part of a larger
project for which a water supply assessment was completed and that
has complied with the requirements of this part and for which the
public water system, or the city or county if either is required to
comply with this part pursuant to subdivision (b}, has concluded that
its water supplies are sufficient to meet the projected water demand
associated with the proposed project, in addition to the exlsting
and planned future uses, including, but not limited to, agricultural
and industrizal uses, unless one or more of the follewing changes
occurs: :

(1) Changes in the project that result in a substantial increase
in water demand for the project.

{2} Changes in the circumstances or conditions substantially
affecting the ability of the public water system, or the city or
county if either is required to comply with this part pursuant to
subdivision (b), to provide a sufficient supply of watex for the

project. :
"7 (3) Significant new information becomes available which was not

known and could not have been known at the time when the assessment




was prepared.

10911. (a) If, as a result of its assessment, the public water
system concludes that its water supplies are, or will be,
insufficient, the public water system shall provide to the city or
county its plans for acquiring additional water supplies, setting
forth the measures that are being undertaken to acquire and develop
those water supplies. If the city or county, if either is required
tc comply with this part pursuant to subdivision {b), concludes as a
result of its assessment, that water supplies are, or will be,
insufficient, the city or county shall include in its water supply
assessment its plans for acquiring additional water supplies, setting
forth the measures that are being undertaken to acquire.and develop
those water supplies. Those plans may include, but are not limited
to, information concerning all of the following:

(1) The estimated total costs, and the proposed method of
financing the costs, associated with acquiring the additicnal water
supplies,.

(2) All federal, state, and local permits, approvals, or _
entitlements that are anticipated to be required in order to acquire
ahd develop the additional water supplies.

(3} Based on the considerations set forth in paragraphs (1} and
(2}, the estimated timeframes within which the public water system,
or the ¢ity or county if either i1s required to comply with this part
pursuant to subdivision (b), expects tc be able to acquire additional
water supplies. '

{b) The city or county shall include the water supply assessment
provided pursuant to Section 10910, and any information provided
pursuant to subdivision (a), in any environmentzl document prepared
for the project pursuant to Division 13 (commencing with Sectien
21000) of the Public Rescources Code.

(¢} The city or county may include in any environmental document
an evaluation of any information included in that environmental
decument provided pursuant to subdivision (b). The city or cocunty
shall determine, based on the entire rescord, whether projected water
supplies will be sufficient to satisfy the demands of the project, in
addition to existing and planned future uses. If the city or ccunty
determines that water suppliss will not be sufficient, the city or
county shall include that determination in its findings for the
project.

10912. For the purposes of this part, the fcllowing terms have the
following meanings: ' ‘

(a} "Project” means any of the following:

(1) A propcsed residential development of more than 500 dwelling
units.

{(2) A preoposed shopping center or business establishment employing
more than 1,000 persons or having more than 500,000 square feet of
flocr space.

(3} A proposed commercial office building employing more than
1,000 persons or having more than 250,000 square feet of floor space.

(4} A proposed heotel or motel, or both, having more than 500
rooms. ,

(5) A proposed industrial, manufacturing, or processing plant, or
industrial park planned to house more thaan 1,000 persons, occupying
more than 40 acres of land, or having more than 650,000 square feet




of floor area. )

(6) A mixed-use project that includes one oOr more of the projects
specified in this subdivision.

{7) A project that would demand an amocunt of water egquivalent to,
or greater than, the amcunt of water required by a 500 dwelling unit
project. ' :

(p) If a public water system has fewer than 5,000 service
connections, then "project” means any proposed residential, business,
commercial, hotel or motel, or industrial develcpment that would
account for an increase of 10 percent or more in the nunber of the
public water system's existing service connections, or a mixed-use-
project that would demand an amount of water eguivalent to, or
greater than, the amount of water required by residential development
that would represent an increase of 10 percent or more in the number
of the public water system's existing service connections.

{c) "Public water system" means a system for the provision of
piped water to the public for human consumption that has 3000 or more
service connections. A publiec water system includes all of the
following:

(1} Any collection, treatment, storage, and distribution facility
under control of the operator of the system which is used primarily
in connection with the system.

(2) Any collection or pretreatment storage facility not under the
control of the operator that is used primarily in connection with the
system. ’

(3) Any person who treats water on behalf of one or more public
water systems for the purpose of rendering it safe for human
consumption. )

10914. (a) Nothing in this part is intended to create a right or
entitlement to water service or any specific level of water service.

(b) Nothing in this part is intended to either impose, expand, or
limit any duty concerning the obligation of a public water system to
provide certain service to its existing customers or to any future
potential customers. E .

{c) Nothing in this part is intended to modify or otherwise change
existing law with respect to projects which are not subject to this
part.

(d) This part applies only to a project for which a notice of
preparation is submitted on or after January 1, 1996,

10915. The County of San Diego is deemed to comply with this part
if the Office of Planning and Research determines that all of the
following conditions have been met:

(a) Proposition C, as approved by the voters of the County cf San
Diego in .November 1988, requires the development of a regional growth
management plan and directs the establishment of a regional planning
and growth management review board.

(b) The County of San Diego and the cities in the county, by
agreement, designate the San Diego Association of Governments as that
review board.

{¢) A regicnal growth management strategy that provides for a
comprehensive regional strategy and a coordinated econcmic
development and growth management program has been developed pursuant
to Proposition C. :

(d} The regional growth management strategy includes a water




element to coordinate planning for water that is consistent with the
reguirements of this part. _

(e} The San Diego County Water Authority, by agreement with the
San Diegc Association of Governments in its capacity as the review
board, uses the asscciation's most recent regional growth forecasts -
for planning purposes and to implement the water element of the
strategy.

{f) The procedures established by the review board fer the
development and approval of the regional growth management strategy,
including the water element and any certification process established
to ensure that a project is consistent with that element, comply
with the requirements of this part.

(g) The environmental documents for a project located in the
County of San Diego include information that accomplishes the same
purposes as a water supply assessment that is prepared pursuant te
Section 10910. ‘




~ Appendix G

. Mstropoltan Water District of Southern Californfa”




APPENDIX A

T]i_e Metropolitan Water District

of Southern California

--Hgn\\‘;‘;@ﬁfﬁ
DRIt

PO L

2

e

e AT
I s

1'At‘tf;lcl'u:d to Official Statement dated January 15, 2009, for $200,600,000 The Metropolitan Water District of Southern
California Water Revenue Bonds, 2008 Authorization, Series A. _




TABLE OF CONTENTS

INTRODUCTION ...oouomeeeeceerrrrreesssnre T OO 1
FOrmation and PUIPOSE .........cuuieeereumreeesssressmessessmsecsessassesssssssesesssssseesssssssssesmses oo seesees 1
Member Agencies b e b ettt as e eae e sennne et ennsenennneseeseeene s |
SEIVICE ATCA.cuvvvurrrumsncscessoisenarsas s ansersssssssssssssssssseseesessssssesessssessesssess e e R 2

METROPOLITAN'S WATER SUPPLY oo ceeeeosmereersssoersssssses oo oo 2
Integrated Water RESOUICES PIAN .......iveerreceesesnreenesssecsesissssssmseessssemessssssessesoeseee s sens 3
The Preferred ReSOUICE MiX...ouuiruuruerreseeeneeseessssessenseesssesseesesssosso, e eer e 3
StALE WALET PIOJECT couveuvivssieeercrceseceecinssconseems e ser st esseseesessscessssaeee e s ss s ssessems 5
Colorado River Aqueduct.... S et srsessess 13
Water Transfer and Exchange Programs ............................................................................ 22
Storage Capacity and Water il SEOFAZE w.uwrreeruuereeeresssveeeeeseomeeeesereesesssesseosssesseeeseee s 24
Five-Year Supply Plan ... eresinsscesseseeseseeessessssesessesessesses e SN 27
Water COMSETVALION ..cove.vcveciverererseceesrerssssaresssessssebssseesesesesesessesssssssssesss s senseeseesesse e 29
Drought and Resources Management PIANS ............v....coveereeeemmensemssssssssosssoseoossosoeoosossoens 30

REGIONAL WATER RES OURCES ...t ttrrrcereerstsssrsses s bestesssssseesessseeseesssses s s 31
L0S ANGEIES AQUEAUCE......cveevcrrvtrreeeeesieesssssssea s seereseesssssssssesssssessses e ee oo es e 32

~ Local Water Supphes .............................................. 33

METROPOLITAN'S WATER, DELIVERY SYSTEM ......................................................... 35
Method of DElIVELY ......cceeceeeeeeesseeeeeeseese e seesss e e e et ersnetaas 35
WaLEL TIEALMENL o.......ooveireesiceese s cerveseeessensaseeeesseeesss e ssssseeeestsss s seseeen s N T
SeiSMIC CONSIEIALIONS . ..u..cuurereserrumerraesssseee e s st eessemeseeesessssesessesees e seeese s 38
SECUILY MEASUIES ....v.evursevesirrsvmseessecesssssesns e cseseeseesssssnsasesmsesemesseeessssseseessosss e esss e 40

CAPITAL INVESTMENT PLAN. .cooooemeeessrsseemseeseesessesees oo oo . 40
GEnEral DESCTIPHON cu..vvuceeccceurmesressssisnssseesssees e ssssessesassoessesmsesseesesssseesseeessse oo eenssseoes 40
Iland FEEAer PIOJECT 1vvvuuuuuisuommessressaserssssssaeessssneessssssssassasssaceemeesessssesssesssesseeenensesesn 40
Other Major Projects of Metropolitan’s Capital Investment 3%\ DT 41
Capital Investment Plan FINAnCING ...........eveveereeosioveeseesseseesssssessassssesses e sseemeesoen o 44
Projection of Capital Investment Plan EXpendittres ... eeereoeeeeesssoesoosooooooososooone 45

GOVERNANCE AND MANAGEMENT ...covvvtvueesumessssseeecsesseeeemseossesssseeeeeeeeeenesessesen 46
B0ard 0F DIECLOS.....vuvrerseresnercrssenmsseessseseesseseeeseseessesssssassessossessses s e oo recrersrnrsaensane 46
MANAZEIMENL . etcvvurrr st rsssusescencssnasemsssessassesess s esssas s sssseessesseeeesmsassses s oeesssmesesseseeenn 46
Employee REIAHONS v...vvuvusscisvecssionecesenmesssssssssssssssesssssessssssesssessssesssesssessesssemsesoeessn e 49
Risk Management e b bR Rt e esnenrane 50

METROPOLITAN REVENUES.......covvcccmmmmerssmmsesssssssssssssssessesersmsssssssessssssmsssesesseees s 50
GEIETAL oottt st eeess s cessss s sttt ser s seeeeeee s e ee o 50
Summary of RECEIPS BY SOULCE .u.vvveuemruersrsrsseneesssseeeseseasionsieessesssseeessseesssssessssseeoesees oo 51
Revenue Allocation Policy and Tax Revenues... 51
WALET SaleS REVEIUES ....oceevereerrcrsssesssereeceoessesssssess s sssseseesseseeess s ss e e eseees 52
RALE SHUCHULE vttt eevssscstsesesessssescese s s s ssssssssssscssssmsensseesssssesesses e eseesesseess e 53

i

Appendix A to Official Statement dated January 15, 2009




Member Agency PUrchase OFders ....orrrsumiuirmmeressemmsrsssrsessssssssssns s ssassesmessrsssssssecesssess
C12SSES OF WALEL SEIVICE cunveeeevieeeeesesanmrreessareesensessasasaess i s st sa s sa s e st asa rasns 54
Water Rates by Water Category .....coeenveuns tetemtetseeseararatREieRISaRIRIS e LR iR e s e RS A R eSS s 55
Additional Revenue COMPONENLS ... reeemressrecrsessessmrssmsssisserrsmmsrtssisissesssssssmsssssassssssasssesss 30
Reserve Policy ...oeeneee .57
Wheeling and Exchange Chargcs .58
Hydroelectric Power Recovery Revenues .......................................................................... 58
Principal CUSLOMIETS ..vuersurercessusssssnnessssseasessnesrrserss mantenmsstesssssass s bbb s sans . 1
Preferential RIGHES .uoererrrreesceinirsasuimsesesnsssassesstsss it s sasasas s sssscasssasassasss s
PIOPOSIION 218 covurruerserseeomrmsnitsesssssssssssressrec s b s s 08 59
Investment of Moneys in Funds and Accounts.......oimrsscininnneens reenntoners e nennaas 60
METROPOLITAN EXPENDITURES......cvcoursiucssmmsmmmssasstssessessssssnsenstssestastsssessassissensnasenss 62
Revenue Bond TNdebteaness ... ..o reveecsvererrsressssismsmsesssseamersssssseressamcsssmamstsesstsssasss sassnasenss 63
Limitations on Additional Revente Bonds.....cuiernesrsnms it 65
Variable Rate and Swap Obhgatmns ' . 65
" Liquidity Provider... vemraeennesenrinen . 66
Bond Issue... eeeeeersassesas e araseassobseare s et n bt et n et s eR s rnnnsaren et seaesnssssnnsnsassrnnas, OO
Facility Expiration .............................................................................................................. 66
Other Revenie Obligations. ..o rrmmrissmsssirersssseriissmsssss st ssssnsssess 70
‘Subordinate Revenue ObHEZatIONS. ... erusrerressssssiessemsisssssssssssss sttt s 70
General Obligation Bonds.......ccersmrsssrssmsssrsssesssssssnssesins eretretenere b 71
State Water Corntract ObHZAtIONS ....c.vvumerrrrssseessenees ST ———— 71
Other Long-Term COmMMIIMENLS ..veucrirvemseestssssmsissmssstass st ssssrssssconsensss 75
Defined Benefit Pension Plan ... ebereerstara et er e s sas R AR 75
HISTORICAL AND PROJECTED REVENUES AND EXPENDITURES.....cicnirrianne. 77
MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED REVENUES
Water Sales RECEIPES. .o iuimscerassmmearr s siossams st st st 80
Operation and Maintenance EXPendittres ... smssssessssssnesssssserensissssinssssseess 81
POWER SOURCES AND COSTS ..oociverereeerersisasisssismmrarsssssssssssssssssssssssssasssssisssasssssasssasssons 81
CFEIIETAL 1vvereeeeeseeesesessesssesensaesesesnesenssebeaeasas st sEsseEaRsae bR AR AR E RS SEE R SRR e R AR s b A AR SR 81
Colorado RIvVer AQUEAUCE .......scuuemvmresressrasesessmeritsssssssmmsesssanssessssssssansesssnss s e s — 82
State Water PROJECE curersrersssssesrismsessesremmmsssassssssessssstsssissassssss s anmass s s assssavssesssseasssssssens 33
- Power Market Redesighl.....ccovmeimrininmsromsssssnmissssasssnscsssesenes creensisens 83
Energy Management Program ... .. 84

A

- Appendix A to Official Statement dated January 13, 2009




INTRODUCTION

Formation’ and Purpose‘

The Metropolitan Water District of Southern California (“Metropolitan™) is a metropolitan
water district created in 1928 by vote of the electorates of eleven Southern California cities under
authority of the Metropalitan Water District Act (California Statutes 1927, Chapter 429, as reenacted
in 1969 as Chapter 209, as amended [herein referred to as the “Act”]).” The Act authortizes
Metropolitan to levy property taxes within its service arca; establish water rates; impose charges for
water standby and service availability; incur general obligation bonded indebtedness and issue
revenue bonds, notes and short-term revenue certificates; execute contracts; and exercise the power
of eminent domain for the purpose of acquiring property. In addition, Metropolitan’s Board of
Directors (the “Board™) is authorized to establish terms and conditions under which additional areas -
may be annexed to Metropolitan's service area.

Metropolitan’s primary purpose is to provide a supplemental supply of water for domestic
and municipal uses at wholesale rates to its member public agencies. If additional water is available,
such water may be sold for other beneficial uses. Metropolitan serves its member agencies as a
water wholesaler and has no retail customers. :

~ The mission of Mctropohtan as promulgated by the Board, is to provide its service area with
adequate and-reliable supplies of hlgh quality water to meet present and future needs in an
environmentally and economically responsible way.

- Metropolitan’s charges for water sales and availability are fixed by its Board, and are not
subject to regulation by the California Public Utilities Commission or any other state or federal
agency. Metropolitan imports water from two principal sources: northern California via the Edmund
G. Brown California Aqueduct (the “California Aqueduct™) of the State Water Project owned by the
State of California and the Colorado River via the Colotado River Aqueduct owned by Metropolitan.

Member Agencies

Metropolitan is comprised of 26 member public agencies, including 14 cities, 11 municipal
water districts, and one county water authority, which collectively serve the residents and businesses
of more than 300 cities and numerous unincorporated communities. Member agencies request water
from Metropolitan at various delivery points within Metropolitan’s system and pay for such water at
uniform rates established by the Board for each class of service. Metropolitan’s water is a
supplementary source of water for its member agencies. See “METROPOLITAN REVENUES—
Principal Customers” for a listing of the ten-member agencies with the highest water purchases from
Metropolitan during the fiscal year ended June 30, 2008. No member is required to purchase water
from Metropolitan. See “METROPOLITAN REVENUES—Rate Structure” and “—Member
Agency Purchase Orders™ for a discussion of the voluntary ten-year purchase order by which a
member agency may commit to purchase water.
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The following table lists the currcn:c 26 member agencies of Metropolitan.

. o " County
Municipal Water Districts Cities Water Authority
Calleguas - Las Virgenes Anaheim Los Angeles San Diego
Central Basin " Qrange County Beverly Hills Pasadena
Eastern Three Valleys Burbank San Fernando
Foothill West Basin Compton San Marino
Inland Empire Utilities Agency Fullerton . Santa Ana
Upper San Gabriel Valley Glendale Santa Monica
Western of Riverside County Long Beach Torrance
Service Area

Metropolitan’s service area comprises approximately 5,200 square miles and  includes
portions of the six counties of Los Angeles, Orange, Riverside, San Bemardino, San Diego and
' Ventura. When Metropolitan began delivering water in 1941, its service area consisted of
approximately 625 square miles; its service area has increased by 4,575 square miles since that time.

The expansion is primarily the result of anmexation of the service areas of additional member
agencies. ‘ :

Of the total population in the six-county area, over 18 million people or 85 percent, live
within Metropolitan’s service area. The California Department of Finance estimates that by the year
2030 the six-county area will have a population of 27 million people, representing an increase of 5.5
million people over 2007 population levels. '

The economy of Metropolitan’s service area is exceptionally diverse. As measured in 2007,
the economy of Metropolitan’s service area has a gross domestic product larger than all but twelve
nations of the world. Metropolitan provides between 40 and 60 percent of the water used within its .
service area in any year. For additional economic and demographic information concerning
Metropolitan’s service area, see Appendix E — «SELECTED DEMOGRAPHIC AND ECONOMIC

INFORMATION FOR METROPOLITAN'S SERVICE AREA”

The climate in Metropolitan’s service arca ranges from moderate temperatures throughout
the year in the coastal areas to hot and dry summers in the inland areas. Annual rainfall averages 13
to 15 inches along the coastal area, up to 20 inches in foothill areas and less than 10 inches inland.
Ses “REGIONAL WATER RESOURCES” in this Appendix A.

METROPOLITAN'S WATER SUPPLY

Metropolitan faces a number of challenges in providing a reliable and high quality water
supply for southern California. These include, among others: (1) population growth within the
service area; (2) increased competition for low-cost water supplies; (3) variable weather conditions;
and (4) increased environmental regulations for clean and safe drinking water. Metropolitan’s
resources and strategies for meeting these long-term challenges are set forth in its Integrated Water
Resources Plan, as updated from time to time. (See «__Integrated Water Resources Plan” below.)
Metropolitan's principal sources of water are the State Water Project and the Colorado River. Recent
court decisions have restricted deliveries from the State Water Project as described below under.
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“METROPOLITAN’S WATER SUPPLY—State ‘Water Project—Endangered Species Act
Considerations.” Record dry conditions in Metropolitan’s service area in 2006-07, continuing dry
conditions in the northern Sierra watershed for the State Water Project, including a record dry spring
in 2008, and a multi-year drought in the Colorado River Basin have further affected water deliveries
and storage. Programs and projects for addressing these challenges over the next five years are
described under “METROPOLITAN’S WATER SUPPLY—Five-Year Supply Plan” in this
Appendix A.

Integrated Water Resources Plan =~~~ =~

Metropolitan, its member agencies, sub-agencies and groundwater basin managers developed
an Integrated Water Resources Plan (“IRP”) that was adopted by Metropolitan’s Board of Directors
(the “Board”) in January 1996 as a long-term planning guideline for resources and capital
investments. The purpose of the IRP was the development of a preferred resource mix (see
METROPOLITAN’S WATER SUPPLY - The Preferred Resource Mix in this Appendix A) to mieet
. the water supply reliability and water quality needs for the region in a cost-effective and
environmentally sound manner. '

In 2004, the Board adopted an updated IRP that reviewed the goals and achievements of the
original IRP, identified changed conditions for water resource development and updated the resource
targets through 2025. A key component of the updated plan was the addition of a planning buffer.
The planning buffer provided for the identification of additional supplies, both imported and locally
developed, to address uncertainty in future supplies and demands from factors such as the level of
population and economic growth which directly drive water demands, water quality regulations, new
chemicals found to be unhealthful, endangered species affecting sources of supplies, and periodic -
and new changes in climate and hydrology.

Metropolitan is currently in the process of working on the next IRP update, to evaluate
supply reliability while incorporating changed conditions and new trends and managing

" uncertainties. If is expected to be completed in 2009,

The Preferred Resource Mix

Metropolitan's principal sources of water are the State Water Project and the Colorado River.

The IRP’s Preferred Resource Mix identifies a balance of local and imported water resources within

Metropolitan’s Service Area. Metropolitan expects that the resource targets and capital expenditure

strategies for the Preferred Resource Mix will be continually reviewed and updated at least every
five years to reflect changing demand and supply conditions. ' '

The following paragraphs describe tfle elements of the Preferred Resource Mix.

State Water Project. State Water Project supplies are important for maximizing local
groundwater potential and the use of recycled water since State Water Project water has a lower
salinity content than Colorado River Aqueduct water and can be used to increase groundwater
conjunctive use applications. See “METROPOLITAN’S WATER SUPPLY—State Water Project”

in this Appendix A.
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Colorado River Agueduct. The Colorado River Aqueduct delivers water from the Colorado
River, Metropolitan’s original source of supply. Metropolitan has helped to fund and implement
farm and irrigation district conservation programs, land management programs and water transfers
and exchanges through arrangements with agricultural water districts in southern California and
entities in Arizona and Nevada that use Colorado River water. See “METROPOLITAN'S WATER
SUPPLY—Colerado River Aqueduct” in this Appendix A.

Water Conservation. Conservation and water use efficiency are the foundation of the IRP.
Metropolitan has invested in conservation programs since the 1980’s. IHistorically, most of the
investments have been in water efficient fixtures in the residential sector. Future efforts will focus:
on outdoor water use, including landscaping, and commercial/industrial uses. See
METROPOLITAN’S WATER SUPPLY — Water Conservation in this Appendix A.

Recycled Water. Reclaimed or recycled municipal and industrial water is not potable, but
can be used for maintaining lawns, protecting groundwater basins from saltwater intrusion, industrial
. processes, and recharging local aquifers. Metropolitan offers financial incentives to member
agencies for developing economically viable reclamation projects. See “REGIONAL WATER
RESOURCES—Local Water Supplies” in this Appendix A. '

Conjunctive Use. Conjunctive use entails storing surplus imported water during the winter -
months or wet years in local surface reservoirs and recharging local groundwater basins. This
ensures that the stored supplies are available during dry months and droughts, thus increasing the
supply reliability of the region. See “REGIONAL WATER RESOURCES—Local Water Supplies”
and “CAPITAL INVESTMENT PROGRAM—Other Major Projects of Metropolitan’s Capital
Investment Plan—Groundwater Storage Programs™ in this Appendix A. '

Water Transfers. Under voluntary water transfer agreements, agricultural communities using
irrigation water may periodically sell some of their water allotment to urban areas. The water is
delivered’ through existing State Water Project or Colorado River Aquedtct facilities.
Metropolitan’s policy toward potential transfers states that the transfers must not harm the
environment or contribute to the mining of local groundwater supplies. See “METROPOLITAN’S
WATER SUPPLY—Water Transfer and Exchange Programs” in this Appendix A.

Groundwater Recovery. Natural groundwater reservoirs serve an important function as
storage facilities for local and imported water. When groundwater storage becomes contaminated,
water agencies have to rely more heavily on imported surface water supplies, Treatment for polluted
groundwater is quite costly and poses some environmental challenges. Metropolitan offers financial
incentives to help fund member agency groundwater recovery projects. See “REGIONAL WATER
RESOURCES—Local Water Supplies” in this Appendix A.

Desalination. Desalination may eventually become an important component in the Preferred
Resource Mix. Metropolitan has signed agreements with three of its member agencies, and is
finalizing agreements with two member agencies, to provide incentives for projects targeted to
produce 142,000 acre-feet of water annually through desalination of ocean water.
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State Water Project

General. One of Metropolitan’s two major sources of water is the State Water Project, which
is owned by the State of California (the “State”) and operated by the State Department of Water
Resources (the “Department of Water Resources”). This project transports Feather River water
stored in and released from Oroville Dam and unregulated flows diverted directly from the San
Francisco Bay/Sacramento-San Joaquin River Delta (“Bay-Delta™) south via the California

Agqueduct to four delivery points near the northern and eastern boundaries of Metropolitan. The total

length of the California Aqueduct is approximately 444 miles.

In 1960, Metropolitan signed a contract (as amended, the “State Water Contract”) with the
Department of Water Resources. Metropolitan is one of 29 agencies that have long-term confracts
for water service from the Department of Water Resources, and is the largest agency in terms of the
number of people it serves (over 18 million), the share of State Water Project water that it hag
contracted to receive (approximately 46 percent), and the percentage of total annual payments made
to the Department of Water Resources by agencies with State water contracts {approximately 60
percent in 2007). For information regarding Metropolitan's obligations under the State Water
Contract, see “METROPOLITAN EXPENDITURES—State Water Contract Obligations” in this
Appendix A. Upon expiration of the State Water Contract term (currently in 2035), Metropolitan
has the option to continue service under substantially the same terms and conditions. Metropolitan
presently intends to exercise this option to continue service to at least 2052. :

Water received from the State Water Project by Metropolitan over the past six years (2002
through 2007), including water from the water transfer, groundwater banking and exchange
programs described under the heading “~Water Transfer and Exchange Programs” below, varied
from a low of 1,413,322 acre-feet in calendar year 2002 to a high of 1,801,035 acre-feet in 2004,
(An acre-foot is the amount of water that will cover one acre to a depth of one foot and equals
approximately 326,000 gallons, which represents the needs of two average families in and around
the home for one year.) Below-normal precipitation in the horthern Sierra Mountains in the winter -
and spring of 2008, the seasons when most of the annual precipitation occurs, ended with record dry
conditions during March and April of 2008. Metropolitan’s allocation from the State Water Project
for calendar year 2008 was 35% of its contracted-for amount, or 669,000 acre-feet, This allocation
took into account the critically dry conditions in the northern Sierra Mountains and projected
impacts of court-ordered restrictions, which have reduced water deliveries from the State Water
Project (see “—Endangered Species Act Considerations™ below). Metropolitan anticipates receiving
approximately 1,008,000 acre-feet of water using the State Water Project’s California Aqueduct in
2008, including deliveries from water transfer, groundwater banking and exchange programs.
Management of the availability of State Water Project supplies through water marketing and
groundwater banking plays an important role in meeting California water needs. See “—Water
Transfer and Exchange Programs” in this Appendix A.

Due to these drought conditions and the court-ordered restrictions described below, on June
4, 2008, California Governor Arnold Schwarzenegger issued an Executive Order (the “Executive
Order”) proclaiming a condition of statewide drought. The Governor followed the Executive Order
with a Proclamation of a State of Emergency (the “Proclamation”) in nine counties (Sacramento, San
Joaquin, Stanislaus, Merced, Madera, Fresno, Kings, Tulare and Kern) on June 12, 2008, to avert
severe impacts to these agricultural areas from drought conditions and from reduced deliveries from

A-5

Appendix A to Official Statement dated January 15, 2009




the federal Central Valley Project announced by the United States’ Burean of Reclamation (the * -
“Bureau of Reclamation”). The Proclamation directs the Department of Water Resources and other
State agencies to provide relief for the nine counties.

The State Water Contractors, a California nonprofit corporation formed by agencies
contracting with the Department of Water Resources for water from the State Water Project (the
“State Water Contractors”), including Metropolitan, worked with the Department of Water
Resources, Bureau of Reclamation and Central Valley Project confractors on actions to help
implement the Executive Order and Proclamation, while protecting water quality in the California
Aqueduct, and to shift water deliveries to San Joaquin Valley farmers in the summer months, while
providing for the delivery of State Water Project allocations to Metropolitan and other contractors by
the end of calendar year 2008. Metropolitan is unable at this time to assess all of the future impacts
of the Executive Order and the Proclamation on its State Water Project supplies, although the
Department of Water Resources will deliver all of Metropolitan’s 2008 State Water Project
allocation in 2008, . : :

The Department of Water Resources announced its initial allocation to State Water Project
contractors for 2009 of 15% of their contracted for amounts on October 30, 2008. This allocation
reflects low carryover storage levels in State Water Project reservoits, ongoing drought and court-
ordered restrictions on water deliveries from the Bay-Delta to protect Delta smelt, as described under
“__State Water Project Operational Constraints” in this Appendix A. Under a 15% allocation,
Metropolitan would receive 287,000 acre-feet of water from the State Water Project. The
Department of Water Resources will revisit the initial allocation as conditions change during the
winter and spring and may increase the allocation as precipitation occurs.

Endangered Species Act Considerations’

General, The listing of several fish species as threatened or endangered under the federal
and/or California Endangered Species Acts (respectively, the “Federal ESA” and the “California
ESA” and, collectively, the “ESAs™) have impacted State Water Project operations and limited the
flexibility of the State Water Project. An annual environmental water account established under the
CALFED Bay-Delta Program as a2 means of meeting environmental flow requirements and export
limitations has helped to mitigate these impacts. Currently, five species (the winter-run and spring-
run Chinook salmon, Delta smelt, North American green sturgeon and Central Valley steelhead) are
listed under the ESAs. In addition, in February 2008 the California Fish and Game Commission
* listed the longfin smelt as a candidate species for protection under the California ESA. Protective
measures adopted by the Fish and Game commission for the longfin smelt are described under “~
State Water Project Operational Constraints” below. The San Francisco Bay Institute, Center for
" Biological Diversity and Natural Resources Defense Council have also petitioned to list the longfin
smelt for protection under the Federal ESA." The United States Fish and Wildlife Service announced
in May 2008 that it will consider the Delta’s longfin smelt population for such listing.

The Federal ESA requires that before any federal agency authorizes funds or carries out an
action it must consult with the appropriate federal fishery agency to determine whether the action
would jeopardize the continued existence of any threatened or endangered species, or adversely
modify habitat critical to the species’ needs. The result of the consultation is known as a “biological
opinion.” In the biological opinion the federal fishery agency determines whether the action would
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cause jeopardy to a threatened or endangered species or adverse modification to critical habitat and
recommends reasonable and prudent alternatives or measures that would allow the action to proceed
without causing jeopardy or adverse modification. The biological opinion also includes an

“incidental take statement.” The incidental take statement allows the action to go forward even
though it will result in some level of “take,” including harming or killing some members of the
species, incidental to the agency action, provided that the agency action does not jeopardize the
continued existence of any threatened or endangered species and complies with reasonable

mitigation and minimization measures recommended by the federal fishery agency. The United - -

States Fish and Wildlife Service and National Marine Fisheries Service have issued biological
opinions and incidental take statements that govern operations of the State Water Project and Central
Valley Project with respect to the Delta smelt, the winter-run and spring-run Chinook salmon and the
Central Valley steelhead. An additional biological opinion will be required for the North American
green sturgeon, which was listed in April 2006. The Bureau of Reclamation initiated consultations
with the United States Fish and Wildlife Service and National Marine Fisheries Service for new
biological opim'ons with respect to the coordinated operations of the State Water Project and Central
Valley Project in July 2006, following the filing of the challenges to the biological opinions and
incidental take statements described under “F: ederal ES4 Litigation” below.

Under the Federal ESA, critical habitat also must be designated for each listed species.
Critical habitat has been designated for each of the listed species except for the green sturgeon. On
Scptember 8, 2008, the National Marine Fisheries Service issued its proposed rule designating
habitat for the green sturggon. The proposal includes as part of the designated habitat the lower
Feather River, which could have an impact on State Water Project operatlons The extent of any
such impacts cannot be determined at this time.

Federal ESA Litigation. Litigation filed by several environmental interest groups (NRDC v.
Kempthorne; Pacific Coast Federation of Fishermen’s Associations v. Gutierrez) in the United
States District Court for the Eastern District of California alleges that these biological opinions and
. incidental take statements inadequately analyzed impacts on listed species under the Federal ESA.
On May 25, 2007, Federal District Judge Wanger issued a decision on summary judgment in NRDC
v. Kempthorne, finding the United States Fish and Wildlife Service’s biological opinion for Delta
smelt to be invalid. On December 14, 2007, Judge Wanger issued his Interim Remedial Order and
Findings of Fact and Conclusions of Law requiring that the State Water Project and Central Valley
Project operate according to certain specified criteria until a new biological opinion for the Delta
smelt is issued. Under the Interim Remedial Order, State Water Project operations were constrained
in the winter and spring of 2007-08 by prevailing conditions and the status of the Delta smelt.
Export restrictions during the winter and spring of 2007-08 reduced State Water Project deliveties to
Metropolitan by approximately 250,000 acre-feet. The United States Fish and Wildlife Service
released the new biological opinion on December 15, 2008. Based on the Water Allocation Analysis
released by the Departrnent of Water Resources on December 19, 2008, which analyzed the
biological opinion’s effects on State Water Project operations, export restrictions under median
hydrologic conditions could reduce deliveries to Metropolitan by 300,000 to 700,000 acre-feet for
2009.

The plaintiffs’ motion for summary judgment in Pacific Coast Federation of Fishermen’s
Associations v. Gutierrez, which challenges the National Marine Fisheries Service’s Biological
Opinion for the salmon and other fish species that spawn in rivers flowing into the Bay-Delta, was
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argued before Judge Wanger on October 3, 2007.- On April 16, 2008, Judge Wanger issued his
summary judgment ruling invalidating the biological opinion for these salmonid species. Among
other things, the court’s summary judgment found that the no-jeopardy conclusions in the biclogical
opinion were inconsistent with some of the factual findings in the biological opinion; that the
biological opinion failed to adequately address the impacts of State Water Project and Central Valley
Project operations on ctitical habitat and that there was a fajlure to consider how climate change and
global warming might affect the impacts of the projects on salmonid species. Judge Wanger began a
multi-day hearing on June 6, 2008 to evaluate the status of the salmonid species, and determine if a
more extensive proceeding on interim remedies should be commenced. In July 2008, Judge Wangér
issued a decision on the interim remedy proceeding, denying plaintiffs’ requests for immediate
modifications to certain Central Valley Project operations. However, the judge found that the
project operators had failed to demonstrate that interim operation of the projects would not threaten
irreparable harm, and thus continued the interim remedy proceeding on this issue. The court has
indicated that it will consider the plaintiffs’ requests for project operational changes, including
restrictions on project exports from the Bay-Delta, if the plaintiffs file a motion seeking that relief.
. To date, the plaintiffs have not filed such a motion. If there are project operational changes as a
result of such a motion, it may affect the volume and timing of exports from the State Watet Project.
Currently, the new biological opinion for salmonid species is due for release on March 2, 2009. Any
interim remedy for salmonids that might include export restrictions would probably be in effect only
until the new salmonid bioclogical opinion is issued on March 2, 2009.

California ESA Litigation. In addition to the litigation under the Federal ESA, other
environmental groups sued the Departmient of Water Resources on October 4, 2006 in the Superior
Court of the State of California for Alameda County alleging that the Department of Water
Resources was “taking” listed species without authorization under the California ESA. This
titigation (Watershed Enforcers, a project of the California Sportfishing Protection Alliance v.
California Department of Water Resources) requests that the Department of Water Resources be
mandated to -either cease operation of the State Water Project pumps, which deliver water to the
California Aqueduct, in a2 manner that results in such- “taking” of listed species or obtain
authorization for such “taking” under the California ESA. On April 18, 2007, the Alameda County
Superior Court issued its Statement of Decision in Watershed Enforcers v. California Department of
Water Resources. The Statement of Decision finds that the Department of Water Resources is
illegally “taking” listed fish through operation of the State Water Project export facilities. The
Superior Court ordered the Department of Water Resources to “cease and desist from further
operation” of those facilities within 60 days unless it obtains take authorization from the California
Department of Fish and Game.

The Department of Water Resources appealed the Alameda County Superior Court’s order
on May 7, 2007. This appeal stays the order pending the outcome of the appeal. Also on May 7,
2007, the Department of Water Resources executed a memorandum of understanding with the
California Department of Fish and Game to assist in reinitiated consultations with the United States
Fish and Wildlife Service and National Marine Fisheries Service for new biological opinions on the
coordinated operations of the State Water Project and Central Valley Project as they relate to the
listed species of fish. In the memorandum of understanding, the Department of Water Resources
and the California Department of Fish and Game agreed that the biological assessment and resulting
biological opinions under the Federal ESA should be developed to include State Water Project
operations that are consistent with the California ESA. After the new biological opinions and
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incidental take statements for the listed' species of fish are completed, the Department of Water
Resources is expected to apply to the Department of Fish and Game for a consistency determination
“under the California ESA based on the new biological opinions and incidental take statements. On
motion of all parties, the Court of Appeal has stayed the appeal until July 31, 2009. This stay s
intended to allow time for the Department of Water Resources to obtain 2 consistency determination
-under the California ESA before the Court of Appeal decides the appeal. '

- State Water Project Operational Constraints. The Department of Water Resources has
altered the operations of the State Water Project to accommodate species of fish listed under the
ESAs. These changes in project operations have affected the manner in which water is diverted
from the Bay-Delta and State Water Project deliveries. Restrictions on Bay-Delta pumping under
the Interim Remedial Order in NRDC v. Kempthorne reduced deliveries of State Water Project water
to Metropolitan by approximately 250,000 acre-feet in the winter and spring of 2007-08. The initial
allocation to State Water Project contractors for 2009 of only 15% of their contracted amounts,
announced by the Department of Water Resources on October 30, 2008, is based on its coniservative
- projection of hydrology, continuing export restrictions to protect Delta smelt and 2009 contractor
demands. The Department of Water Resources may revisit the allocation as conditions change
during the winter and spring and may increase the allocation as precipitation occurs. Under a 15%
allocation, Metropolitan would receive 287,000 acre-feet of water from the State Water Project.

On February 14, 2008, the California Fish and Game Commission, pursuant to its authority
under the California ESA, adopted an emergency regulation authorizing the incidental take of
longfin smelt by certain activities, including operation of the State Water Project. The longfin smelt
is listed as a candidate species for protection under the California ESA. The Fish and Game
Commission’s emergency regulation includes measures for the protection of adult, larval and
juvenile longfin smelt, which will be in effect until the Fish and Game Commission makes a final
listing decision on the longfin smelt, which is expected in March 2009. On November 14, 2008, the
Fish and Game Commission adopted a revised version of its emergency take regulation which
cantains new protective measures for longfin smelt. These protective measures may affect the
operation of the State Water Project, and will be in effect from December 2008 through February
. 2009. Under the regulation, the Director of the Department of Fish and Game has ultimate authority
to decide what protective measures to impose based upon real-time evidence of various conditions
that exist during these months. The impact of the protective measures on project exports are
unknown at this time, and depend upon future conditions and the exercise of discretion by the
Director of the Department of Fish and Game. Assuming the imposition of the most protective of
the possible measures during the maximum period of time that those measures may be imposed, the
Department of Water Resources estimates that the protective measures could reduce State Water
Project exports by 310,000 acre-feet to 700,000 acte-feet depending upon water-year conditions.
Petitions for writs of mandate challenging the longfin smelt take regulation were filed on December
8, 2008 in Los Angeles County Superior Court by the State Water Contractors, federal Central
Valley Project contractors and Kern County Water Agency. Motions for preliminary injunctions to
enjoin enforcement of the longfin regulation were filed on December 29, 2008 and are currently set
for hearing on January 28, 2009. ‘

Operational constraints likely will continue until a long-term solution to the problems in the
Bay-Delta is identified and implemented. The Delta Vision process, established by Govemnor
Schwarzenegger, is aimed at identifying long-term solutions to the conflicts in the Bay-Delta,
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intluding natural resource, infrastructure, land use and governance issues.’ Tif addition, state and
federal resource agencies and various environmental and water user entities are currently engaged in
the development of the Bay-Delta Conservation Plan (the “Bay-Delta Conservation Plan”), which is
aimed at addressing ecosystem needs and securing long-term operating permits for the State Water
Project. These efforts are described under “—Bay-Delta Regulatory and Planning Activities” below.

Other issues, such as the recent decline of some fisheries in the Delta and surrounding
regions and certain operational actions in the Delta, may significantly reduce Metropolitan’s water
supply from the Delta. ~ State Water Project operational requirements may be further modified = -
through the consultation process for new biological opinions for listed species under the Federal .
ESA or by the California Department of Fish and Game’s actions regarding a consistency
determination under the California ESA. No assurances can be given as to.whether or when new
biological opinions or a consistency determination will be issued under the Federal ESA and
California ESA, what the content of those opinions and determinations might be and how they might
affect State Water Project and Central Valley Project operations, whether the Interim Remedial
_ Order in NRDC v. Kempthorne may be modified, or whether appeal of the Alameda Superior Court

ruling in the Watershed Enforcers litigation will be stayed until the consistency determination is
obtained. In addition, success by plaintiffs in the recently-filed C-WIN litigation (see “—Bay-Delta
Regulatory and Planning Activities” below) could result in additional restrictions on State Water
Project and Central Valley Project operations. Decisions in these cases or future litigation, listings
of additional species (such as the longfin smelt) or new regulatory requirements could adversely
affect State Water Project aperations in the future by requiring additional export reductions, releases
of additional water from storage or other operational changes impacting water supply operations.
Metropolitan cannot predict the ultimate outcome of any of the litigation or regulatory processes
described above at this time or whether such outcome will result in any materially adverse impact on
the operation of the State Water Project pumps, Metropolitan’s State Water Project supplies or
Metropolitan’s water reserves.

“Area of Origin” Litigation. Four State Water Project.contractors located north of the State
Water Project’s Bay-Delta pumping plant filed litigation against the Department of Water Resources
on July 17, 2008, asserting that since they are located in the “area of origin” of State Water Project

“water they are entitled to receive their entire contract amournt before any water is delivered to
contractors south of the Bay-Delta. If the plaintiffs are successful in this litigation, State Water
Project water available to Metropolitan in a drought period could be reduced by approximately
25,000 acre-feet each” year or by as much as 40,000 acre-feet in an exceedingly dry year.
Metropolitan and other State Water Project contractors located south of the Bay-Delta will move to
intervene in this litigation.

Bay-Delta Regulatory and Planning Activities. The State Water Resources Control Board
(“SWRCB”) is the agency responsible for setting water quality standards and administering water
rights throughout California. Decisions of the SWRCB can affect the availability of water to
Metropolitan and other users of State Water Project water. ‘'The SWRCB exercises its regulatory
authority over the Bay-Delta by means of public proceedings leading to regulations and decisions.
These include the Bay-Delta Water Quality Control Plan (“WQCP”), which establishes the water
quality objectives and proposed flow regime of the estuary, and water rights decisions, which assign
responsibility for implementing the objectives of the WQCP to users throughout the system by
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adjusting their respective water rights. The SWRCB is required-by law to' periodically review its
WQCP to ensure that it meets the changing needs of this complex system.

Since 2000, SWRCB’s Water Rights Decision 1641 (“D-1641") has governed the State
Water Project’s ability to export water from the Bay-Delta for delivery to Metropolitan and other
agencies receiving water from the State Water Project: D-1641 allocated responsibility for meeting
flow requircments and salinity and other water quality objectives established earlier by the WQCP,

D-1641 was challenged in a dozen lawsuits, filed primarily by Bay-Delta interests and

environmental groups. These cases were consolidated in a single action. D-1641 was, for the most
part, affirmed by the California Court of Appeal in the State Water Resources Control Board Cases
in February 2006. The Court of Appeal decision stated that the “public trust doctrine” does not
mandate a preference for environmental purposes, but requires a balancing of competing interests;
recognized the dual importance of the State Water Project to provide adequate supply and water
quality for the Bay-Delta as well as export supplies; and held that determining the appropriate levels
of water supply and Bay-Delta water quality requires a “balancing of all relevant factors and all of
- the competing interests in the water that flows through the Delta.” The Court of Appeal held that
SWRCB appropriately weighed that balance in adopting D-1641, although it returned D-1641 to
SWRCB to reconsider its allocation of responsibility for implementation of two of the water quality
objectives under the WQCP. The California Supreme Court denied petitions for review of the Court
of Appeal’s decision. In December 2006, SWRCB adopted limited amendments to D-1641 to cure
the two issues identified by the Court of Appeal (the flow regime for salmon and deferral of a
salinity objective to protect Bay-Delta agriculture). SWRCB also identified additional issues to
review, which could result in future changes in water quality objectives and flows that could affect
exports of water from the State Water Project.

_ Plaintiffs California Water Impact Network (“*C-WIN”) and California Sportfishing
Protection Alliance filed a complaint in Sacramento Superior Court on December 1, 2008, that
appears 1o raise several of the claims that were unsuccessfully asserted in the State, Water Resources
- Control. Board Cases. . This action, California Water Impact Network et al. v, Department of Water .
Resources, State Water Resources Control Board and U.S. Bureau of Reclamation, alleges that State -
Water Project and Central Valley Project operations violate the “public trust doctrine” because
increased exports have resulted in decreased fish populations; are unreasonable methods of
diversions and use of water; violate the California Fish and Game Code requirement to leave
sufficient water in the rivers below project dams; and have not complied with water quality
objectives. This complaint seeks an order enjoining the Department of Water Resources and the
Bureau of Reclamation from exporting water from the Bay-Delta and enjoining SWRCB from
allowing the projects to export water until project operations comply with State law. Metropolitan is
reviewing the complaint to determine how best to respond to this litigation in order to protect
Metropolitan’s State Water Project supply.

The CALFED Bay-Delta Program is a collaborative effort among 23 State and Federal
agencies to improve water supplies in California and the health of the Bay-Delta watershed. On
August 28, 2000, the federal government and the State issued a Record of Decision (*ROD”) and
related documents approving the final programmatic environmental documentation for the CALFED
Bay-Delta Program. The ROD includes, among other things, pledges to restore the Bay-Delta
ecosystem, improve water quality, enhance water supply reliability, and assure long-term protection
for Bay-Delta levees. (See “METROPOLITAN’S WATER DELIVERY SYSTEM-—Seismic
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Considerations—State” Water Project Facilities” in this Appendix A.) Three lawsuits were filed in
the fall of 2000 challenging the sufficiency of the CALFED Bay-Delta Program Environmental
TImpact Report (“EIR”) under the California Environmental Quality Act (“CEQA”). The EIR was
upheld by the trial court, but invalidated by the Court of Appeal largely because the CALFED
agencies failed to consider a project alternative of reducing exports from the Bay-Delta that, in the
Court of Appeal’s view, was feasible because it would curb population growth in southern
California. On June 5, 2008, the California Supreme Court found that an EIR is not required to

consider an alternative which does not meet the basic project objectives and ruled that the CALFED

EIR fully complied with CEQA. The Supreme Court also found that the Court of Appeal erred in
not distinguishing between pre-existing environmental problems in the Bay-Delta on one hand and
the environmental effects of the CALFED Bay-Delta Program on the other. While recognizing that
reducing exports may help address the Bay-Delta’s existing environmental problems, the Supreme
Court held that addressing existing problems was not the proper role for CEQA’s alternatives.

Implementation of the CALFED Bay-Delta Program has resulted in an investment of $3
billion on a variety of projects and programs to begin addressing the Bay-Delta’s water supply, water
quality, ecosystem, and levee stability problems. To guide future development of the CALFED Bay-
Delta Program and identify a strategy for managing the Delta as a sustainable resource, in September
2006, Governor Schwarzenegger established by Executive Order a Delta Vision process. The Delta
Vision process is tied to legislation that created a cabinet-level committee tasked with developing a
Strategic Vision for the Delta. The 41-member Delta Vision Blue Ribbon Task Force issued its
Delta Vision Strategic Plan (the “Strategic Plan”) on October 17, 2008, providing its
recommendations. for long-term sustainable management of the Bay-Delta. The Strategic Plan now
is being reviewed by the Delta Vision Committee, chaired by the State Secretary for Resources,
which was scheduled to provide its recommendations to the Governor by the end of 2008 for
development of implementing legislation. A draft discussion document summarizing potential Delta
Vision Committee recommendations was released on November 25, 2008, These recommendations
include completing the Bay-Delta Conservation Plan and associated environmental assessments to
permit ecosystem - revitalization and.conveyance.-water -improvements, -identifying and reducing
stressors to the Bay-Delta ecosystem, strengthening levees, increasing emergency preparedness,
contimuing funding for the CALFED ecosystem restoration program, updating Bay-Delta regulatory
flow and water quality standards to protect beneficial uses of water and continuing to work with the
State Legislature on a comprehensive water bond package to fund Bay-Delta infrastructure projects.
The Bay-Delta Conservation Plan is scheduled for completion during the third quarter of 2009, with
acquisition of appropriate permits and completion of the associated envirommental impact
statement/impact report commencing thereater.

Monterey Agreement Litigation. On September 15, 2000, the Third District Court of Appeal
for the State of California issued its decision in Planming and Conservation League; Citizens
Planning Association of Santa Barbara County and Plumas County Flood Control District v.
California Department of Water Resources and Central Coast Water Authority. This case was an
appeal of a challenge to the adequacy of the environmental documentation prepared with respect to
certain amendments to the State Water Contract (the “Monterey Agreement”) which reflect the
settlement of disputes regarding the allocation of State Water Project water. The Court of Appeal
held that the environmental documentation was defective in failing to analyze the environmental
effects of the Monterey Agreement’s elimination of the permanent shortage provisions of the Siate
Water Contract. Metropolitan intervened in the case in order to fully participate in the issues before
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the trial court. The parties negotiated a settlement agreement in the fall of 2002. - All parties to the
litigation and all 29 agencies that have long-term contracts for water service with the Department of
Water Resources executed the settlement agreement, which allows continued operation of the State
Water Project under the Monterey Agreement principles while a new environmental impact report is
being prepared. A draft EIR was issued for public review in October 2007. The public comment
period has concluded and the final EIR is expected to be available in early 2009,

Colorado River Aqueduct

General. The Colorado River was Metropolitan’s original source of water after
Metropolitan’s establishment in 1928. Metropolitan has a legal entitlement to receive water from the
Colorado River under a permanent service contract with the Secretary of the Interior. Water from
the Colorado River or its tributaries is also available to other users in California, as well as users in
the states of Arizona, Colorado, Nevada, New Mexico, Utah, and Wyoming (the “Colorado River
Basin States”), resulting in both competition and the need for cooperation among these holders of
Colorado River entitlements. In addition, under a 1944 treaty, Mexico has an allotment of 1.5
million acre-feet of Colorado River water annually except in the event of extraordinary drought, or
serious accident to the delivery system in the United States, when the water allotted to Mexico
would be curtailed. Mexico also can schedule delivery of an additional 200,000 acre-feet of
Colorado River water per year if water is available in excess of the requirements in the United States
and the 1.5 million acre-feét allotted to Mexico.

The Colorado RIVCI' Adqueduct, which is owned and operated by Metropolitan, transports
water from the Colorado River approximately 242 miles to its terminus at Lake Mathews in
Riverside County. After deducting for conveyance losses and considering maintenance
requirements, up to 1.2 million acre-feet of water a year may be conveyed through the Colorado
River Aqueduct to Metropolitan’s member agencies, subject to availability of Colorado River water
for delivery to Metropolitan as described below.

California is apportioned the use of 4.4 million acre-feet of water from the Colorado River
each year plus one-half of any surplus that may be. available for use collectively in Arizona,
California and Nevada. In addition, California has historically been allowed to use Colorado River
water apportioned to but not used by Arizona and Nevada when such supplies have been requested
for use in California. Under the 1931 priority system that has formed the basis for the distribution of
Colorado River water made available to California, Metropolitan holds the fourth priority right to
550,000 acre-feet per year. This is the last priority within California’s basic apportionment of 4.4
million acre-feet. In addition, Metropolitan holds the fifth priotity right to 662,000 acre-feet of
water, which is in excess of California’s basic apportionment. See the table “PRIORITIES UNDER
THE 1931 CALIFORNIA SEVEN-PARTY AGREEMENT” below. Until 2002, Metropolitan had
been able to take full advantage of its fifth priority right as a result of the availability of surplus
water and apportioned but unused water. However, Arizona and Nevada increased their use of water
from the Colorado River, leaving no unused apportionment available for California in 2002. In
addition, a severe drought in the Colorado River Basin has reduced stotage in system reservoirs.
Prior to 2003, Metropolitan could divert over 1.2 million acre-~feet in any year, but since that time,
Metropolitan’s deliveries of Colorado River water varied from a low of 633,000 acre-feet in 2006 to
a high of approximately 505,000 acre-feet in 2008. Average annual net deliveries for 2003 through
2008 were approximately 762,000 acre-feet, with annual volumes dependent on availability of
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unused higher priority agricultural “watet’ and increasing transfers of conserved water. See

" Quantification Settlement Agreement” and “—Interim Surplus Guidelines” below.
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PRIORITIES UNDER THE 1931 CALIFORNIA SEVEN-PARTY AGREEMENT®

_— g Acre-Feet
Prlorlty Description Annually
1 Palo Verde Irrigation District gross area of 104,500 acres of
. land in the Palo Verde Valley .
2 Yuma Project in California not exceeding a gross area of
25,000 acres in California >_ 3,850,000
3(a) Imperial Irrigation District and other lands in Imperjal and
Coachella Valleys® to be served by All-American Canal
3(b) Palo Verde Irtigation District - 16,000 acres of land on the
Lower Palo Verde Mesa
4 Metropolitan Water District of Southern California for use on 550,000
the coastal plain
SUBTOTAL 4,400,000
5(a) Metropolitan Water District of Southern California for use on 550,000
the coastal plain ' .
5(b) Metropolitan Water District of Southern California for use on 112,000
the coastal plain®
6(a) Imperial Irrigation District and other lands in Imperial and
Coachella Valleys to be served by the All American Canal 100,000
6(b) Palo Verde Irrigation District - 16,000 acres of land on the ’
' Lower Palo Verde Mesa i
TOTAL 5,362,000
7 Agricultural use in the Colorado River Basin in California Remaining
surplus

Source: Metropolitan.

) Agreement dated Angust 18, 1931, among Palo Verde Irrig
Water District, Metropolitan, the City of Los-Angeles, the City of San
memorialized in the agencies® respective water delivery contracts with the Secretary of the Interior,

The Coachella Valley Water District serves Coachella Valley.

Tn 1946, the City of San Diego, the San Diego County Wate
into & contract that merged and added the City and County of S
to the rights of Metropolitan,
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ation Diistrict, Imperial Irrigation District, Coachella Valley County
Diego and the County of San Diege. These priorities were

r Authority, Metropolitan and the Seeretary of the Interior entered
an Diego’s rights to storage and delivery of Colorado River water




Metropolitan has taken steps to augment its share of Colorado™ River water through
agreements with other agencies that have rights to use such water. Under a 1988 water conservation
agreement (the “1988 Conservation Agreement”) between Metropolitan and the Imperial Trrigation
District (“IID™), TID has constructed -and is operating a number of conservation projects that are
currently conserving 105,000 acre-feet of water per year. In 2008, the conserved water augmented
the amount of water available to Metropolitan by 89,000 acre-feet and, by separate agreement, to the
Coachella Valley Water District (“CVWD”) by 16,000 acre-feet.

In 1992, Metropolitan entered into an agreement with the Central Arizona Water
Conservation District (‘“CAWCD™) to demonstrate the feasibility of CAWCD storing Colorado
River water in central Arizona for the benefit of an entity outside of the State of Arizona, Pursuant
to this agreement, CAWCD created 80,909 acre-feet of long-term storage credits that may be
recovered by CAWCD for Metropolitan. Metropolitan, the Arizona Water Banking Authority, and
CAWCD executed an amended agreement for recovery of these storage credits in December 2007.
In 2007, 16,804 acre-feet were recovered. Metropolitan anticipates recovery of as much as 28,600
- acre-feet in 2008, has requested the recovery of 30,000 acre-feet for 2009, and expects to request the
balance of the storage credits in 2010. Water recovered by CAWCD under the terms of the 1992
agreement allows CAWCD to reduce its use of Colorado River water, resulting in Arizona having an
unused apportionment. The Secretary of the Interior is making this unused apportionment available
to Metropolitan under its Colorado River water delivery contract.

Metropolitan and the Palo Verde Irrigation District (“PVID™) signed the program agreement

for a Land Management, Crop Rotation and Water Supply Program in August 2004. This program
_provides up to 118,000 acre-feet of water available to Metropolitan in certain years. The term of the
program is 35 years. Fallowing of approximately 20,000 actes of land began on January 1, 2005. In
2005, 2006 and 2007, approximately 108,700 acre-feet, 105,500, and 72,300 acre-feet, respectively,
of water were saved. Metropolitan’s fallowing call is estimated to save 82,000 acre-feet in 2008 and
118,000 acre-feet in 2009, :

In April 2008, Metropolitan’s Board authorized the expenditure of $28.7 million to join the
CAWCD and the Southern Nevada Water Authority (“SNW ") in funding the construction of a new
8,000 acre-foot off-stream regulating reservoir near Drop 2 of the All-American Canal in Imperial
County. The reservoir is under construction by the Bureau of Reclamation and is anticipated to be
completed in late 2010. The Drop 2 Reservoir is expected to save up to 70,000 acre-feet of water
per year by capturing and storing water that would otherwise be lost. In return for its funding,
Metropolitan received 100,000 acre-feet of water that is stored in Lake Mead until recovered, with
annual delivery of up to 34,000 acre-feet of water through 2010 and up to 25,000 acre-feet between
2011 and 2036. Besides the additional water supply, the new reservoir will add to the flexibility of
Colorado River operations.

Management of California’s Colorado River Water Supply. With Arizona’s and Nevada’s
increasing use of their respective apportionments and the uncertainty of continued Colorado River
surpluses, in 1997 the Colorado River Board of California, in consultation with Metropolitan, ITD,
PVID, CVWD, the Los Angeles Department of Water and Power and the San Diego County Water
Authority (“SDCWA?™), embarked on the development of a plan for reducing California’s use of
Colorado River water to its basic apportionment of 4.4 million acre-feet when use of that basic
allotment is necessary (“California Plan”). In 1999, IID, CVWD, Metropolitan and the State of.

- A-15

Appendix A to Official Statement dated January 15, 2009




California agreed to a set of Key Terms aimed at managing California’s Colorado River supply. -
These Key Terms were incorporated into the Colorado River Board’s May 2000 California Plan that
proposed to optimize the use of the available Colorado River supply through water conservation,
transfers from higher priority agricultural users to Metropolitan’s service area and storage programs. -

Quantification Settlement Agreement. Many of the core elements of the California Plan are
being put into effect under the October 2003 Quantification Settlement Agreement (the “QSA™)
executed by CVWD, 1ID and Metropolitan. The QSA establishes Colorado River water use limits
for ID, CYWD and Metropolitan, provides for specific acquisitions of conserved water and water
supply artangements for up to 75 years, and restores the opportunity for Metropolitan to receive any
“special surplus water” under the Interim Surplus Guidelines. (See “~Interim Surplus Guidelines”
below.) The QSA also allows Metropolitan to enter into other cooperative Colorado River supply
programs.  Related agreements modify existing conservation and cooperative water supply
agreements consistent with the ‘QSA, and set aside several disputes among California’s Colorado

River water agencies.

Specific programs undertaken under the QSA include lining portions of the All-American
and Coachella Canals, which is projected to conserve 100,000 acre-feet annually. As a result,
84,000 acre-feet of conserved water is projected to be delivered to SDCWA by exchange with
Metropolitan and 16,000 acre-feet is projected to be delivered for the benefit of-the San Luis Rey
Settlement Parties by exchange under a water rights settlement annually. An amendment to the 1988
Conservation Agreement and the associated 1989 Approval Agreement extended the term of the
1988 Conservation Agreement and limited the amount of water used by CVWD to 20,000 acre-feet.
By 2021, the transfer of water conserved annually by IID to SDCWA will reach 200,000 acre-feet
- (see discussion below under the caption “_Sale of Water by the Imperial Irrigation District to San
Diego County Water Authority”). With full implementation of the programs identified in the QSA,
at times when California is limited to its basic apportionment of 4.4 million acre-feet per year,
Metropolitan expects to be able to annually divert to its service area 852,000 acre-feet of Colorado
River water plus.any unused agricultural water that may be available, as was the case from 2003
through 2005. This is further augmented by the PVID program, which provides up to 118,000 acre-
feet of water per year. (Amounts of Colorado River water received by Metropolitan in 2003 through
2008 are discussed under the heading “—Colorado River Aqueduct-General” above.)

A complicating factor in completing the QSA was the fate of the Salton Sea. The Salton Sea
is an important habitat for a wide variety of fish-eating birds as a stopover spot along the Pacific
flyway. Some of these birds are listed as threatened or endangered species under the State and
Federal ESAs. Located at the lowest elevations of an inland basin and fed primarily by agricultural
drainage with no outflows other than evaporation, the Salton Sea is trending towards hyper-salinity,
which has already impacted the Salton Sea’s fishery. This fishery has historically been suitable
habitat for the fish-eating birds. The transfer of water from IID to SDCWA, one of the core
programs implemented under the QSA, would reduce the volume of agricultural run-off from 1D
into the Salton Sea, which in turn would accelerate this natural trend of the Salton Sea to hyper-
salinity. See “—Sale of Water by the Imperial Irrigation District to San Diego County Water
. Authority” below. The appropriate mitigation for impacts 1o the Salton Sea from the [ID-SDCWA
transfer and the larger issue of Salton Sea restoration was addressed by State legislation
implementing the QSA. In passing that legislation, the Legislature committed the State to undertake
restoration of the Salton Sea ecosystem. Restoration of the Salton Sea is subject to selection and
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approval of an alternative by the Legislature and fiunding of the associated capital improvements and
operating costs. The Secretary for the California Resources Agency submitted an $8.9-billion
preferred alternative for restoration of the Salton Sea to the Legislature in May 2007. While
withholding authorization of the preferred alternative, in August 2008 the Legislature appropriated
funds from Proposition 84 to undertake demonstration projects and investigations called for in the
Secretary’s recommendation. The QSA implementing legislation also established the Salton Sea
Restoration Fund, which will be funded in part by payments made by the parties to the QSA and fees
on certain water transfers among the parties to the QSA. Under the QSA agreements Metropolitan -
will pay $20 per acre-foot into the Salton Sea Restoration Fund for any special surplus Colorado
River water that Metropolitan elects to take under the Interim Surplus Guidelines. Metropolitan also
agreed to acquire up to 1.6 million acre-feet of water conserved by IID, excluding water transferred
from IID to SDCWA (see “—Sale of Water by the Imperial Irrigation District to San Diego County
Water Authority” below), if such water can be transferred consistent with plans for Salton Sea
restoration, at an acquisition price of $250 per acre-foot (in 2003 dollars), with net proceeds to be
deposited into the Salton Sea Restoration Fund. No conserved water has been made available to
Metropolitan under this program. Metropolitan may receive credit for the special surplus water
payments against future contributions for the Lower Colorado River Multi-Species Conservation
Program (see “—Environmental Considerations” below). In consideration of these agreements,
Metropolitan will not have or incur any liability for restoration of the Salton Sea. As part of an
effort to mitigate the effects of the drought in the Colorado River Basin that began in 2000,
Metropolitan elected not to'take delivery of special surplus Colorado River water that was available
from October 2003 through'2004 and from 2006 through 2007, No special surplus water is available -
in 2008. '

Sale of Water by the Imperial Irrigation District to San Diego County Water Authority. On
April 29, 1998, SDCWA and IID executed an agreement (“Transfer Agreement”) for SDCWA’s
purchase from IID of Colorado River water delivered to ITD. An amended Transfer Agreement,
executed as one of the QSA agreements, set the maximum transfer amount at 205,000 acre-feet in
2021, with the transfer gradually ramping up to that -amount. over. an approximately twenty-year
period and then declining to 200,000 acre-feet per year beginning in 2023. '

No facilities exist to deliver water directly from IID to SDCWA. Under the Transfer
Agreement, conserved water from IID is delivered to SDCWA through existing facilities owned by
Metropolitan. Metropolitan and SDCWA entered into an exchange contract that provides for
conserved Colorado River water acquired by SDCWA from IID and water conserved from lining the
All-American and Coachella Canals to be made available to Metropolitan for diversion at Lake
Havasu. By exchange from the sources of water available to Metropolitan, an equal volume of water
is delivered to SDCWA through Metropolitan’s distribution system. The price payable by SDCWA
for these deliveries is calculated using the charges set by Metropolitan’s Board from time to time
that are applicable to the conveyance of water by Metropolitan on behalf of its member agencies.
See “METROPOLITAN REVENUES-Wheeling Charges” in this Appendix A. In 2007 a total of
73,125 acre-feet were delivered to SDCWA under the exchange contract, consisting of 50,000 acre-
feet from IID and 23,125 acre-feet as a result of the completion of the Coachella Canal lining
project. The same amounts are anticipated to be delivered in 2008, plus another 7,000 acre-feet that
may become available from the All-American Canal lining project, Total 2009 exchange deliveries
are projected to reach nearly 120,000 acre-feet. ' ' ‘
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"+ OSA Related Litigation. On Novembet 5; 2003, TID filed a validation action in-Imperial
County Superior Court, seeking a judicial determination that thirteen agreements associated with the
IID/SDCWA water transfer and the QSA. are valid, legal and binding. Other lawsuits also were filed
challenging the execution, approval and subsequent implementation of the QSA. on various grounds
including failure to comply with CEQA, violations of the Water Code, breach of trust and fiduciary
duties, unconstitutional taking of property rights, and deprivation of federal civil rights under 42
U.S.C. section 1983, Metropolitan filed an answer in 1ID’s validation proceeding, and has been
named as a defendant/respondent/cross-defendant in certain cases pertaining to the QSA and its
related agreements. All of the QSA cases have been coordinated in Sacramento Superior Court.
Two rounds of pleading challenges that ended in January 2005 narrowed the cases and claims in the
coordinated proceedings. - In 2005, the Third District Court of Appeal granted the County of
Imperial’s petition for review of rulings dismissing one County case and dismissing the CEQA
causes of action from another, The Court of Appeal then stayed all lower court proceedings pending
appellate review. On June 14, 2007, the Court of Appeal affirmed the Superior Court’s decision.
The Court of Appeal denied a petition for rehearing in July 2007, and the time to petition the
California Supreme Court expired. The QSA litigation then resumed in the Superior Court where
motions to dismiss some of the other QSA lawsuits and for a preliminary injunction were filed.

Success by plaintiffs in the lawsuits described above could delay the implementation of
programs authorized under the QSA (described. under “—Quantification Settlement Agreement”
above) or result in increased costs or other adverse impacts. Such litigation is in its early stages and
any adverse impact on Metropolitan or its Colorado River supplies cannot be adequately determined
at this time. e ' B

The Navajo Nation has filed litigation against the Department of the Interior, specifically the
Bureau of Reclamation and the Bureau of Indian Affairs, alleging that the Bureau of Reclamation
has failed to determine the extent and quantity of the water rights of the Navajo Nation in the
Colorado River and that the Bureau of Indian Affairs has failed to otherwise protect the interests of
the. Navajo Nation. The complaint challenges .the adequacy of the. environmental review for the
Interim Surplus Guidelines (as defined under “—Interim Surplus Guidelines” below) and seeks to
prohibit the Department of the Interior from allocating any “surplus” water until such time as a
determination of the rights of the Navajo Nation is completed. Metropolitan has filed a motion to
intervene in this action. In October 2004 the court granted the motions to intervene and stayed the
litigation to allow negotiations among the Navajo Nation, federal defendants and Arizona parties.
The stay has been extended until April 2009. The intetvening parties may observe; but may not
participate in the negotiations. Negotiations are continuing. This litigation has not delayed
implementation of the QSA. Any adverse impact of this litigation on Metropolitan or its Colorado
River supplies, if settlement negotiatjons are not successful, cannot be adequately determined at this
time.

Interim Surplus Guidelines. In January 2001, the Secretary of the Interior adopted guidelines
(the “Interim Surplus Guidelines”) for use through 2016 in determining if there is surplus Colorado
River water available for use in California, Arizona and Nevada. The purpose of the Interim Surplus
Guidelines is to provide a greater degree of predictability with respect to the availability and quantity
of surplus water through 2016. The Interim Surplus Guidelines wete later extended through 2026
(See “—Lower Basin Shortage Guidelines and Coordinated Management Strategies for Lake Powell
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and "Lake Mead” below.). The Interith ‘Surplus Guidelines contain a seriesof benchmarks for
reductions in agricultural use of Colorado River water within California by set dates.

Under the Interim Surplus Guidelines, Metropolitan initially expected to divert up to 1.25
million acre-feet of Colorado River water annually under foreseeable runoff and reservoir storage
scenarios from 2004 through 2016. However, an extended drought in the Colorado River Basin
reduced these initial expectations. From 2000 to 2004, snow pack and ranoff in the Colorado River
Basin were well below average. Although runoff was slightly above average in 2005, the runoff in
2006 and 2007 was again below average, making 2000 through 2007 the driest eight-year period on
record. Slightly above-average runoff occurred in water year 2008, with unregulated inflow into
Lake Powell totaling 102 percent of normal. As of January 1, 2009, storage in Lake Mead was at 48
percent of capacity and Lake Powell was at 56 percent of capacity. Metropolitan anticipates its 2009
diversion approval from the Bureau of Reclamation will total approximately 835,000 acre-feet
including approximately 10,000 acre-feet for emergency delivery for Tijuana, Mexico.

SNWA and Metropolitan entered into an Agreement Relating to Implementation of Interim
Colorado River Surplus Guidelines on May 16, 2002, in which SNWA and Metropolitan agreed to
the allocation of unused apportionment as provided in the Interim Surplus Guidelines and on the
priority of SNWA for interstate banking of water in Arizona. SNWA and Metropolitan entered into
a storage and interstate release agreement on October 21, 2004. Under this program, Nevada can
request that Metropolitan store unused Nevada apportionment in California. In subsequent years,

Nevada may request recovery of this stored water. - The stored water provides flexibility to .

Metropolitan for blending Colorado River water with State Water Project water and improves near-
term water supply reliability. By Deceraber 31, 2008, Metropolitan stored 70,000 acre-feet of unused
Nevada apportionment.

Lower Basin Shortage Guidelines and Coordinated Management Strategies for Lake Powell
and Lake Mead. In November 2007, the Burean of Reclamation issued a Final Environmental

. Impact Statement (“EIS”) regarding new federal guidelines concerning the operation of the Colorado

River system reservoirs. These new guidelines provide water release criteria from Lake Powell and

water storage and water release criteria from Lake Mead during shortage and surplus conditions in

the Lower Basin, provide a mechanism for the storage and delivery of conserved system and non-
system water in Lake Mead and extend the Interim Surplus Guidelines through 2026, The Secretary
of the Interior issued the final guidelines through a Record of Decision signed in December 2007,
The Record of Decision and accompanying agreement among the Colorado River Basin States
protect reservoir levels by reducing deliveries during drought periods, encourage agencies to develop
conservation programs and allow the states to develop and store new water supplies. The Colorado
River Basin Project Act of 1968 insulates California from shortages in all but the most extreme
hydrologic conditions. '

Intentionally-Created Surplus Program. Metropolitan and the Bureau of Reclamation
executed an agreement on May 26, 2006 for a demonstration program that allowed Metropolitan to
leave conserved water in Lake Mead that Metropolitan would otherwise use in 2006 and 2007. Only
“intentionally-created surplus” water (water that has been consetved through an extraordinary
conservation measure, such as land fallowing) was eligible for storage in Lake Mead under this
program. See the table “Metropolitan’s Water Storage Capacity and Water in Storage” under the

‘heading “—Storage Capacity and Water in Storage” below. Metropolitan may store additional
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- intentionally-created surplus water in Lake Mead under the federal guidelines for operation of the
Colorado River system resetvoirs described above under the heading “Lower Basin Shortage
Guidelines and Coordinated Management Strategies for Lake Powell and Lake Mead.” The
Secretary of the Interior will deliver intentionally created surplus water to Metropolitan in
accordance with the terms of a December 13, 2007 Delivery Agreement between the United States

and Metropolitan..

_ Environmental Considerations. Federal and state environmental laws protecting fish species
and other wildlife species have the potential to affect Colorado River operations. A number of
species that are on either “endangered” or “threatened” lists under the ESAs are present in the area
of the Lower Colorado River, including among others, the bonytail chub, razorback sucker,
southwestern willow flycatcher and Yuma clapper rail. To address this issue, a broad-based
state/federal/tribal/private regional partnership that includes water, hydroelectric power and wildlife
management agencies in Arizona, California and Nevada have developed a multi-species
conservation program for the main stem of the Lowert Colorado River (the Lower Colorado River
Multi-Species Conservation Program or “MSCP”). The MSCP allows Metropolitan to obtain federal
and state permits for any incidental take of protected species resulting from current and future water
and power operations of its Colorado River facilities and to minimize any uncertainty from
additional listings of endangered species. The MSCP also covers operations of federal dams and
power plants on the river that deliver water and hydroelectric power for use by Metropolitan and
other agencies. The MSCP covers 27 species and habitat in the Lower Colorado River from Lake
Mead to the Mexican border for a term of 50 years. The total cost of the MSCP to Metropolitan will
be about $88 million (in 2003 dollars), and will range between $0.8 million and $4.6 million
annually. '

The non-profit conservation organization Grand Canyon Trust filed litigation in December
2007 against the Bureaun of Reclamation, alleging that the Bureau of Reclamation’s planning fot, and
operation of, the Glen Canyon Dam (which impounds Lake Powell) does not comply with
. requirements of the National Environmental Policy Act and the Federal ESA. The Trust claims that
the Burean of Reclamation has failed to implement a reasonable and prudent alternative in the
United States Fish and Wildlifs Service’s 1994 Biological Opinion for Glen Canyon Dam operations
for the protection of endangered humpback chub and razorback sucker. Grand Canyon Trust alleges
that the Bureau of Reclamation must develop and implement a water release program with steady
high flows in the spring and low steady flows in the summer and fall during low water years. Grand
Canyon Trust later named the U.S. Fish and Wildlife Service as a defendant. Metropolitan, IID and
Central Arizona Water Conservation District have intervened in this case. :

Quagga Mussel Control Program. In January 2007 quagga mussels were discovered for the
first time in Lake Mead. Quagga mussels can reproduce quickly and, if left unmanaged, can clog
intakes and raw water conveyance systems, alter or destroy fish habitats and affect lakes and
beaches. Quagga mussels were introduced in the Great Lakes in the late 1980s. These organisms
infest much of the Great Lakes basin, the St. Lawrence Seaway, and much of the Mississippi River
drainage system. The most likely source of the quagga mussel infestation is recreational boats from
water bodies around the Great Lakes, which were transported over 1,000 miles west to Lake Mead.
In response to the Lake Mead finding, the California Department of Fish and Game created a multi-
agency task force with Metropolitan as one of its members. The initial survey of the Colorado River
to ascertain the extent of the quagga mussel colonization detected low densities in Lake Mead, Lake
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Mohave and Lake Havasu and in the intake of the Central Arizona Project. Quagga mussels were -
also detected at the Colorado River Aqueduct intake pumping plant, Gene Wash and Copper Basin
reservoirs, in portions of the Colorado River Aqueduct and in Lake Skinner, A three-week
shutdown of the Colorado River Aqueduct for rehabilitation and repairs in March 2007 also
permitted inspection for quagga mussels. Desiccation of mussels from emptying the aqueduct-
during the shutdown, followed by a week of chlorination to kill or limit spread of any remaining
mussels after the aqueduct was placed back in service, helped control mussels found there.

Shutdowns of the Colerado River Aqueduct in July 2007, October 2007 and March 2008 permitted
- additional quagga mussel mspectmn and facilitated control measures, '

Metropolitan is presently working to enhance its ability to detect the mussels, studying
mussel transport and settling in Metropolitan conveyance systems, assessing additional, more cost
effective methods to control mussels and developing and implementing control strategies for mussels
in Metropolitan’s lakes and reservoirs. The California Department of Fish and Game has approved
Metropolitan’s recreational facilities and boating plan for Diamond Valley Lake and Lake Skinner,
- which requires inspection of boats and quarantine of those that are potential carriers of mussels.
Future quagga mussel confrol efforts are expected to include infrastructure upgrades and
recommendations on boating practices or additional facilities to control the spread of mussels in the
Colorado River Aqueduct system and additional long-term measures. In September 2007, the Board
appropriated $5.91 million for design and construction of interim chlorination facilities at Copper
Basin and Lake Mathews, design of permanent chlorination facilities at Copper Basin, Lake
Mathews and Diamond Valley Lake and related quagga mussel control measures. In February 2008,
the Board appropriated $1.77 million for a new chlorine injection point at the Lake Skinner Qutlet
Conduit and for the procurement of liquid chlorine trailers and mobile chlorination units and in
August 2008, the Board appropriated an additional $1.87 million to complete the chlorination

' facilities at Copper Basin and Lake Mathews. Metropolitan estimates that its costs for controlling
quagga mussels conld exceed $§10 million per year.

- . Cadiz Litigation. Begiming in 1996, Metropolitan was negotiating with Cadiz Incorporated, -
a publicly-held agricultural company (“Cadiz”), regarding a potential off-stream storage and dry-
year supply program to be located in the Cadiz and Fenner Valleys in eastern San Bernardino
County, California. The proposed program included facilities to store and return water from the
Colorado River Aqueduct, and to transfer indigenous groundwater to Metropolitan as a dry-year
supply. In October 2002 Metropolitan’s Board voted not to proceed with the Cadiz program, On
January 13, 2006, Cadiz served Metropolitan with an action alleging that Metropolitan breached
agreements to complete the environmental review of the program and to accept the pipeline right-of-
way that could have been used by Cadiz with other potential project partners. Metropolitan contends
that it had no obligation, under the agreements or otherwise, to proceed with the project, absent the
approval of Metropolitan’s Board, and that the Board had full discretion in determining not to
proceed with the project. Cadiz’s Second Amended Complaint seeks compensatory damages,
including general damages in excess of $2 million, unspecified special damages (e.g. lost profits)
and specific performance. Metropolitan is vigorously defending this action. However, if plaintiff is
successful in all its contentions, an award for special damages and costs of specific performance
could reach tens of millions of dollars. On October 19, 2007, the trial court granted Metropolitan’s
motion for summary adjudication on the causes of action for breach of contract, promissory estoppel,
breach of implied contract and specific performance. Based on the trial court’s ruling, only Cadiz’s
allegations of breach of fiduciary duty are left to be tried. Metropolitan’s motion for judgment on
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the pleadings was heard by the court on November 3, 2008;" On November 10, 2008, the court
granted Metropolitan’s motion and granted Cadiz leave to amend its complaint regarding breach of
fiduciary duty. Cadiz filed its Third Amended Complaint on November 26, 2008. Metropolitan’s
demurrer to the Third Amended Complaint was filed on December 23, 2008, with a hearing
scheduled on February 4, 2009. :

Soboba Band of Mission Indians Litigation. On April 20, 2000, the Soboba Band of Mission
Indians filed a lawsuit against Metropolitan in U.S. District Court secking an injunction requiring °

Metropolitan to repair the Colorade River Aqueduct’s San. Jacinto Tunnel to halt the flow of - o

reservation groundwater into it, an award of damages against Metropolitan in an unspecified amount
ot restitution in lieu of damages, and attorneys’ fees and costs. An agreement for settlement of this
litigation, which requires Metropolitan to provide the Soboba tribe with approximately 20 acres of
land and for Metropolitan to sell up to 9,000 acre-feet of replenishment water per year to Eastern -
Municipal Water District, was executed on June 7, 2006. Eastern Municipal Water District and the
United States also have obligations to the Soboba tribe under the terms of the settlement.
TImplementing legislation was enacted July 31, 2008.

Water Transfer and Exchange Programs

General. California’s agricultural activities consume approximately 34 million acre-feet of
water annually, which is 80 percent of the total water used for agricultural and urban uses and 40
percent of the water used for all consumptive uses, including environmental demands, Voluntary

water transfers and excharges can make a portion of this agricultural water supply available to . = .

support the State’s urban areas. Such existing and potential water transfers and exchanges are an
important element for improving the water supply reliability within Metropolitan’s service area and
accomplishing the reliability goal set by Metropolitan’s Board of Directors. Metropolitan is
- currently pursuing voluntary water transfer and exchange programs with State, federal, public and
private water districts and individuals. The following are summary descriptions of some of these
programs. S . e e mmne e .

Arvin-Edison/Metropolitan Water Management Program. In December 1997, Metropolitan
entered into an agreement with the Arvin-Edison Water Storage District (“Arvin-Edison”), an’
irrigation agency located southeast of Bakersfield, California. Under the program, Arvin-Edison
stores water on behalf of Metropolitan. In January 2008, Metropolitan amended the agreement to
enhance the program’s capabilities and to increase the delivery of water to the California Aqueduct.
Up to 350,000 acre-feet of Metropolitan’s water may be stored and Arvin-Edison is obligated to
return up to 75,000 acre-feet of stored water in any year to Metropolitan, upon request. The
agreement will terminate in 2035 unless extended. To facilitate the program, new wells, spreading
basins and a return conveyahce facility connecting Arvin-Edison’s existing facilities to the
California Aqueduct have been constructed. The agreement also provides Metropolitan priority use
of Arvin-Edison’s facilities to convey high quality water available on the cast side of the San
Joaquin Valley to the California Aqueduct. Metropolitan’s current storage account under the Arvin-
Edison/Metropolitan Water Management Program is shown in the table “Metropolitan’s Water
Storage Capacity and Water in Storage” under the heading, “—Storage Capacity and Water in

Storage” below.
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Semitropic/Metropolitan  Groundwater Storage and Exchange Programt. ~"In 1994
Metropolitan entered into an agreement with the Semitropic Water Storage District (“Semitropic”),
located adjacent to the California Aqueduct north of Bakersfield, to store water in the groundwater
basin underlying land within Semitropic. The minimum annual yield available to Metropolitan from
the program is 31,500 acre-feet of water and the maximum annual yield is 223,000 acre-feet of water
depending on the available unused capacity and the State Water Project allocation. Metropolitan’s
current storage account under the Semitropic program is shown in the table “Metropolitan’s Water
Storage Capacity and Water in Storage” under the heading, “—Storage Capacity and Water in
Storage” below. :

California Aqueduct Dry-Year Transfer Program. Metropolitan has entered into agreements
with the Kern Delta Water District, the Mojave Water Agency (Demonstration Water Exchange
Program) and the San Bernardino Valley Municipal Water District to insure against regulatory and
operational uncertainties in the State Water Project system that could impact the reliability of
existing supplies. The total potential yield for the three agreements is approximately 115,000 acre-
feet of water per year.

Metropolitan entered into an agreement with San Bernardino Valley Municipal Water
District in April 2001 to coordinate the use of facilities and State Water Project water supplies. The
agreement allows for the minimum purchase of 20,000 acre-feet on an annual basis with the option
to purchase additional water when available. Also, the program includes 50,000 acre-feet of
carryover storage. Inaddition to water being supplied using the State Water Project, the previously
stored water can be returned using an-interconnection between the San Bernardino Central Feeder
and Metropolitan’s Inland Feeder. Metropalitan took delivery of approximately 30,000 acre-feet
from San Bernardino Valley Municipal Water District under the agreement in calendar year 2007,
This program terminates on December 31, 2014, Metropolitan entered into an agreement with Kern
Delta Water District on May 27, 2003, for a groundwater banking and exchange transfer program to
allow Metropolitan to store up to 250,000 acre-feet of State Water Contract water in wet years and
. permit Metropolitan, at Metropolitan’s option, a return of up to 50,000 acre-feet of water. annually
during hydrologic and regulatory droughts. Additionally, Metropolitan entered into a groundwater
banking and exchange transfer agreement with Mojave Water Agency on October 29, 2003. The
agreement allows for Metropolitan to store water in an exchange account for later return.
Metropolitan’s cutrent storage account under these programs is shown in the table “Metropolitan’s
Water Storage Capacity and Water in Storage” under the heading, “—Storage Capacity and Water in
Storage” below. ' '

Other Water Purchase, Storage and Exchange Programs in the San Joaquin and Sacramento
Valleys. Metropolitan has been negotiating water purchase, storage and exchange programs with
other agencies in the Sacramento and San Joaquin Valleys. These programs will involve the storage
of both State Water Project supplies and water purchased from other sources to enhance
Metropolitan’s dry-year supplies and the exchange of normal year supplies to enhance
Metropolitan’s water reliability and water quality, in view of dry conditions and potential impacts
from the ESA cases discussed above under the heading “—State Water Project—Endangered
Species Act Considerations.” Metropolitan has entered into agreements to purchase water transfer
supplies for 2008 totaling 26,415 acre-feet from Western Canal Water District, Richvale Trrigation
District, South Feather Water and Power Agency and South Sutter Water District at a price of up to
$200 per acre-foot. After providing for conveyance losses, estimated at 20 percent, the effective unit -
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cost for these transfers is estimated to be #pproximately $250 per acre-foot. In addition,
Metropolitan is pursuing water quality exchange partnerships with San Joaquin Valley agricultural
districts, including the Friant Water Users Authority. The purpose of these partnerships is to
improve the quality of water that Metropolitan receives via the California Aqueduct. -

Metropolitan entered into an agreement with the Department of Water Resources in
December 2007 to purchase a portion of the water released by the Yuba County Water Agency
(“YCWA”). YCWA, was involved in a SWRCB proceeding in which it was required to increase
Yuba River fishery flows. Within the framework of agreements known as the Yuba River Accord,
the Department of Water Resources and the Bureau of Reclamation entered into agreements for the
long-term purchase of water from YCWA. Metropolitan and other State Water Project contractors
entered into separate agreements with the Department of Water Resources for purchase of portions
of the water made available. Metropolitan’s agreement allows Metropolitan to purchase 13,750
acre-feet to. 35,000 acre-feet per year of water supplies in dry years through 2025. Since the water
would be purchased from the Sacramento Valley, Delta conveyance losses, which are estimated at

20 percent, would be applied.

‘ Metropolitan/Coachella/Desert Water Agency Exchange and Advance Delivery Agreement.
Metropolitan has agreements with the CVWD and the Desert Water Agency (“Desert”) that require
Metropolitan to exchange its Colorado River water for those agencies’ State Water Project
entitlement water on an annual basis. Because Desert and Coachella do not have a physical
connection to the State Water Project, Metropolitan takes delivery of Desert’s and CVWD’s State
Water Project supplies and delivers a-like amount of Colorado River water to the agencies. In
accordance with an advance delivery agreement executed by Metropolitan, CVWD and Desert,
Metropolitan delivers Colorado River water in advance to these agencies for storage in the Upper
Coachella Valley groundwater basin. In years when supplies are needed to meet locdl demands,
Metropolitan has the option to receive the water supply and must pay the associated State Water
Project transportation costs and CVWD and Desert may use the stored water. Metropolitan’s
. current storage account under the CVWD/Desert program. is shown in.the table “Metropolitan’s.
Water Storage Capacity and Water in Storage” under the heading, “—Storage Capacity and Water in
Storage” below.

Other Agreements. Metropolitan is entitled to storage and access to stored water in
connection ‘with various storage programs and facilities. See “METROPOLITAN'S WATER |
SUPPLY—Colorado River Aqueduct” and “REGIONAL WATER RESOURCES—Local Water
Supplies—Conjunctive Use” in this Appendix A, as well as the table “Metropolitan’s Water Storage
Capacity and Water in Storage” under the heading, “—Storage Capacity and Water in Storage”
below. : '

Storage Capacity and Water in Storage

Metropolitan’s storage capacity, which includes reservoirs, conjunctive use and other
groundwater storage programs within Metropolitan’s service area and groundwater and surface
storage accounts delivered through the State Water Project or Colorado River Aqueduct, has
increased to 5.0 million acre-feet. Approximately 674,000 acre-feet of stored water is emergency
storage that is reserved for use in the event of supply interruptions from earthquakes or similar
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-emergencies (see “METROPOLITAN'S WATER DELIVERY SYSTEM—Seismic Considerations”
in this Appendix A), as well as extended drought. .

Metropolitan’s ability to replenish water storage, both in the local groundwater basins and in
surface storage and banking programs, has been limited by Bay-Delta pumping restrictions under the
Interim Remedial Order in NRDC v. Kempthorne. Metropolitan replenishes its storage accounts
when imported supplies exceed demands. Effective storage management is dependent on having
sufficient years of excess supplies to store water so that it can be used during times of shortage.
Historically, excess supplies have been available in about seven of every ten years. Metropolitan
forecasts that, with anticipated supply reductions from the State Water Project due to pumping
restrictions, it will need to draw down on storage in about seven of ten years and will be able to
replenish storage in about three years out of ten. This reduction in available supplies extends the
time required for storage to recover from drawdowns and could require Metropolitan to implement
its water supply allocation plan during extended dry periods.

Over the past two years Metropolitan has drawn down approximately half of its stored water
to meet demands. At its highest in July 2006, Metropolitan’s storage was 2.74 million acre-feet. As
of December 1, 2008, Metropolitan had approximately 1.6 million acre-feet of water in storage, as
shown in the following table. Groundwater storage and other storage programs may have physical
or contractual conditions that affect withdrawal capacity or limit the maximum amount that may be
withdrawn each year. :

T
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METROPOLITAN’S WATER STORAGE CAPACITY

AND WATER IN STORAGE
(in Acre-Feet)
_ Water in Water in -
: : Sforage Storage Storage
Water Storzge Resource Capacity December 1. 2008 January 1, 2008
Colorado River Aqueduct ”
Desert / Coachella 800,000 59,591 121,387
Lake MeadICS® 1,450,000 _ 88,324 41,398
Arizona Storage Program : n/a 37,105 _ - 64,105
Hayfield Storage Program S n/a __73.300 - 73.300
Subtotal ‘ 2,250,000 ) 258,320 300,190
State Water Project
Arvin Edison Storage Program - 250,000 - 161,200 189,400
Semitropic Storage Program 350,000 158,400 249,300
Kern Delta Storage Program 250,000 23,800 31,300
San Bemnardino Valley MWD _ ' '
Coordinated Operating Agreement 50,000 50,000 50,000
Mojave Storage Program b 75,000 15,600 o 18,300
Castaic Lake and Lake Perris o 216,000 137.600 204,000
Subtotal 1,194,000 546,600 742,900
Within Metropolitan's Service Area
Diamond Valley Lake 210,000 419,000 596,400
Lake Mathews 182,000 74,100 114,000
Lake Skinner : 44,000 - 40,500 o 38,000
Subtotal ' 1,036,000 533,600 748,400
Member Agency Storage Programs
Cyclic Storage, Conjunctive Use, and
Supplemental Storage 662,000 253,100 323,000
Total | 5.142,000 | LSe1L620 2.114,490

Source: Metropolilan.

() Water in storage as of Dc;:ember 1, 2008, inchides 100,000 zcre-feet credited in April 2008 in return for Metropolitan funding for
the regulating reservoir near Drop 2 of the All-American Canal in Imperial County, less 34,000 acre-feet withdrawn during 2008,
See “METROPOLITAN’S WATER SUPPLY—Celorado River Aqueduct” in this Appendix A.
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Five-Year Supply Plan

In April 2008, Metropolitan staff began working with Metropolitan’s member agencies on a
Five-Year Supply Plan (“Supply Plan”) to identify specific resource and conservation actions over
the next five years to manage water deliveries under continued drought conditions and court-ordered
restrictions.  The Supply Plan focuses on six categories of resource options to fmprove
Metropolitan’s reliability over the next five years, These categories are:

Water Conservation. The Supply Plan targets the following water conservation strategies to
increase and accelerate conservation savings by increasing the use of water efficient devices,
affecting water use practices in Southemn California and reducing prohibited uses of water: 1))
increase outreach to heighten the public’s awareness of the need to conserve, (2) increase resources
and support for water use ordinances and conservation-based rate structures to motivate
conservation, (3) accelerate the installation of water efficient devices, and (4) extend the existing
Public Sector Water Efficiency Partnership Demonstration Program that provides water conservation
'~ incentives to public agencies, to reinforce Metropolitan’s public messaging efforts to save water by
public sector example and reduce water use. See “METROPOLITAN’S WATER .SUPPLY — Water
Conservation” in this Appendix A.

Colorado River Transactions. Metropolitan is pursuing additional supplies under the Palo
Verde Irrigation District Land Management Program and water purchases from the Coachella Valley
Water District. Investigations are also underway for participation with the Bureau of Reclamation in
pilot operation of the Yuma Desalter that could yield 10,000 acre-feet per year. New initiatives also
include potential advance delivery of the remainder of water stored in the Arizona Groundwater
account, a water exchange with Arizona, and a transfer from California Indians. If successful, these
programs on the Colorado River could provide up to an additional 100,000 to 150,000 acre-feet of
Colorado River Aqueduct supply annually. :

Near-Term Delta Actions. Near-term Delta actions being developed inchide measures that
protect fish species and reduce supply impacts, such as habitat and hatchery projects, and physical
and operational actions with the goal of reducing conflicts between water supply conveyance and
environmental needs. The proposed Two-Gate System would provide movable barriers on the Old
and Middle Rivers to modify flows and prevent vulnerable fish from being drawn toward the Bay-
Delta pumping plants. The Two-Gate System is anticipated to protect fish habitat while allowing up
to an estimated additional 200,000 acre-feet per year of water supply export from the Bay-Delta.
The Two-Gate System is subject to operational studies; monitoring; environmental documentation
and compliance; acquisition of right-of-way; and completion of design and construction.

State Water Project Transactions. The Department of Water Resources established the State
Drought Water Bank (the “Drought Water Bank™) for transfers in 2009 from willing sellers located
upstream of the Bay-Delta to buyers through the State Water Project and Central Valley Project.
Prospective buyers were required to give expressions of interest to the Department of Water
Resources by October 15, 2008. Metropolitan is seeking to purchase up to 300,000 acre-feet from
the Drought Water Bank. Purchases from the Drought Water Bank will be contingent on acquisition
by the Department of Water Resources of supplies from willing sellers. Delivery of Drought Water
Bank transfers will be contingent on sufficient capacity for export of this water through the Bay-
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Delta: According to the Department of Water Resources, if precipitation during the wintet of 2008-
09 is average to relatively wet, capacity for export of the transfer water may not be available.

~ The Supply Plan also includes additional transfers with entities within the Bay-Delta (see “—
Water Transfer and Exchange Programs” above) and investigations into the feasibility of crop
rotation demonstration projects with Kern County agencies, as well as the return of existing transfers
stored in Shasta Lake. In addition, Metropolitan may benefit from a water transfer between North
Kern Water Storage District and Desert Water Agency by taking up to 27,500 acre-feet of State

Water Project water over the next three years. This water, along with approximately 8,500 acre-feet

of water transferred to Metropolitan in 2008, will be returned to Desert Water Agency in increments
of 1,200 acre-feet per year over the next 30 years.

Groundwater Recovery. Groundwater that requires treatment and recovery for consumptive
use is a resource that has the potential to yield significant amounts of supply. Based on groundwater
inventories conducted by Metropolitan and the member agencies, it is estimated that there is over
300,000 acre-feet of groundwater that could be treated and recovered in Metropolitan’s service area.
Additionally, it is estimated that between 5,000 to 20,000 acre-feet could be supplied through the
operation of wells in San Bernardino Valley Municipal Water District’s (“SBVMWD”) service area
to deliver water to Metropolitan through the recently completed initial phase of the SBVYMWD
Centra! Feeder. The Hayfield groundwater basin located adjacent to the Colorado River Aqueduct
has 70,000 to 100,000 acre-feet that could be extracted over the next five years. Also, more than
300,000 acre-feet of recovered groundwater accumulated from agricultural drainage in the San
Joaquin Valley could be made available to Metropolitan if Metropolitan funds groundwater

treatment facilities.

TLocal Resources. Several local resource projects such as reclamation and ocean desalination
could be expanded and/or accelerated with a potential to be-on line within the next five years.
Mechanisms proposed to motivate this expansion and/or acceleration include funding of physical
components of a project, including connections, treatment and delivery of water; funding local
resource project feasibility studies, design and environmental review, and permitting; purchasing
partial ownership of a project through funding a share of total project cost; purchasing contract rights
for the delivery of a new water supply; and funding for the completion of hookups to existing
recycled water distribution lines. The estimated combined yield of all projects submitted for
evaluation exceeds 160,000 acre-feet by 2013.

Metropolitan’é estimate of the dry year yield of the above Supply Plan actions is shown in
the following table: _
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ESTIMATED YIELD OF FIVE-YEAR SUPPLY PLAN ACTIONS

(in Thousands of Acre-Feet (TAF)) -
2009 2010 2008 . 2012 2013

Water Conservation 215 220 225 - 230 235
Colorado River 113 167 150 150 150
Transactions - S ' L ST
Near Term Delta 0 0 0 0 0
Actions® _ :
SWP Transactions 210 110 105 100 ' 100
Groundwater Recovery 10 63 63 51 51
Local Resources - . _5 _5 105 123 167
Total 553 565 648 654 703

. Source: Metropolitan. _ : :
() Two-Gate System is estimated to provide up to 200 TAF when the State Water Project allocation is greater than about 35%. Yield is
shown at 0 because of this contingency. ‘

Water Conservation

The central objective of Metropolitan’s water conservation activities is to help ensure
adequate, reliable and affordable water supplies for Southern California by actively promoting
efficient water use. The importance of conservation to the region has increased in 2008 because of -
drought conditions in the State Water Project watershed and court-ordered restrictions on Bay-Delta -
pumping, as described under “METROPOLITAN’S WATER SUPPLY—State Water Project” in
this Appendix A. Water conservation is an integral component of Metropolitan’s IRP, Preferred
Resource Mix, Five-Year Supply Plan and Drought and Resources Management Plans each
described in this Appendix A under “METROPOLIAN’S WATER SUPPLY.”

Metropohtan & conservation activities have largely been developed to assist its member
agencies in meeting the “best management practices” (“BMP”) of the California Urban Water
Conservation Council’s Memorandum of Understanding Regarding Urban Water Conservation in
California (“CUWCC MOU”) and to meet the conservation goals of the 2004 IRP Update. See “—
Integrated Water Resources Plan” in this Appendix A. Under the terms of the CUWCC MOU and
Metropolitan’s Conservation Credits Program, Metropolitan co-finds member agency conservation

programs designed to achieve greater water use efficiency in residential, commercial, industrial,
institutional and landscape applications. Direct spending by Metropolitan on active conservation
incentives from fiscal year 1989-90 through fiscal year 2007-08 was $223 million. The
2004 Integrated Water Resources Plan Update estimates that 1,100,000 acre-feet of water will be
conserved annmally in southern California by 2025. See “METROPOLITAN’S WATER
SUPPLY—Integrated Water Resources Plan.”

In August 2007, Metropolitan launched a significant public outreach campaign to urge
consumers and businesses to voluntarily save water during current record dry conditions. The
campaign combines radio, print and on-line advertising with media and community outreach efforts.
Along with the message to save water, the campaign is intended to educate the public about the
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uncertainties of future water supplies. Metropolitan’s Board also authorized agreements with public
agencies to provide financial incentives for water saving measures, ranging from $195 to $500 per
acre-foot of potable water saved, up to 4 maximum of $15 million for the Public Sector Water
Efficiency Partnership Demonstration Program. This program aims to continue public support for
conservation through public agency accomplishments and efforts. Metropolitan estimated total
water savings from this program of 40,000 acre-feet. The campaign was intensified following
Metropolitan’s declaration of a regional Water Supply Alert on June 10, 2008. Metropolitan urged
cities, counties and water districts in its service area to achieve extraordinary conservation by
adopting and enforcing drought ordinances; " accelerating public outreach and conservation
messaging, and developing additional local supplies. Metropolitan estimates that conservation
resulting from these measures could reduce the demand for imported water supplies by about
200,000 acre-feet over the twelve months following this declaration.

If necessary, Metropolitan could implement its Water Supply Allocation Plan (described
under “—Drought and Resources Management Plans” below), resulting in mandatory water
allocations, to reduce water use and drawdowns from water storage reserves. Metropolitan’s member
agencies and retail water suppliefs in Metropolitan’s service area also have the ability to implement
water conservation and allocation programs, and some of the retail suppliers in Metropolitan’s
service area have initiated conservation measures.

Drought and Resources Management Plans

Possible causes of water supply deficits are droughts, failutes of major water transmission _ . _.

facilities, environmental restrictions and other adverse evens. Metropolitan’s current approach to
managing water shortages. has evolved from its experiences during the droughts of 1976-77 and
1987-92 into the Water Surplus and Drought Management Plan (“WSDM Plan™).

The WSDM Plan, which was adopted by Metropolitan’s Board of Directors in April 1999,

. establishes broad resource management strategies to meet full service demands. The WSDM Plan
splits resource actions into two major categories: Surplus Actions and Shortage Actions. The
WSDM Plan considers the region to be in surplus only after Metropolitan has met all demands for
water, including replenishment deliveries. The Surplus Actions store surplus water, first inside then
outside the region. The shortage actions of the WSDM Plan are split into three sub-categories:
Shortage, Severe Shortage, and Extreme Shortage. Each category has associated actions that could . '
be taken as a part of the response to prevailing shortage conditions. Conservation and water
efficiency programs are part of Metropolitan’s resource management strategy through all categories.

“Under Shortage conditions, Metropolitan may make withdrawals from storage based on location and
ability to access and interrupt groundwater replenishment _deliveries. Under Severe Shortage
conditions, Metropolitan will call for extraordinary drought conservation, reduce agricultural water
deliveries, exercise available options for water transfers ‘and seck other water purchases. Under
Extreme Shortage conditions, Metropolitan will allocate or reduce water deliveries to its member
agencies.

Although the WSDM Plan provides principles for jmported water supply allocation if the
need should arise, the WSDM Plan stopped short of providing a detailed allocation plan. Beginning
in 2007, Metropolitan staff, working with member agency staff, prepared a water allocation plan (the
“Water Supply Allocation Plan”) based on the principles contained in the WSDM Plan. The Water
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‘Supply Allocation Plan was approved by the Board in February 2008. “The Water Supply Allocation
Plan provides a formula for equitable distribution of available supplies in case of extreme water
shortages within Metropolitan’s service area. A separate action of Metropolitan’s Board will be
required to implement the Plan and subject water deliveries to the allocation formula.

The Central Basin Municipal Water District (“Central Basin”) filed litigation against .
Metropolitan in Los Angeles Superior Court, Central District, on April 16, 2008 challenging
Metropolitan’s adoption of the Water Supply Allocation Plan. The complaint alleges that the Water
Supply Allocation Plan violates Central Basin’s preferential right to purchase of water and, if
implemented, will be a breach of Cenfral Basin’s member agency purchase order (see
“METROPOLITAN REVENUES—Member Agency Purchase Orders™ in this Appendix A); that
Metropolitan inappropriately relied on exemptions under CEQA to avoid CEQA compliance; that
the Board’s adoption of the Water Supply Allocation Plan failed to address “environmental justice”;
that the Water Supply Allocation Plan’s penalty rate is unfair, unreasonably discriminates against -
Central Basin and is an unauthorized “special tax™ enacted without voter approval; and that adoption
of the Water Supply Allocation Plan viclated California and United States constitutional rights
regarding impairment of contract, due process and equal protection. The complaint seeks a writ of
mandate setting aside adoption of the Water Supply Allocation Plan and seeks recovery of attorney’s
fees and other litigation costs. Metropolitan has filed the administrative record, which Central Basin
moved to strike, and is preparing to file appropriate responses.

Metropohtan 8 mcmber agencies and retail Watcr suppliers in Metropolitan’s service area
also may nnpiement water conservation and allocatlon programs within their respective service
territories.

'REGIONAL WATER RESOURCES

: The water supply for Metropolitan's service area is provided in part by Metropolitan and in

part by non-Metropolitan sources available to members. Approximately two-thirds of the water
supply for Metropolitan’s service area is impotted water received by Metropolitan from its Colorado
River Aqueduct and the State Water Project and by the City of Los Angeles (the “City”) from the
Los Angeles Aqueduct. While the City is one of the largest water customers of Metropolitan, it
receives a substantial portion of its water from the Los Angeles Aqueduct and local groundwater
supply. The balance of water within the region is produced locally, primarily from groundwater
supplies and runoff.

Metropolitan’s member agencies are not required to purchase or use any of the water
available from Metropolitan. Some agencies depend on Metropolitan to supply 100 percent of their
water needs, regardless of the weather. Other agencies, with local surface reservoirs or aqueducts
that capture rain or snowfall, rely on Metropolitan more in dry years than in years with heavy
rainfall, while others, with ample groundwater supplies, purchase Metropolitan water only to
supplement local supplies or to recharge groundwater basins. Record rainfall in Southern California
in 2005, after five consecutive years of below-average precipitation, reduced demands for
Metropolitan water during this peried and replenished local groundwater basins and reservoirs.
After near average precipitation in 2006 and record low precipitation in 2007, Southern California
experienced normal to above normal precipitation levels at the beginning of 2008, but had very dry
conditions in March and April, making for below normal precipitation for 2008. To the extent that
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weather conditions reduce demands for water, or water resoutces within Metropolitan's service area
are plentiful, or to the extent that Metropolitan's members initiate or undertake conservation and
other water management programs or obtain water from other sources, Metropolitan's water sales
revenues could be reduced. Conversely, increased demands for imported water and decreased water
supplies within Metropolitan’s service area could increase Metropolitan’s water sales revenues. For
information on Metropolitan's revenues,  se€ “METROPOLITAN REVENUES” and
“MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED REVENUES AND
EXPENDITURES” in this Appendix A.

The following graph shows a summary of the regional sources of water supply for the years
1971 to 2007. Local supplies available within Metropolitan’s service area are augmented by water
imported by the City through the Los Angeles Aqueduct and Metropolitan supplies provided through
the Colorado River Aqueduct and State Water Project.

Source of Water Supply in the Metropolitan Service Area
(1971-2007)

[ltncalSupleas EHLAA EICRA 'ISWPJ

Millions of Acre-Fee

Calendar Year

Source: Metropolitan.

The major sources of water for Metropolitan’s member agencies in addition to supplies
- provided by Metropolitan are described below. ' '

Los Angeles Aqueduct

The City, thi‘ough its Department of Water and Power, operates its Los. Angeles Aqueduct
system to import water from the Owens Valley and the Mono Basin on the eastern slopes of the

Sierra Nevada Mountains in eastern California. Prior to the Mono Lake Basin Water Right Decision
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1631 (Decision 1631) issued in September 1994, which revised the Department of Water and
Power’s water rights license in the Mono Basin, the City had imported an average of 460,000 acre-
feet of water annually from the combined Owens Valley/Mono Basin system, of which about 85,000
acre-feet came from the Mono Basin. Under Decision 1631, the City has exported less than 16,000 -
acre-feet annually from the Mono Basin in recent years.

Pursuant to the City’s turnout agreement with the Department of Water Resources, Antelope
Valley-East Kern Water Agency (FAVEK”) and Metropolitan, the Department of Water and Power
may construct facilities along the California Aqueduct within AVEK’s service area. Upon
completion, the tunout will enable AVEK to deliver water from the California Aqueduct to the Los
Angeles Aqueduct. Conditions precedent to such delivery of water include obtaining agreements for
the transfer of non-State Water Project water directly from farmers and water districts in Northern
and Central California, available capacity in the California Aqueduct and compliance with State
Water Project water quality requirements. The agreement limits use of the turnout to delivery of
non-State Water Project water annually to the City in amounts not to exceed the supplies lost to the
City as a result of its Eastern Sierra environmental obligations, including water for the Lower Owens
River Project and Owens Lake Dust Mitigation Project, which used over 100,000 acre-feet of Los
Angeles Aqueduct water in 2007. Construction of the turnout is anticipated to begin in spring 2009,
at the earliest. '

Historically, the Los Angeles Aqueduct and local groundwater supplies have been nearly
‘sufficient to meet the City’s water requirements during normal water supply years. As a result, as
recently as the late 1980’s only about 15 percent of the City’s water needs (approximately 100,000
acre-feet) were supplied by Metropolitan, From fiscal year 2000-01 to fiscal year 2007-08, from 34
to 65 percent of the City’s total water requirements were met by Metropolitan. For the five fiscal
years ending June 30, 2008, the City’s water deliveries from Metropolitan averaged approximately
309,000 acre-feet per year, which constituted approximately 47% of the City’s total water supply.
Deliveries from Metropolitan to the City during this period varied between approximately 209,000
acre-feet . per . year. and approximately 422,000 acre-feet per year. See “METROPOLITAN
REVENUES—Principal Customers” in this Appendix A. According to the Los Angeles Department
of Water and Power’s Year 2005 Urban Water Management Plan, the City is planning to purchase
approximately 30 to 40 percent of its normal year supplies and 51 to 60 percent of its dry year
supplies from Metropolitan over the next 25 years. This corresponds to an increase from normal to
dry years of approximately 134,000 acre-feet in potential demand for supplies from Metropolitan,

The Los Angeles Department of Water and Power has indicated that it is currently analyzing

 additional impacts to the Los Angeles Aqueduct’s water supply deliveries of various environmental

projects aimed at improving air quality and fish and riparian habitat in the Owens Valley. The City’s
future reliance on Metropolitan supplies may increase with implementation of these projects.

Liocal Water Supplies

Local water resources include groundwater production, recycled water production and
diversion of surface flows.

Groundwater. Demands for about 1.3 million acre-feet per year, about one-third of the
annual water demands for over 18 million residents of Metropolitan’s service area, are met from
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groundwater production. Local groundwater supplies are supported by recycled water, which is
blended with imported water and recharged into groundwater basins, and also used for creating
seawater barriers that protect coastal aquifers from seawater intrusion.

Recovered Groundwater. Contamination of groundwater supplies is a growing threat to local
groundwater production. Metropolitan has been supporting increased groundwater production and
improved regional supply reliability by offering financial incentives to agencies for production and
treatment of degraded groundwater since 1991. Metropolitan has executed 24 agreements to provide
financial incentives to projects that recover contaminated grotindwater with total contract yields of
about 84,000 acre-feet per year. During fiscal year 2007-08 Metropolitan paid for approximately
48,000 acre-feet of recovered water under these agreements. Total groundwater recovery use under
executed agreements is expected to grow to 69,000 acre-feet by 2015.

Surface Runoff. Local agencies divert about 100,000 acre-feet per year of water from flows
in local streams. Local surface water supplies are heavily influenced by year to year weather
conditions, varying from 190,000 acre-feet in fiscal year 1999 to 55,000 acre-feet in fiscal year
2004.

Conjunctive Use. Conjunctive use is accomplished when groundwater basins are used to
store imported supplies during water abundant periods. The stored water is used during shortages
and emergencies with a corresponding reduction in surface deliveries to the participating agencies.
Regional benefits include enhancing Metropolitan’s ability to capture excess surface flows during
wet years from both the State Water Project and Colorado River. Groundwater storage is
accomplished using spreading basins, injection wells, and in-lieu deliveries where imported water is
substituted for groundwater, and the groundwater not pumped is considered stored water.

Metropolitan promotes conjunctive use at the local agency level under its Replenishment
Water Program by discounting rates for imported water placed into groundwater or reservoir storage
during wet months. The discounted rate and program rules encourage construction of additional
groundwater production facilities allowing local agencies to be more self-sufficient during shortages.
In calendar year 2006, Metropolitan delivered approximately 228,000 acre-feet of water as
replenishment water, In calendar year 2007, Metropolitan delivered approximately 52,000 acre-feet
of water as replénishment up to May 1, then discontinued storage deliveries for the balance of the
year. See also “CAPITAL INVESTMENT PLAN—Other Major Projects of Metropolitan’s Capital
Investment Plan—Groundwater Storage Programs” in this Appendix A. ' |

Recycled Water. Currently, 128 recycled water projects with an expected year 2025 yield of
about 434,000 acre-feet of water per year are being constructed or operated by local agencies in
Metropolitan’s service area for landscape, municipal, agricultural, groundwater recharge, and
commercial and industrial uses. : :
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METROPOLITAN'S WATER DELIVERY SYSTEM

Method of Delivery

Metropolitan’s water delivery system is made up of three basic components: the Colorado
River Aqueduct, the California Aqueduct of the State Water Project and Metropolitan’s internal

water distribution system. Metropolitan’s delivery system is integrated and designed to meet the

differing needs of its member agencies. Metropolitan seeks redundancy in its delivery system to
assure reliability in the event of an outage. Current system expansion and other improvements will
be designed to increase the flexibility of the system. Since local sources of water are generally used
to their maximum each year, growth in the demand for water is partially met by Metropolitan.
Accordingly, the operation of Metropolitan’s water system is being made more reliable through the
construction of additional storage reservoirs, rehabilitation of key facilities as needed, additional
pipelines, improved preventive maintenance programs and the upgrading of Metropolitan’s
operaticnal control systems. See “CAPITAL INVESTMENT PLAN” in this Appendix A.

Colorado River Aqueduct. Work on the Colorado River Aqueduct commenced in 1933 and
water deliveries started in 1941. Additional facilities were completed by 1961 to meet additional
requirements of Metropolitan’s member agencies. The Colorado River Aqueduct is 242 miles long,
starting at the Lake Havasu intake and ending at the Lake Mathews terminal reservoir. Metropolitan -
owns all of the components of the Colorado River Aqueduct, which include five pump plants, 64
miles of canal, 92 miles of tunnels, 55 miles of concrete conduits and 144 underground siphons
totaling 29 miles in length. - The pumping plants lift the water approximately 1,617 feet over several
mountain ranges to Metropolitan’s service area. See “METROPOLITAN’S WATER SUPPLY—
Colorado River Aqueduct” in this Appendix A.

State Water Project. The initial portions of the State Water Project serving Metropolitan
- were completed in 1973. State Water Project facilities are owned and operated by the Department of
Water Resources. Twenty-nine agencies have entered into contracts with the Department of Water
Resources to receive water from the State Water Project. See “METROPOLITAN’S WATER
SUPPLY—State Water Project” in this Appendix A.

Internal Distribution System. Metropolitan’s internal water distribution system includes
components that were built beginning in the 1930°s and through the present. Metropolitan owns all
of these components, which include 14 dams and reservoirs, five regional treatment plants,
approximately 770 miles of transmission pipelines, feeders and canals, and sixteen hydroelectric
plants with an aggregate capacity of 122 megawatts,

Diamond Valley Lake. The most recent major addition to Metropolitan’s water delivery
system js Diamond Valley Lake, a man-made reservoir located southwest of the city of Hemet,
California, within the Domenigoni‘and Diamond Valleys. Excavation at the project site began in
May 1995. Diamond Valley Lake was completed in March 2000, at a total cost of $2 billion, and
was in full operation in December 2001.

The Diamond Valley Lake covers approximately 4,410 acres and is estimated to hold
approximately 810,000 acre-feet or 265 billion gallons of water. The Diamond Valley Lake was
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- constructed to serve approximately 90" percent of Metropolitan’s service area by gravity flow.
Associated hydraulic structures consist of an inlet-outlet tower, pumps and generating facilities, a
pressure control facility, connecting tunnels and a forebay. Imported water is delivered to Diamond
Valley Lake during surplus periods. The reservoir provides more reliable delivery of imported water
from the State Water Project and the Colorado River Aqueduct during summer months, droughts and
emergencies. In addition, the Diamond Valley Lake is capable of providing more than one-third of
Southern California’s water needs from storage for approximately six months after a major
earthquake (assuming that there has been no impairment of Metropolitan’s internal distribution
network). See the table “Metropolitan’s Water Storage Capacity and Water in Storage” under
“METROPOLITAN’S WATER SUPPLY—Storage Capacity and Water in Storage” in this
Appendix A for the amount of water in storage at Diamond Valley Lake.

Operations Control Center. Metropolitan’s water conveyance and distribution system
operations are coordinated from the Operations Control Center (“OCC”) located in the Eagle Rock
area of Los Angeles. The OCC plans, balances and schedules daily water and power operations to
meet member agencies’ demands, taking into consideration the operational limits of the entire.

system.

Water Treatment

Metropolitan filters and disinfects water 4t five water treatment plants: the F.E. Weymouth
Treatment Plant, the Joseph Jensen Treatment Plant, the Henry J. Mills Treatment Plant, the Robert
B. Diemer Treatment Plant and the Robert A. Skinner Treatment Plant. The plants treat an average
of between 1.7 billion and 2.0 billion gallons of water per day, and have a maximum capacity of
approximately 2.6 billion gallons per day. Approximately 70 percent of Metropolitan’s water
deliveries are treated water.

Federal and state regulatory agencies continually monitor and establish new water quality
standards. New water quality standdrds could affect availability of water and impose significant
compliance costs on Metropolitan. The Safe Drinking Water Act (“SDWA”) was amended in 1986
and again in 1996. The SDWA establishes drinking water quality standards, monitoring, public
notification and enforcement requirements for public water systems. To achieve these objectives,
the US. FEnvironmental Protection Agency (“USEPA™), as the lead regulatory authority,
promulgates national drinking water regulations and develops the mechanism for individual states to
assume primary enforcement responsibilities. The California Department of Public Health
(“CDPH”), formerly known as the Department of Health Services, has lead authority over California
water agencies. Metropolitan continually monitors new water quality laws and regulations and
frequently comments on new legislative proposals and regulatory rules. : :

Tn October 2007 Metropolitan began adding fluoride to treated water in order to prevent tooth
decay. Design and construction of the fluoridation facilities at Metropolitan’s five treatrent plants
were financed primarily by a $5.5 million grant from the California Dental Association Foundation,
in conjunction with the California Fluoridation 2010 Work Group.

Disinfection By-products. As part of the requirements of SDWA, USEPA is required to
establish regulations to strengthen protection against microbial contaminants and reduce potential
health risks from disinfection by-products. Disinfectants and disinfection by-products (“D/DBPs”)
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were addressed by the USEPA in two stages. In the Stage I “Disinfectants and Disinfection
Byproducts Rule (“Stage 1 DBPR”), the maximum contaminant level (“MCL”) for one of the classes
of D/DBPs, total trihalomethanes (“TTHM"), was lowered from 100 parts per billion (“ppb™) to 80
ppb. MCLs were also set for haloacetic acids (“HAA”) and bromate (an ozone D/DBP). In addition,
the Stage 1 DBPR includes a treatment requirement to remove disinfection by-product precursors. -
Compliance with these requirements started in January 2002. Metropolitan already satisfied these.
requirements for its Colorado River Water, which has lower levels of microbial contaminants and

disinfection by-products than State Water Project water. State Water Project water has a greater .

amount of disinfection by-product precursors and modifications to the treatment process have been
made to meet the requirements of the Stage 1 DBPR. Longer-term D/DBP control has been
achieved by switching to ozone as the primary disinfectant at the Mills and Jensen treatment plants,
which only receive water from the State Water Project. The capital cost of implementing ozone
treatment at these plants was approximately $235 million. Ozone facilities at the Mills plant began .
operating in October 2003. Ozone facilities became operational at the Jensen plant July 1, 2005.
Metropolitan’s Board has also approved installing ozone at the Skinner, Weymouth and Diemer
treatment plants, which receive a blend of water from the State Water Project and the Colorado
River, Ozone will enable these plants to reliably treat water containing higher blends of State
Project water and still meet the new microbial and D/DBP standards. The estimated capital cost is
$971 million, with ozone expected to be on-line in 2011 for the Skinner plant, 2012 for the Diemer
plant and 2015 for the Weymouth plant. '

The second stage of the D/DBP Rule (“Stage 2 DBPR”) was finalized in January 2006. The
Stage 2 DBPR requires water systemis to meet the TTHM and HAA standards at individual
monitoring locations in the distribution system as opposed to a distribution system-wide average
under the Stage 1 DBPR. Metropolitan does not anticipate any further capital improvements in order
to meet the Stage 2 DBPR requirements. See “CAPITAL INVESTMENT PLAN—Other Major
Projects of Metropolitan’s Capital Investment Plan—Water Treatment Facilities” in this Appendix
A '

The Interim Enhanced Surface Water Treatment Rule and the Long Term 2 Enhanced
Surface Water Treatment Rule (“LT2ESWTR™) have been implemented to simultaneously provide
protection against microbial pathogens while the D/DBP rules provide reduced risk from disinfection
by-products. Metropolitan does not anticipate any further capital improvements in order to meet the
LT2ESWTR requirements.

Perchiorate. Perchlorate, used in solid rocket propellants, munitions and fireworks, has
contaminated some drinking water wells and sutface water sources throughout California,
Perchlorate also has been detected in Metropolitan’s Colorado River water supplies. A chemical
manufacturing facility near Lake Mead in Nevada is a primary source of the contamination.
Remediation efforts began in 1998 and have been successful at meeting the cleanup objectives,
significantly reducing the levels of perchlorate entering into the Colorado River. CDPH has
established a primary drinking water standard (ie., MCL) of 6 ppb for perchlorate. Current
perchlorate levels in Metropolitan’s Colorado River supplies are at or below 2 ppb.

) Chromium 6. Currently there is a public health standard for “total” Chromium, which
includes Chromium 6, of 50 ppb. Chromium 6, however, is the relatively more harmful form. The
California Office of Environmental Health Hazard Assessment (“OEHHA”) is currently evaluating
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existing toxicological data and is expected to propose a public ‘health goal (“PHG”) for chromium 6.
Following release of the PHG, the CDPH can proceed with final development of a MCL for
Chromium 6. Metropolitan’s source water has trace concentrations (less than 1 ppb) of Chromium

6. It is expected that the adoption of a Chromium 6 regulation will not materially affect the water
supply to Metropolitan or result in significant compliance costs.

Arsenic. In January 2001, the USEPA adopted & new drinking water arsenic rule. The new
. rule lowers the federal MCL for arsenic from 50 ppb to 10 ppb effective January 23, 2006, CDPH
was required to adopt an MCL for arsenic that is at least as stringent as the federal standard and as
close as economically and technically feasible to California’s arsenic public health goal. The arsenic
public health goal, which was adopted by OEHHA in April 2004, is 4 parts per trillion. CDPH
" implemented the new federal MCL during the development of the State regulation. Arsenic levels in
Metropolitan’s treated water supplies have averaged below 2 ppb in recent years. The new arsenic
MCL is not expected to result in significant compliance costs. '

Seismic Considerations

General. Major portions of the California Aqueduct, the Colorado River Aqueduct and
Metropolitan’s internal distribution system are located near major earthquake faults, including the
Qan Andreas Fault. No assurance can be made that a significant seismic event would not cause
damage to project structures, which could thereby interrupt the supply of water. ‘Such event could
adversely affect Metropolitan’s revenues, which, in turn, could negatively impact its ability to pay its
obligations. o ' :

Metropolitan has an ongoing surveillance program that monitors the safety and structural
performance of its 14 dams and reservoirs. Operating personnel perform regular inspections that
include monitoring and analyzing seepage flows and pressures. Engineers responsible for dam
safety review the inspection data and monitor the horizontal and vertical movements for each dam.
Meajor on-site inspections are performed at least twice each year. Inmstruments to transmit seismic
acoeleration fime histories for analysis any time a dam is subjected to strong motion during an
earthquake are located at a number of selected sites. '

In addition, Metropolitan has developed an emergency plan that calls for specific levels of
response appropriate to an earthquake’s magnitude and location. Included in this plan are various
commurication tools as well as a structured plan of management that varies with the severity of the
event. Predesignated personnel follow detailed steps for field facility inspection and distribution
system patrol. Approximately 40 employees are designated to respond immediately under certain
identifiable seismic events. An emergency operations center is maintained at the OCC. The OCC,
which is specifically designed to be earthquake resistant, contains communication equipment,
including a radio transmitter, microwave capability and a response line linking Metropolitan with the
Department of Water Resources and the State’s Office of Emergency Services. In the event of
earthquake damage, Metropolitan expects its fabrication shop in La Verne, California, to have the
capacity to fabricate pipe and related fittings for repairs. o

State Water Project Focilities. The California Aqueduct crosses all major faults either by
canal at ground level or by pipeline at very shallow depths to ease repair in case of damage from
movement along a fault. State Water Project facilitics are designed to withstand major earthquakes
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along a local fault or magnitude 8.1 earthquakes along the San Andreas Fault without major damage.
Dams, for example, are designed to accommodate movement along their foundations and to resist
earthquake forces on their embankments. Earthquake loads have been taken into consideration in
the design of project structures such as pumping and power plants. The location of check structures
on the canal-allows for hydraulic isolation of the fault-crossing repair.

The water from Northern California passes through 1,600 miles of aging levees in the Bay-

Delta. In the event of a failure of the Bay-Delta levees, the quality of the Bay-Delta’s water could be

severely compromised as salt water comes in from the San Francisco Bay to equalize water pressure.
Metropolitan’s supply of State Water Project water would be impacted if pumps that move Bay-
Delta water southward to the Central Valley and Southern California are shut down to contain the
salt water intrusion. Metropolitan estimates that stored water supplies, Colorado River Aqueduct

~ supplies and local water resources that would be available in case of a levee breach or other
interruption in State Water Project supplies would meet demands in Metropolitan’s service area for
approximately. twelve months. (See “METROPOLITAN'S WATER SUPPLY—Storage Capacity
- and Water in Storage” in this Appendix A). Since the State and Federal governments control the
Bay-Delta levees, repair of any levee failures would be the responsibility of the State and Federal -
governments,

Metropolitan, in cooperation with the State Water Contractors, developed recommendations
to the Department of Water Resources for emergency preparedness measures to maintain continuity
in export water supplies and water quality during emergency events. These measures include
improvements to emergency construction materials stockpiles in the Bay-Delta, improved
emergency contracting capabilities, strategic levee improvements and other structural measures of
importance to Bay-Delta water export interests. The Department of Water Resources utilized $12
million in fiscal year 2007-08 for initial stockpiling of rock for emergency levee repairs and
development of Bay-Delta land and marine loading facilities. :

Perris Dam. The Department of Water Resources reported in July 2005 that seismic studies
indicate that the Department’s Perris Dam facility could sustain damage from moderate earthquakes
along the San Jacinto or San Andreas faults due to potential weaknesses in the dam’s foundation.
_ The studies used fechnology not available when the dam was completed in 1974. Perris Dam forms
Lake Perris, the terminal reservoir for the State Water Project in Riverside County, with maximum
capacity of approximately 130,000 acre-feet of water. In late 2005, the Department of Water
Resources lowered the water level in the reservoir by about 25 feet and reduced the amount of water
stored in the reservoir to about 75,000 acre-feet as the Department of Water Resources evaluates
alternatives for repair of the dam. The lower lake level elevation was intended to prevent over-
topping of the dam crest in the event of a major earthquake and to prevent uncontrolled releases. In
December 2006, the Department of Water Resources completed a study identifying various repair
options, began additional geologic exploration along the base of Pertis Dam and started preliminary
design. The Department of Water Resources’ preferred alternative is to repair the dam to restore the
reservoir to its historical level. The Department of Water Resources estimates that such repairs will
- cost between $340 million and $460 million and take four to eight years to complete. Water stored
- in Lake Perris is used primarily by Metropolitan. Accordingly, Metropolitan likely would be a
major contributor toward the cost of repair or replacement of Perris Dam under its State Water
Contract. (See “METROPOLITAN EXPENDITURES~State Water Contract Obligations” in this
Appendix A.) : '
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Metropolitan Facilities. Metropolitan’s water conveyance and distribution facilities are
designed to either withstand 2 maximum probable seismic event ot to minimize the potential repair
time in the event of damage. The five pumping plants on the Colorado River Aqueduct have been
buttressed to better withstand seismic events. Other components of the Colorado River Aqueduct
are monitored for any necessary rehabilitation and repair. Metropolitan personnel and independent
consultants periodically reevaluate the internal distribution system’s vulnerability to earthquakes.
Supplies are dispersed throughout Metropolitan’s service area, and a six-month reserve supply of
water normally held in local storage (including emergency storage in Diamond Valley Lake)
provides reasonable assurance of continuing water supplies during such events. LR

Security Measures

Metropolitan conducts ground and air patrols of the Colorado River Aqueduct and
monitoring and testing at all treatment plants and along the Colorado River Aqueduct. Similarly, the
Department of Water Resources has in place security measures to protect critical facilities of the
State Water Project, including both ground and air patrols of the State ‘Water Project.

Although Metropolitan has constructed redundant systems and other safeguards to ensure its
ability to continually deliver water to its customers, and the Department of Water Resources has
made similar efforts, no assurance can be given that a terrorist attack, or other security breach,
against water facilities would not impair Metropolitan’s ability to deliver water to its customers. A
terrorist attack, or other security breach, that materially impairs water deliveries throughout
Metropolitan’s system could impair Metropolitan’s operations and revenues and impact its ability to
pay its obligations. ‘

CAPITAL INVESTMENT PLAN

General Description

* Metropolitan’s current Capital Investment Plan (the “Capital Investment Plan” or “CIP™)
involves expansion and rehabilitation of existing facilities and construction of new facilities to
provide for resource development, meet future water demands and comply with water quality
regulations. Metropolitan’s CIP is regulatly reviewed and updated. Implementation and
construction of specific elements of the program are subject to Board approval, and the amount and
timing of borrowings will depend upon, among other factors, status of construction activity and -
water demands within Metropolitan’s service area. From time to time projects that have been
undertaken are delayed, redesigned or deferred by Metropolitan for various reasons and no assurance
can be given that a project in the CIP will be completed in accordance with its original schedule or
that any project will be completed as currently planned.

Inland Feeder Project

The Inland Feeder project currently is Metropolitan’s largest capital project. It consists of a

' pipeline and tunnel conveyance system, approximately 44 miles long and 12 feet in diameter, which

will carry State Water Project water from Devil Canyon Power Plant in the San Bernardino

Mountains to Diamond Valley Lake and the Colorado River Aqueduct, both in Riverside County.

The project will provide greater flexibility in managing Metropolitan’s major water supplies and will

allow greater amounts of State Water Project water to be accepted during wet seasons for storage in
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"Diamond Valley Lake. The Inland Feeder project is planned to increase the conveyance capacity
from the East Branch of the State Water Project by 1,000 cubic-feet per second (“cfs”), allowing the
East Branch to operate up to its full capacity. The Board has approved a total project budget of $1.2
billion for the Inland Feeder project. Expenditures through June 30, 2008 were approximately $1.01
billion. For fiscal year 2009, $61.4 million is budgeted. The Inland Feeder project currently is
expected to be in service in late 2010, and is anticipated to be completed within budget.

On July 23, 2007, the California Supreme Court rendered its decision in Metropolitan Water
District v. Campus Crusade for Christ, Inc., an eminent domain case brought by Metropolitan to
acquire property for the Inland Feeder Project. At trial, Metropolitan won a favorable judgment
awarding $478,278 as just compensation for taking of the property. Campus Crusade had sought
compensation totaling $15.6 millicn. On appeal, the Court of Appeal reversed the judgment and
ruled that Campus Crusade should have been allowed to present evidence of additional damages to
the jury. The Supreme Court agreed that the trial judge should leave the decision on certain damages
issues to the jury and remanded the case for a new trial. Any increase in compensation awarded to
Campus Crusade in a new frial will increase the capital cost of the Inland Feeder Project.

A portion of the Inland Feeder is within the San Bernardino National Forest. In 1999
construction of the Arrowhead East and West Tunnels was terminated due to groundwater issues. In
June 2001, the U.S. Forest Service approved the permit to extend the time to complete the tunnels
until 2008. Construction of the tunnels was resumed in 2002. An extension of the permit until 2012
was recently obtained. Mining of the Arrowhead East Tunnel was completed in May 2008 and the
Arrowhead West Tunnel mining was completed in August 2008. Lining of both tunnels is
proceeding.

To take advantage of available State Water Project water, Metropolitan constructed a tie-in to
San Bernardino Municipal Water District’s pipeline. Utilizing completed portions of the Inland
Feeder, 200 cfs of State Water Project water currently can be delivered through the tie-in.

Other Major Projects of Metropolitan’s Capital Investmént Plan

The following is a brief description of other major projects contained in Metropolitan’s CIP:

- Water Treatment Facilities

Oxidation Retrof it Facilities. The oxidation retrofit facilities plan includes the design and
construction of oxidation retrofit facilities and appurtenances at all of Metropolitan’s treatment
plants. This project is intended to allow Metropolitan to meet drinking water standards for
disinfection by-products and reduce taste and odor incidents. The first phase of the oxidation retrofit
program, at Metropolitan’s Henry J. Mills Treatment Plant in Riverside County, was completed in
2003. Oxidation retrofit at the Joseph Jensen Treatment Plant was completed July 1, 2005. The cost
for these two projects was approximately $235 million. The oxidation retrofit programs at the
Robert B, Diemer, FE. Weymouth and Robert A. Skinner plants are estimated to cost $371 million,
$361 million and $239 million, respectively. Expenditures at the Diemer plant through June 30,
2008 were $144 million, with $45 million budgeted in fiscal year 2009. Completion is expected in
fiscal year 2012. Expendxtures at the Weymouth plant through June 30, 2008 were $30 million, with
$3 million budgeted in fiscal year 2009. Completion is expected in fiscal year 2015, Expenditures
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at the Skinner plant through' June 30, 2008 were $184 million; w:ith'$42 million budgeted for fiscal
year 2009. Completion is expected in fiscal year 2011. _

Skinner Water Treatment Plant Expansion and Improvements. In addition to the oxidation
retrofit project, expansion at the Skinner plant, inchuding the addition of the 110-million gallons per
day (“mgd”) Module No. 7, the 34-mgd Washwater Reclamation Plant No, 3, associated chemical
tank farms and feed systems and numerous other projects, is under way. Construction of Washwater
Reclamation Plant No. 3 was:>completed in December 2006. Construction of Module No. 7 was
completed in April 2007 and the associated chemical tank farms and feed systems were completed in
August 2007. All other projects at Skinner are expected to be completed by fiscal year 2011. The
total cost for these projects is approximately $318 million, with $279 million spent through June 30,

-2008. Budgeted capital expenditures at Skinner for fiscal year 2009 are $17 million.

Mills Water Treatment Plant Capacity Upgrade. The Mills Water Treatment Plant Capacity
Upgrade includes the design and construction of two additional ozone contactors, new enhanced
solids handling capability for Modules 1 through 4, upgrade of equipment and processes of Modules
1 and 2 and upgrade of the post-filter disinfection system. These upgrades will enable Metropolitan
to maximize the use of the Henry J. Mills plant by increasing its capacity from 160 mgd to 326 mgd.
The cost for this project is approximately $138 million, with $17 million spent through June 30,
2008. Capital expenditures for fiscal year 2009 are budgeted at $36 million. Completion of the new
and upgraded facilities is anticipated by fiscal year 2012. ‘

Water Distribution Projects

San Diego Pipeline No. 6. The San Diego Pipeline No. 6 project, a joint project between
Metropolitan and SDCWA, includes the construction of a 30-mile, nine to ten foot diameter pipeline
and tunnel conveyance system to meet supplemental water needs in Riverside and San Diego
Counties. Total costs for Metropolitan’s portion of the project are estimated to be $299 million. The
6.9-mile North Reach of the pipeline, providing service through a connection with Eastern
- Municipal Water District, was completed in January 2007 at a cost of $66.3 million. Metropolitan,
in conjunction with SDCWA, is currently studying alternative alignments for the remainder of
Pipeline No. 6. The planned on-line date is 2018.

_ Perris Valley Pipeline. Metropolitan is constructing the Perris Valley Pipeline to increase the
capacity for future deliveries of treated water from Metropolitan's Henry J. Mills Treatment Plant.
The 96-inch diameter pipeline will be approximately 6.3 miles long and will have setvice
connections to Eastern and Western Municipal Water Districts. It is anticipated that Metropolitan’s
cost of the project will be approximately $150 million. Metropolitan’s expenditures as of June 30,
2008, were $54 million, with $62 million budgeted to be spent in fiscal year 2009, Final completion
of the project is anticipated by summer of 2010,

Central Pool Augmentation and Water Quality Project. This project includes a feasibility
study, environmental documentation and land acquisition for a new treatment plant at Lake Mathews
and an 18-mile tunnel and pipeline conveyance system to deliver water from Lake Mathews to
western Riverside and Orange Counties. The studies and acquisition of lands critical to the project
are expected to be completed by fiscal year 2019, at a cost of approximately $62 million. Total
program cost, including a new treatment plant and conveyance system, is estimated to be
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approximately $1.2 billion; however, recent planning studies show the need for this project has beeft
deferred and construction is not expected to begin until after the 10-year planning window.

Infrastructure Reliability Projects

Weymouth Water Treatment Plant Improvements. The Weymouth Water Treatment Plant
was built in 1938 and subsequently expanded several times over the following 35 years. Itis
Metropolitan’s oldest water treatment facility. — Metropolitan plans major upgrades and
reﬁJIblshmentfreplacemcnt prOJects to maintain its reliability and improve its efficiency. Thesé"
include upgrading the incoming electrical service from a single 12-kV power line to a new
underground 66-kV service line, upgrading and/or replacing the plant’s power centers and
distribution system and upgrading the emergency power back-up generators and grounding system.
An overall master plan of treatment facilities improvements will also be developed, to be constructed
after completion of the new ozone facilitics. The preliminary cost estimate for all projected
improvements at the Weymouth plant, not including the oZone facilities, is approximately $230
million, with $55 million spent through June 2008. Budgeted capital expenditures for improvements
at the Weymouth plant for fiscal year 2009 are $28 million.

Colorado River Aqueduct Facilities. The Colorado River Aqueduct was originally completed
in 1941, Through annual inspections and maintenance activities, the performance and reliability of
the various components of the Colorado River Aqueduct are regularly evaluated. A major overhaul
of the pump units at the five pumping plants was completed in 1988. Refurbishment or replacement
of many of the electrical system compotents, including the transformers, circuit breakers and motor
control centers, is currently being planned. Additionally, many of the mechanical components at the
pumping plants as well as the Copper Basin and Gene Wash Reservoirs will be replaced over the
next few years. The cost estimate for these refurbishment or replacement projects is currently $166
million. Costs through June 2008 were $85 million, with $17 million budgeted for fiscal year 2009.

Groundwater Storage Programs

Metropolitan has partnered with a number of agencies to develop various groundwater
storage projects in its service area. These projects are designed to help meet the water delivery
reliability goals of storing surplus imported supplies when available so that local agencies can
withdraw stored groundwater during droughts or other periods of water supply shortage.

Groundwater Storage Using Proposition 13 Funds. Metropolitan was allocated $45 million
in State bond proceeds to develop groundwater storage projects in Metropolitan’s service area. A
funding agreement for the City of Long Beach project to provide 13,000 acre-feet of groundwater
storage was executed in July 2002 and construction was completed during calendar year 2006. In
September 2007, Metropolitan called for extraction of 4,300 acre-feet of stored water from this
project with Long Beach, and Long Beach shifted 4,300 acre-feet of imported water demand to the
storage program in October, November and December of 2007. A funding agreement for a second
storage program with the City of Long Beach to provide 3,600 acre-feet of storage was executed in
July 2005.

A funding égreement for the Three Valleys Municipal Water District project with the City of
La Veme to provide 3,000 acre-feet of storage was executed in October 2002, and a second funding

agreement with Three Valleys Municipal Water District for a storage program in the Upper
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" Claremont Heights Basin to provide 3,000 acte-feet of storage was executed in September 2005. A
funding agreement for the Foothill Municipal Water District Project to provide 9,000 acte-feet of
storage was executed in February 2003.

A funding agreement for projects anticipated to provide 100,000 acre-feet of storage in Chino
Basin and 66,000 acre-feet of storage in the Orange Cournty Basin were executed in June 2003, A
funding agreement for the City of Compton to provide 2,289 acre-feet of storage was executed in
February 2005. A funding agreement with Western Municipal Water District and Elsinore Valley
Municipal Water District was executed in December 2006 for storage of 12,000 acre-feet.

The nine projects in this program, when completed, are expected to provide over 210,000
acre-feet of groundwater storage. The aggregate amount of water stored pursuant to the Long
Beach, Chino Basin, Orange County Basin, Three Valleys Municipal Water District/City of La
Verne, Foothill Municipal Water District, Compton and Western Municipal Water District/Elsinore
Valley Municipal Water District agreements is shown as part of the member agency water storage
_ programs in the table “Metropolitan’s Water Storage Capacity and Water in Storage™ under

“METROPOLITAN’S WATER SUPPLY—Storage Capacity and Water in Storage” in this
Appendix A. ‘ '

North Las Posas Basin Groundwater Storage Program. This groundwater storage program
includes construction of facilities to store water in the North Las Posas Groundwater Basin in
Ventura County. The storage capacity is 210,000 acre-feet, with an extraction capacity of 47,000
acre-feet per year. The amount of water stored pursuant to the North Las Posas Basin groundwater
storage program is shown as part of the member agency water storage programs in the table

- “Metropolitan’s Water Storage Capacity and Water in Storage” under “METROPOLITAN’S
WATER SUPPLY—Storage Capacity and Water in Storage” in this Appendix A. Construction of
the Phase 1 and Phase 2 well fields and the pipeline to integrate these well fields into the Calleguas
Municipal Water District’s distribution system is complete and construction. of the Phase 1
Moorpark Pump Station is expected to be completed by February 2009. In September 2007
Metropolitan requested extraction from the storage account through 2008, and Calleguas Municipal
‘Water District is meeting a portion of its imported water demands with groundwatet from the storage
account.

Capital Investment Plan Financing

The CIP will require significant funding from debt financing as well as from pay-as-you-go
funding. The Board has adopted an internal funding objective to fund all capital program
expenditures required for replacements and refurbishments of Metropolitan facilities from current
revenues. However, in order to reduce drawdowns of reserve balances during fiscal year 2007-08
and to mitigate financial risks that could ocour in upcoming years, pay-as-you-go funding totaled
$45 million in fiscal year 2007-08, rather than the $85 million originally budgeted for the fiscal year.
Pay-as-you-go funding is anticipated to increase to $95 million per year in fiscal years 2008-09
through 2010-11. To make up for the reduction in pay-as-you-go funding in 2007-08, Metropolitan
plans to increase pay-as-you-go funding to $125 million per year in fiscal years 2011-12 and 2012-

13.
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“T6 limit the accumulation of cashr and irvestments in the Replacement and Refurbishment
Fund, the maximum balance in this fund at the end of each fiscal year will be $95 million. Amounts
above the $95 million limit will be transferred to the Revenue Remainder Fund and may be used for
any lawful purpose. The remainder of capital program expenditures will be funded through the
issuance from time to time of water revenue bonds, which are payable from Net Operating
Revenues. Metropolitan expects. to issue additional water revenue bonds to fund the CIP in the
future. See “METROPOLITAN EXPENDITURES—Revenue Bond Indebtedness” in this Appendix

A,

Projection of Capital Investment Plan Expenditures

The table below sets forth projected CIP expenditures by project type for the fiscal years
ending June 30, 2009 through 2013. The requirements of the CIP from fiscal year 2008-09 through
fiscal year 2012-13 are estimated to be approximately $1.72 billion in escalated doflars. This
estimate is updated annually as a result of the periodic review and revision of the CIP. See
“CAPITAL INVESTMENT PLAN—General Description” and “HISTORICAL AND PROJECTED
REVENUES AND EXPENDITURES.” '

CAPITAL INVESTMENT PLAN
. PROJECTION OF EXPENDITURES®
(Fiscal Years Ended June 30 - Doliars in Thousands)

2000 2010 2011 012 - 2013 - Total

Treatment $208,861 $186,237 $224,737 $187,259  $97,590 ° $904,684
Rehabilitation and 68,943 67,709 79,457 88,703 101,522 406,334
Replacement :
Inland Feeder - 61,387 43,986 20,595 450 450 126,868
Distribution 87,656 27,825 2,510 $ 2,078 8302 128371
Administrative & 15,817 20,366 18,830 5,693 1,429 62,635
General . '
Supply® 10,851 2,450 7,500 7,500 1,500 29,801
Conveyance & 7,468 - 15,247 . 1,308 2,420 -0- 26,443
Agqueduct

Other = . 7.877 8,657 9,009 4,860 -0- 30,403
Total $468,860  $372,977 $363,946  $298,963  $210,793 $1,715,539

Seurce: Metropolitan.

" Based on Fiscal Year 2008-09 budget. Totals are rounded.

@ Includes conjimctive use programs and other capital projects to deifelois additional reliable supplies, -
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_ The above projections do not include amounts for contingencies, but include escalation at
2.77 percent per year for projects for which formal construction contracts have not been awarded.
Additional capital costs may arise in the future as a result of, among other things, federal and State
water quality regulations, project changes and mitigation measures necessary to satisfy
environmental and regulatory requirements, and for additional facilities to, among other things,
replenish groundwater basins and operate groundwater basins conjunctively with surface supplies.
See “METROPOLITAN’S WATER DELIVERY SYSTEM—Water Treatment” above.

GOVERNANCE AND MANAGEMENT

Board of Directors

Metropolitan is governed by a 37-member Board of Directors. Each member public agency
is entitled to have at least one representative on the Board, plus an additional representative for each
full five percent of the total assessed valuation of property in Metropolitan’s service area that is
within the member public agency. Changes in relative assessed valuation do not terminate any
director’s term. Accordingly, the Board may, from time to time, have more than 37 directors.

The Board includes business, professional and civic leaders. Directors serve on the Board
without compensation from Metropolitan. Voting is based on assessed valuation, with each member
agency being entitled to cast one vote for each $10 million or major fractional part of $10 million of
assessed valuation of property within the member agency, as shown by the assessment records of the
county in which the member agency is located. The Board administers its policies through the
Metropolitan Water District' Administrative Code (the “Administrative Code™), which was adopted
by the Board in 1977. The Administrative Code is periodically amended to reflect new policies or
changes in existing policies that occur from time to time.

Management

Metropolitan’s day-to-day management is under the direction of its General 'Ma.nagef, who
serves at the pleasure of the Board, as do Metropolitan’s General Counsel, General Auditor and
Ethics Officer. Following is a biographical summary of Metropolitan’s principal executive officers.

Jeffrey Kightlinger, General Munager — Mr. Kightlinger was appointed General Manager in
February 2006, leaving the position of General Counsel, which he had held since February 2002:
Before becoming General Counsel, Mr. Kightlinger was a Deputy General Counsel and then
Assistant General Counsel, representing Metropolitan primarily on Colorado River matters,
environmental issues, water rights and a number of Metropolitan’s water transfer and storage
programs. Prior to joining Metropolitan in 1995, Mr. Kightlinger worked in private practice
' representing numerous public agencies including municipalities, redevelopment agencies and special
districts. Mr. Kightlinger earned his bachelor's degree in history from the University of California,
Berkeley, and his law degree from the University of Santa Clara. :

Karen Tachiki, General Counsel — Ms. Tachiki assumed the position of General Counsel in
February 2007. She previously served as Metropolitan’s lead attorney on Colorado River matters
and was Metropolitan’s Assistant General Counsel from November 1988 to July 2000, From July
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2000 to January 2003 Ms. Tachiki was principal resources manager for McGuire Environmental
Consultants, Inc. She served as chief counsel of the Southern California Association of
Governments (SCAG) from January 2003 until rejoining Metropolitan. She also served as SCAG’s
director of government and public affairs from April 2006 to February 2007. She is former chair of
the Colorado River Water Users Association’s resolutions committee and has served as a member of
the resolutions committee of the National Water Resources Association and the legal affairs
committee of the Association of California Water Agencies. Ms. Tachiki earned a bachelor’s degree
in pohtlcal science and law degrec from the University of California at Los Angeles.

Gerald C. Riss, General Auditor — Mr. Riss was appomted as Metropolitan's General Auditor
in July 2002 and is responsible for the independent evaluation of the policies, procedures and
systems of control throughout Metropolitan. Mr. Riss is a certified fraud examiner, certified
financial services auditor and certified risk professional with more than 25 years of experience in
accounting, audit and risk management. Prior to joining Metropolitan, Mr. Riss was Vice President
and Assistant Division Head of Risk Management Administration at United California Bank/Bank of
- the West. He also served as Senior Vice President, director of Risk Management and General
Auditor of Tokai Bank of California from 1988 until its reorganization as United California Bank in
2001. He earned a bachelor's degree in accounting and master's degree in business administration
from Wayne State University in Detroit, Michigan.

A Deni Elliott, Ethics. Officer — Ms. Elliott was appointed as Ethics Officer on June §, 2004.

~ She served as Metropolitan’s interim Ethics Officer beginning in September 2003. Ms. Elliott holds
the Poynter Jamison Chair in Media Ethics and Press Policy at the University of South Florida, St.

Petersburg, where she is a tenured full professor in the Department of Journalism. She has taught
ethics for more than 24 years, including at the University of Montana, Dartmouth College, Utah
State University and Wayne State University, Ms. Elliott also was founding director of the
Dartmouth College Ethics Institute and the Practical Eihics Center at the University of Montana, as
well as founding director of the nation’s first graduate degree program in teaching ethics. She was
awarded an- interdisciplinary doctoral degree from Harvard University in the philosophy. of
education, and earned a master’s degree in philosophy from Wayne State University and bachelor’s
degree in communications from the University of Maryland.

Brian G. Thomas, Assistant General Manager/Chief Financial Officer — Mr. Thomas was
appointed as Chief Financial Officer in May 2000. Mr. Thomas previously worked for Metropolitan
from 1993 to February 1999, beginning as Assistant Director of Finance before being selected as
Assistant Chief of Planning and Resources. From February 1999 to April 2000, Mr. Thomas worked
as Assistant General Manager of Finance and Administration for the City of Anaheim’s Public
Utilities Department, where he was responsible for financial management, budgeting, administration
and OVCrsceing the utility’s power resources program. Mr. Thomas holds a doctorate and masters
degree in economics from the University of California, Riverside and bachelor degrees in biology
and economics from California State Polytechnic University, Pomona.

Debra Man, Assistant General Manager/Chief Operating Officer — Ms. Man was appointed
to this position on December 15, 2003. Ms. Man has worked at Metropolitan since 1986, beginning
as an engineer and advancing to Chief of the Planning and Resources Division. As Chief of
Planning and Resources she was responsible for major initiatives adopted by Metropolitan’s Board,
such as the Integrated Water Resources Plan, rate structure, and facility plans for expansion of
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Metropolitan’s distribution system. In 1999 she was appointed as Vice President of Water Transfers = -
and Exchanges, responsible for securing water supplies through agreements and partnerships with
other water and agricultural interests in San Joaquin Valley and Southern California and
demonstrating Metropolitan’s water supply reliability in compliance with current laws. Ms. Manisa
registered professional civil engineer in-California and Hawaii. She has a master’s degree in
civil/environmental “engineering from Stanford University and a bachelor’s degree in civil
engineering from the University of Hawail.

Roger Patterson, Assistant General Manager/Strategic Initiatives — Mr. Patterson was
appointed Assistant General Manager in March 2006. He is responsible for overseeing water supply
and planming issues, including the Colorado River and State Water Project. He previously served as
a consultant to Metropolitan on Colorado River issues. Mr. Palterson was the director of the
Nebraska Department of Natural Resources from 1999 to 2005 where he was responsible for water
administration, water planning, flood-plain delineation, dam safety and the state databank. Prior to
his work in Nebraska, Mr. Patterson spent 25 years with the Bureau of Reclamation, retiring from
the Bureau as the Regional Director for the Mid-Pacific Region. He is a registered professional
engineer in Nebraska and Colorado, and earned bachelor’s and master’s degrees in engineering from
the University of Nebraska.

Gilbert F. Foey, Assistant General Manager and Chief Administrative Officer — Mr. Ivey is
the Chief Administrative Officer and is responsible for human resources, real property management,
strategic land development and Metropolitan’s small business program. Mr. Ivey also administers
the Office of the Board of Directors. Mr. Ivey has been with Metropolitan for 35 years, starting as a
summer trainee in the Engineering Division. He has held various positions in Finance, Right-of-
Way and Land, Operation, Human Resources and Executive Offices. He earned a bachelor’s degree
in business zdministration from California State University, Dominquez Hills and holds various
professional designations and certifications in management from Pepperdine University and the
University of Southern California.

Linda Waade, Deputy General Manager — Ms. Waade is responsible for Metropolitan’s
communications, outreach, education and legislative matters. Prior to joining Metropolitan in
August 2006, she coordinated government and community affdirs for the Los Angeles office of
CH2M Hill, Inc., where she provided cotmsel on policy development and outreach strategies for
environmental and public works projects. She also maintained her own consulting firm, Waade
Partners Consulting. Ms. Waade was deputy chief of staff and policy director for then Los Angeles
City Councilmember Antonio R. Villaraigosa from July 2003 to January 2004. She served as
transportation policy advisor for Los Angeles Mayor Tom Bradley from 1991-93, as chief of staff
for U.S. Congressman Mel Levine in his Los Angeles district office from 1988-89 and as the
congressman’s special assistant for environmental affairs from 1987-88, and was executive director
of the Coalition for Clean Air, a statewidé advocacy organization dedicated to air quality issues,
from 1994-98. Ms. Waade eamed a bachelor’s degree in political science from California State
University at Los Angeles. She is a past recipient of the “Environmental Leadership Award” from
the California League of Conservation Voters.
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Employee Relations

The total number of regular full-time Metropolitan employees on October 30, 2008 was
1,917, of whom 1,372 were represented by AFSCME Local 1902, 107 by the Supervisors
Association, 291 by the Management and Professional Employees Association and 115 by the
Association of Confidential Employees. The remaining 32 employees are unrepresented. The four
bargaining units represent 98 percent of Metropolitan’s employees. The Memorandum of
Understanding (“MOU”) with AFSCME Local 1902 covers the period July 1, 2005 to June 30, 2009.
The MOU with the Supervisors Association covers the period January 1, 2006 to December 31,
2009. The MOU with the Management and Professional Employees Association covers the period
July 1, 2005 through June 30, 2009. The MOU with the Association of Confidential Employees
covers the period July 1, 2003 through June 30, 2009.

In July 1998, 2 case entitled Dewayne Cargill et al. v. Metropolzran Water District of
* Southern California et al. was filed against Metropolitan. This case is a class action lawsuit brought
by various categories of temporary workers against Metropolitan and certain temporary agencies,
claiming that Metropolitan misclassified them as temporary workers to avoid providing them the
same rights and benefits given to regular employees, and seeking the full benefits of public
employment, including membership in the California Public Employees’ Retirement System
(“PERS™) on a retroactive basis. (See “METROPOLITAN EXPENDITURES—Deﬂned Bcneﬁt

Pensron Plan” in this APPEND]X A )

The parties 1mt1a11y lltlgated the legal standard of eligibility for PERS benefits. PERS -
intervened in support of plaintiffs’ position that the common law standard of employment governs.
On February 26, 2004, in a case of first impression, the California Supreme Court ruled that
Metropolitan is required to enroll in PERS all temporary workers who would be considered
Metropolitan employees under California common law. The Supreme Court did not decide whether
plaintiffs are in fact common law employees of Metropolitan, whether plaintiffs (if they. are
determined to be Metropolitan employees for PERS purposes) are entitled to enrollment jn PERS as
of the dates they were first employed, whether plaintiffs are Metropolitan’s employees for any
purpose other than PERS enrollment, or whether they are entitled to any benefits as employees under
other provisions of law., '

The legal issue heard by the California Supreme Court was limited to the standard of
-eligibility for PERS benefits and did not address plaintiffs’ claims for rights and benefits vnder
Metropolitan’s Administrative Code. The parties have reached a court-approved settlement of the
Administrative Code claim. Pursuant to the settlement, Metropolitan paid $35 million to a
settlement fund. Half of this amount was allocated to operations and maintenance expenses and half
to capital costs. :

The remaining portion of the case concerns implementing the Supreme Court’s ruling
establishing common law eligibility for PERS benefits. That effort involves enrolling eligible
temporary workers, resolving eligibility disputes and addressing the potential penalties associated
with late PERS enrollment. The parties agreed to address eligibility disputes by submitting test
cases before administrative judges covering different categories of temporary worker services.
Metropolitan received an adverse determination from PERS on the penalty issue. While
Metropolitan continues to maintain that PERS should not apply any penalty provision, the parties
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. ‘have entered into a settlement agreement that fully resolves plaintiffs’ PERS claim (other than
plaintiffs’ demand for attorney fees). The settlement provides for a claims process which
Metropolitan estimates will result in approximately 2,000 claims for PERS benefits. The estimated
potential liability is in the range of $15to $40 million. .

Risk Management

Metropolitan is exposed to various risks of loss related to the design, construction, treatment
- and delivery of water. With assistance of third party claims administrators, Metropalitan is_self-
insured for liability, property and workers’ compensation. Metropolitan self-insures the first $25
million per liability occurrence, with commercial liability coverage of $75 million in excess of the
self-insured retention. The $25 million self-insured retention is maintained as a separate restricted
reserve. Metropolitan is also self-insured for loss or damage to its property, with the $25 million
self-insured retention also being accessible for emergency repairs and Metropolitan property losses.
In addition, Metropolitan obtains other excess and specialty insurance coverages such as directors’
and officers’ liability, fiduciary liability and aircraft hull and liability coverage. '

Metropolitan self-insures the first $5 million for workers’ compensation with excess
coverage of $25 million. Metropolitan separately funds remaining workers’ compensation claims
and general liability claims arising from the Diamond Valley Lake and early portions of the Inland
Feeder construction projects, which were insured through Owner Controlled Insurance Programs
(“OCIPs”). The OCIPs for those projects have been concluded. The costs to settle and close the -
remaining claims for the Diamond Valley Lake and Inland Feeder construction projects are N
estimated to be $1 million and $300,000, respectively.

The self-insurance retentions and reserve levels currently maintained by Metropolité.n rnay be
modified by Metropolitan’s Board at its sole discretion.

METROPOLI’I‘AN REVENUES
Gei;eral . |

Until water deliveries began in 1941, Metropolitan’s activities were, by necessity, supported
entirely through the collection of ad valorem property taxes. Since the mid-1980s, water sales
revenues have provided approximately 75 to 80 percent of total revenues and ad valorem property
taxes have accounted for about 10 percent of revenues, while the remaining tevenues have been
derived principally from the sale of hydroelectric power, interest on investments and additional
revenue sources (water standby charges and availability of service charges) beginning in 1993. Ad
valorem taxes do mot constitute a part of Operating Revemnues and are not available to make
payments with respect to the water revenue bonds issued by Metropolitan. Ad valorem taxes are
applied solely to the payment of principal and interest on Metropolitan’s outstanding general
obligation bonds and a portion of State Water Contract payments. '

The basic rate for untreated water for domestic and municipal uses increased from $8 per
acre-foot in fiscal year 1941-42 to the rate of $412 per acre-foot for Tier 1 water, effective January 1,
2009. The ad valorem tax rate for Metropolitan purposes has gradually been reduced from a peak
equivalent rate of 0.1250 percent of full assessed valuation in fiscal year 1945-46 to 0.0043 percent
of full assessed valuation for fiscal year 2008-09. See “—Rate Structure” below. The rates charged
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~by Métropolitan represent the wholesale cost of Metropolitan water to its member agencies, and not
the cost of water to the ultimate consumer. Metropolitan does not exercise control over the rates .
charged by its member agencies or their subagencies to their customers.

Summary of Receipts by Sounrce

The following table sets forth Metropolitan’s sources of receipts for the five fiscal years

ended June 30, 2008. The table provides cash basis information, which is unaudited. Audited . = |

financial statements for the two fiscal years ended June 30, 2008 and June 30, 2007, respectively, are
provided in Appendix B - “THE METROPOLITAN WATER DISTRICT OF SOUTHERN
CALIFORNIA INDEPENDENT AUDITOR’S REPORT AND FINANCIAL STATEMENTS FOR.
FISCAL YEARS ENDED JUNE 30, 2008 AND JUNE 30, 2007.”

SUMMARY OF RECEIPTS BY SOURCE®
Fiscal Years Ended June 30

{(Dollars in Millions)

: 2004 20605 2006 2007 2008
Water Sales® $ 8432 $8193 $8267 $8915 §967.8
Net Tax Collections® 95.9 98,3 97.8 101.1 100.4
Additional Revenue ° 99.9 112.9 111.4 1131 114.0
Sources'® B - S
Interest on Investments 252 294 37.7 412 60.3
Hydroelectric Power Sales®™ 21.5 21.3 29.9 449 411
Other Collections and Trust '
Funds® (33.0) 41 127 _ 88 8.1

Total Receipts $1,052.7 $1,0853 $1,1162 $1,2006 $1291.7

Source: Metropolitan,
" Does not include any proceeds from the sale of bonded indebiedness,
@ Gross receipts in each year are for sales in the twelve months ended April 30 of such year.

) 4d valorem taxes levied by Metropolitan are applied solely to the payment of outstanding general obligation bonds of
Metropolitan and a portion of State Water Contract payments.

®  Includes receipts derived from water standby charges, readiness-to-serve, and connection maintenance or capacity charges.
See”-~Rafe Structure™ and “—Additional Revenue Components” below,

®  Receipts from Colorado River Aqueduct (CRA) power sales are included in FY 2006, FY 2007 and FY 2008. CRA power
receipts in prior years were reflected as a reduction in CRA power costs. See the table headed “SUMMARY OF
EXPENDITURE” under “METROPOLITAN EXPENDITURES” in this Appendix A.

® Activity in 2004 reflects member agency refund payments.

Revenue Allocation Policy and Tax Revenues

The Board determines the water revenue requirement for each fiscal year after first projecting
the ad valorem tax levy for that year. The tax levy for any year is subject to limits imposed by the
Act and Board policy. Currently the tax levy is set to not exceed the amount needed to pay debt
service on Metropolitan’s general obligation bonds and a portion of Metropolitan’s share of the debt

- service on the general obligation bonds issued by the State to finance the State Water Project. Any
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- deficiency between tax levy receipts and Metropolitan’s share of debt service obligations on general

obligation bonded debt issued by the State is expected to be paid from Operating Revenues, as
defined in the Master Resolution. See “HISTORICAL ‘AND PROJECTED REVENUES AND

EXPENDITURES.” The State Water Contract requires that in the event that Metropolitan fails or is

unable to raise sufficient finds by other means, Metropolitan must levy upon all property within its

boundaries not exempt from taxation a tax or assessment sufficient to provide for all payments under

the State Water Contract.

Water Sales Revenues |

Authority. Water rates are established by the Board and are not subject to regulation by the
Public Utilities Commission of California or by any other local, State or federal agency. In
accordance with the Act, water rates must be uniform for like classes of service. Metropolitan has

three classes of water service: (1) full service; (2) replenistiment (formerly seasonal storage); and
(3) interim agricultural. See “—Classes of Water Service.”

No member agency of Metropolitan is currently obligated to purchase water from
Metropolitan. Member agencies are entitled to enter into voluntary 10-year water supply purchase
orders for water purchases. See “—Member Agency Purchase Orders” below. -

Payment Procedure. Water is delivered to the member agencies on demand and is metered at
the point of delivery. Member agencies are billed monthly and a late charge of one percent of the
delinquent payment is assessed for delinquent payments not exceeding five business days. A late
charge of two percent of the amount of the delinquent payment is charged for a payment that is

_ delinquent for more than five business days for each month or portion of a month that the payment
remains delinquent. Metropolitan has the authority to suspend service to any agency delinquent for
more than 30 days. Delinquencies have been rare; in such instances late charges have been
collected. No service has been suspended because of delinquencies.

Water Sales. The following table sets forth the acre-feet of water sold and water sales -
receipts for the five fiscal years ended June 30, 2008. The table provides cash basis information.
Water sales revenues of Metropolitan for the two fiscal years ended June 30, 2008 and June 30,
" 2007, respectively, on an accrual basis, are shown in Appendix B - “THE METROPOLITAN
WATER DISTRICT OF SOUTHERN CALIFORNIA INDEPENDENT AUDITOR’S REPORT
AND FINANCIAL STATEMENTS FOR FISCAL YEARS ENDED JUNE 39, 2008 AND JUNE
30, 2007” attached to this Official Statement.
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SUMMARY OF WATER SOLD AND WATER SALES RECEIPTS
Fiscal Years Ended June 30

Average Rate
Acre Feet " Gross ReceiptsD - Average Receipts Per 1000
Year Sold {in millions) Per Acre Foot? Gallons
2004 2,288,741 $843.2 $368 _ $1.13.
© 2005 0 2,2143%% 8183 E LV 1% ¥
2006 2,152,818 826.7 384 1.18
2007 2,247,214 891.5 397 1.22

2008 2,305,364 _ 967.8 420 1.29

 Source: Metropolitan,

@ Gross recsipts in each year are for sales in the twelve months ended Apﬁl 30 of such year, with rates and charges invoiced in
. May and payable by the last business day of Jume of cach year. Inclndes revemues from water wheeling, See
*METROPOLITAN REVENUES—Wheeling Charges™.

@ Amount is based upon acre-feet dehw:red by gross receipts, See table entifled “SUMMARY OF WATER RATES™ in this
Appendix A.

Rate Structure

- The followiﬁg rates and charge'é are elements of Méiropolitén’s rate structure for full service
water deliveries:

Tier 1 and Tier 2 Water Supply Rates. The Tier 1 and Tier 2 Water Supply Rates are
designed to recover Metropolitan’s water supply costs. The Tier 2 Supply Rate is designed to reflect
Metropolitan’s costs of acquiring new supplies. Member agencies are charged the Tier 1 or Tier 2
Water Supply Rate for water purchases, as descrlbed under “~Member Agency Purchase Orders”
below.

System Access Rate. The System Access Rate is intended to recover a portion of the costs
associated with the conveyance and distribution system, including capital, operating and
maintenance costs. All users (including member agencies and third-party wheeling entities (see “—
Wheeling Charges” below) of the Metropolitan system pay the System Access Rate. '

Water Stewardship Rate. The Water Stewardship Rate is charged on a dollar per acre-foot
basis to collect revenues to support Metropolitan’s financial commitment to conservation, water
recycling, groundwater recovery and other water management programs approved by the Board.
The Water Stewardship Rate is charged for every acre-foot of water conveyed by Metropolitan.

System Power Rate. The System Power Rate is charged on a dollar per acre-foot basis to
recover the cost of power necessary to pump water from the State Water Project and Colorado River
through the conveyance and distribution system for Metropolitan’s member agencies. The System
Power Rate is charged for all Metropolitan supplies. Entities wheeling non-Metropolitan water
supplies will pay the actual cost of power to convey water on the State Water Project, the Colorado
River Aqueduct or the Metropolitan distribution system, whichever is applicable.
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Treatment Surcharge. Metropolitan charges a treatment surcharge on a dollar per acre-foot
basis for treated deliveries. The treatment surcharge is set to recover the cost of providing treated
water service, including capital and operating cost.

Water Supply Surcharge. Effective January 1, 2009, Metropolitan adopted the Water Supply
Surcharge of $25 per acre-foot, applicable to Full Service Tier 1 untreated and treated water rates
and to the Interim Agricultural Water Program untreated and treated water rates. This Water Supply
Surcharge is intended to recover the costs of additional water transfers purchased to augment

supplies from the State Water Project. These costs are anticipated to be about $50 million in fiscal .

year 2008-09.

The amount of each of these rates since January 1, 2003, is shown in the table entitled
“SUMMARY OF WATER RATES” under “—Water Rates by Water Category” below.

Member Agency Purchase Orders

The current rate structure provides for a member agency’s agreement to purchase water from
Metropolitan by means of a voluntary purchase order. Under each purchase order, 2 member agency
agrees to purchase, over the ten-year term of the contract, an amount of water equal to at least 60
percent-of its highest firm demand for Metropolitan water in any fiscal year from 1989-90 through
2001-02 multiplied by ten. Member agencies are allowed to vary their purchases from year to year,
but a member agency will be obligated to pay for the full amount committed under the purchase
order, even if it does not take its full purchase order commitment by the end of the ten-year period.
In consideration of its purchase order, a member agency that executed a purchase order is entitled to
purchase a greater amount of water at the lower Tier 1 Water Supply Rate, as described in the
following paragraph. Metropolitan anticipates that all member agency commitments will be
fulfilled.

Each member agency that executed a purchase -order ‘will be allowed to purchase up to 90
percent of its base amount at the Tier 1 Water Supply Rate in any fiscal year during the term of the
purchase order, and its base amount will be the greater of (1) its highest fim demand for
Metropolitan water in any fiscal year from 1989-90 through.2001-02 or (2) its ten-year rolling
average of firm demand for Metropolitan water. Amounts purchased by such agencies over the
applicable base amount will be priced at the Tier 2 Water Supply Rate. Member agencies that did
not enter into purchase orders will be permitted in any fiscal year to purchase 60 percent of their
base amount (equal to the member agency’s highest fiscal year demand between 1989-90 and 2001-
02) at the Tier 1 Water Supply Rate. Twenty-four of Metropolitan’s 26 member agencies executed
purchase orders for an aggregate of 12.5 million acre-feet of water over the ten years ending
December 31, 2012. Metropolitan’s water sales for the five fiscal years from 2003-04 through 2007-
08 ranged from 2.15 million acre-feet to 2.31 million acre-feet per year.

Classes of Water Service

" Full Service Water. Full service water service, formerly known as non-inferruptible water .
service, includes water sold for domestic and municipal uses. Full service treated water rates are the
sum of the applicable supply rate, system access rate, water stewardship rate, system power rate and
treatment surcharge. Full service untreated water rates are the sum of the applicable supply rate,

system access rate, water stewardship rate and system power rate. Approximately 88 percent of .
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* Metropolitan’s total water sales were sold as full service in fiscal year 2008. Full service water sales
are expected to remain the major component of Metropolitan water sales in the future.

- Interim Agricultural Water Program. This program provides a discounted rate for
agricultural water users that, pursuant to the Act, are permitted to receive only surplus water not
needed for domestic or municipal purposes. The maximum amount of agricultural water that
Metropolitan may deliver on an annual basis under this program is 155,190 acre-feet. The terms of
the program provide that, should a water shortage occur, Mctropolitan may reduce deliveries of-
~ agricultural ‘water under the program by 30 percent before i 1mposmg conservation measures on Full
Service deliveries.

Metropolitan imposed the 30 percent reduction in agricultural water deliveries begihning
January 1, 2008, to make this water (approximately 45,000 acre-feet) available to meet other
demands. See “METROPOLITAN’S WATER SUPPLY-Five-Year Supply Plan” in this Appendix
A. On October 14, 2008, the Board approved annual reductions of the Interim Agricultural Water
- Program discount beginning January 1, 2010, and discontinuance of the program when the discount
reaches zero on January 1, 2013. Customers participating in the program may irrevocably opt out of
the program at the beginning of each calendar year during the phase-out period and purchase water
at Metropolitan’s full service rates.

Replenishment. Reéplenishment water is sold at a discounted rate to member agencies that
store water and subsequently use the water to offset demands on Metropolitan in times of shortage.
Metropolitan ceased deliveries under the Replenighitient Program on May 1, 2007. Deliveries under
the Replenishment Program are not expected to occur until water supply conditions improve. See
“METROPOLITAN’S WATER SUPPLY—Five-Year Supply Plan” in this Appendix A.

Water Rates by Water Category

7 The following table sets forth Metropolitan’s water rates by category beginning January 1,
2005. See also “MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED
REVENUES AND EXPENDITURES—Water Sales Receipts” in this Appendix A. In addition to
the base rates for untreated water sold in the different classes of service, the columns labeled
“Treated” include the surcharge that Metropolitan charges for water treated at its water treatment
plants. See “—Rate Structure” and “—Classes of Water Service” above for a description of current
rates.
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Additional Revenue Components

 Janmary 1, 2005

TJanuary 1, 2006
Tanuary 1, 2007
January 1, 2008
Tanuary 1, 2009*

" Tanuary 1, 2005

January 1, 2006
January 1, 2007
January 1, 2008

Jannary 1, 2009*

Source: Metropolz‘tan.'
Rates to be effective January 1, 2009 were adopted by Mctropolitén’s Board on March 11, 2008,

SUPPLY RATE
 Tierl TierZ
$73 $154
$73 5169
373 $169
$73 $171
s134t  $250
FULL
SERVICE

TREATED®
Tierl Tier 2
$443 © $524
$453  $549
478 $574
$508 5606
$579  $695

interest payment
continuing reliability and water quality needs.
to each member agency in proportion to

Includes $25 per acre-foot W&tér Supply Surcharge.

Full service treated water rates are the sum of the applicable supply rate, system access rate, water stewardship rate, system power
rate and freatment surcharge, '

Full service unireated water rates are the sum of the applicable supply rate, system access rate, water stewardship rate and system
power rate. .

SUMMARY OF WATER RATES

g3t

Additional charges for the availability of Metropolitan’s water are:

Readiness-to-Serve Charge. This charge is designed to recover 2 portion of the principal and
s on water revenue bonds issued to fund capital improvements necessary to meet
The Readiness-to-Serve Charge (“RTS™) is allocated
the rolling ten-year share of deliveries through
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$325

$335

£360°

$390

$436

(Dollars per Acre-Foot)
WATER SYSTEM
SYSTEM STEWARDSHIP POWER
ACCESS RATE RATE - RATE
T §152 $25 $81
$152 $25 $81
$143 $25 $90
$143 - $25 $110
$143 $25 $110
INTERIM .
FULL SERVICE -
UNTREATED® PROGRAM
Tier 1 Tier 2 Treated  Untreated Treated
$331 $412 $329 $241
$331 $427 $339  $241
$331 $427 $364 $241
$351 $449 $394 $261
$412 $528 $465"

TREATMENT
SURCHARGE

5112
$122
$147
$157
5167

AGRICULTURAL  REPLENISHMENT

RATE
Untreated
$238
5238
$238
$258

$294




Metropolitan’s system. The RTS generated approximately $80 million ini the fiscal year ended June
30, 2007 and approximately $82 million in fiscal year 2007-2008.

Water Standby Charges. The Board is authorized to impose water standby or availability of
service charges. In May 1993, the Board imposed a water standby charge for fiscal year 1993-94
ranging from $6.94 to $15 for each acre or parcel less than an acre within Metropolitan’s service
area, subject to specified exempt categories. Water standby charges have been imposed at the same

rate in each year since 1993-94. Standby charges are assessments under the terms of Proposmqn o

218, a State constitutional ballot initiative approved by the voters on November 5, 1996. See “
Proposition 218” below.

Member agencies have the option to utilize Metropolitan’s existing standby charge authority
as a means to collect all or a portion of their RTS charge Standby charge collections are credited
against the member agencies” RTS charges. See “—Readiness-to-Serve Charge” above. Twenty-
two member agencies collect their RTS charges through standby charges. For fiscal years 1997-98
- through 2007-08, RTS charges collected by means of such standby charges accountcd for
approximately $42 million in revenues each year to Metropolitan.

Capacity Charge. The Capacity Charge is a fixed charge levied on the maximum summer
day demand placed on Metropolitan’s system between May 1 and December 30 for the three-
calendar-year period ended December 31, 2006. The Capacity Charge is intended to recover the cost
of providing peak capacﬂ:y within the distribution systcm Effective January 1, 2009 the Capamty
Charge is $6,800 per cfs of maximum daily flow.

Reserve Policy

Metropolitan’s reserve policy currently provides for a minimum unrestricted reserve balance
at June 30 of each year that is based on probability studies of the wet periods that affect
Metropolitan’s water sales. The policy establishes a minimum targeted unrestricted reserve level
based on an 18-month revenue shortfall estimate and a maximum level based on an additional two
years revenue shortfzll estimate. As of June 30, 2008, the minimum reserve requirement was $209

‘million. The maximum reserve limit at June 30, 2008 was $479 million. Funds representing the
minimum reserve level are held in the Water Revenue Remainder Fund, and any funds in excess of
the minimum reserve level (up to the maximum reserve level) are held in the Water Rate -

- Stabilization Fund. Fund balances in the Water Rate Stabilization Fund and the Water Revenue

Remainder Fund at June 30, 2008 totaled $286 million. (Sec “THE MASTER RESOLUTION—

Water Revenue Fund—Revenue Remainder Fund” in APPENDIX C—SUMMARY OF CERTAIN

PROVISIONS OF THE RESOLUTIONS.) Unrestricted reserves in excess of the maximum reserve

level may be used for any lawful purpose of Metropolitan, as directed by the Board, Consistent with
~ State legislation, Metropolitan will ensure that any funds in excess of maximum reserve levels that

are distributed to member agencies will be distributed in proportion to water sales revenues received
from each member agency. Since actual reserve balances were less than the maximum reserve limit
at June 30, 2008, no action was taken by the Board. In addition, Metropolitan maintains various
restricted reserves, including reserves for risk retention, operations and maintenance expenses, State

Water Contract payments, and other obligations and purposes.
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Wheeling and Exchange Charges

The process for the delivery of water not owned or controlled by Metropolitan is referred to
as “wheeling.” Under the current rate structure, wheeling parties pay the System Access Rate and
Water Stewardship Rate, Treatment Surcharge (if applicable) and power costs for wheeling
transactions. Wheeling and exchange revenues totaled $20.2 million duting fiscal year 2007-08,
$13.1 million during fiscal year 2006-07, and $12.9 million during fiscal year 2005-06.

Hyvdroelectric Power Recovery Revenues -

Metropolitan has constructed 16 small hydroelectric plants on its distribution system. The
plants are located in Los Angeles, Orange, Riverside and San Diego Counties at existing pressure
control structures and other locations.” The combined generating capacity of these plants is
approximately 122 megawatts. The total capital cost of these 16 facilities is approximately $176.1
million. Since 2000, annual energy generation sales revenues have ranged between $16 million and
$27 million. For fiscal year 2006-07, these plants produced 513,267 megawatt-hours for total
revenues of $25.6 million. For fiscal year 2007-08, these plants produced 404,930 megawatt-hours
for total revenues of $24.7 million. -

" Power from five of the plants is sold to the Department of Water Resources under an existing
contract at a price based on a contractual unit rate methodology to supply power to the State Water
Project. This price is renegotiated every six years. For 2007 through 2012, the unit rate is
determined by fixed and vériable components. One variable component represents an incremental
fuel price based on a five-year rolling gverage gas price. : ) ]

Power from nine of the plants was sold to the Southern California Edison Company, a
subsidiary of Edison International (“Edison”) through October 31, 2008. Three new contracts
effective November 1, 2008, split power sales from the nine plants among Edison, Los Angeles
Department of Water and Power and the Southern California Public Power Authority. All three
contracts are for the sale of renewable power and are based on a fixed encrgy rate for the term of the
contracts. The minimum contract term is five years and maximum term is fifteen years.

Energy generation from a fifteenth plant, the Etiwanda Power Plant, is sold to the Pacific Gas
and Electric Company (“PG&E”) under a contract that was amended in November 2004 to
accommodate terminating transmission and scheduling arrangements. The contract energy price is
based on a formula that includes a monthly gas rate, a capital related cost and a performance factor.
The confract is subject to renegotiation upon the occurrence of specified events and can be
terminated by either party under various conditions and circumstances, beginning in 2014.

The sixteenth plant, the Diamond Valley Lake Hydroelectric Power Plant, began generating
on May 23, 2001 and its current maximum dependable output is 21 megawatts. Actual generation is
determined by water delivery requirements and is sold at market rates to various buyers.

Principal Customers

All of Metropolitan’s regular customers are member agencies. Total water sales to the
member agencies accrued for the fiscal year ended June 30, 2008 were 2.2 million acre-feet,

A-58

- Appendix 4 to Official Statement dated January 15, 2009




generating $958.3 million in water sales revenues for such period. Metropolitan’s ten largest water
customers in the year ended June 30, 2008 are shown in the following table.

TEN LARGEST WATER CUSTOMERS
Year Ended June 30, 2008
Accrual Basis (Dollars In Millions)

© Water Sales

Water Percent in Percent
Agency Sales Revenues of Total Acre-Feet of Total
San Diego County Water
Authority $232,793,192 24.29% 553,481 25.43%
City of Los Angeles 172,434,774 17.99% 420,266 - 18.31%
MWD of Orange County ' 109,342,122 11.41% . 229,763 10.56%
‘West Basin MWD ‘ 66,645,883 6.95% 135,456 6.22%
Calleguas MWD , 64,587,620 6.74% 131,364 6.04%
Eastern MWD 52,492,593 5.48% 108,166 4.97%
Western MWD of Riverside 42,818,239 5.09% 106,398 . 4.89%
Three Valleys MWD 31,831,150 3.32% 72,829 - 3.35%
Central Basin MWD .. 28,773,387 3.00% 59,054 - 271%
Inland Empire Utilities Agency 24,001,998 2.50% 68,391 3.14%

“Total $831,720,958 86.79% 1,885,166 86.62%

Total Revenue  $058,315,996 Total Acre-Feet 2,176,372

Preferential Rights

Section 135 of the Act provides a preferential entitlement for the purchase of water by each
of Metropolitan’s member agencies. This preferential right is based upon a ratio of all payments on
tax assessments and otherwise, except purchases of water, made to Metropolitan by each member
agency compared to total payments made by all member agencies on tax assessments and otherwise
since Metropolitan was formed, except purchases of water. Historically, these rights have not been
used in allocating Metropolitan’s water. The California Court of Appeal has upheld Metropolitan’s
methodology for calculation of the respective member agencies’ preferential rights under Section
135 of the Act. '

Proposition 218

Proposition 218, a State ballot initiative known as the “Right to Vote on Taxes Act,” was
approved by the voters on November 5, 1996 adding Articles XIIIC and XIID to the California
Constitution. Article XIIID provides substantive and procedural requirements on the imposition,
extension or increase of any “fee” or “charge” levied by a local government upon a parcel of real
property or upon a person as an incident of property ownership. The procedures required under
Article XIID, section 6, include a public hearing held not less than 45 days after mailed notice to
property owners of the proposed fee or charge; if protests are filed by a majority of the owners the
proposed fee or charge may not be imposed. New charges for services other than for sewer, water,
and refuse collection services require voter approval. Property-related fees and charges are limited
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g thie amourtt required to provide the property-related service, may not exceed the propottional cost
of providing the service attributable to the parcel being charged and may not be used for any other
purpose. The California Supreme Court held that a fee for ongoing water service through an existing
connection is imposed as an incident of property ownership in Bighorn-Desert View Water Agency v.
Verjil in 2006. As a wholesaler, Metropolitan serves watet to its member agencies, not to persons or
properties as an incident of property ownership. Thus, Metropolitan’s rates and charges are not
property-related fees subject to Article XIIID. Water rates charged by Metropolitan to its member
agencies and many fees and charges imposed by member agencies are not property-related fees and
' charges and therefore are exempt from the requirements of Article XTID. :

Article XTIID also imposes certain procedures with respect to assessments. Under Article
XITID, “standby charges” ate considered “assessments” and must follow the procedures required for
“assessments.” Metropolitan has imposed water standby charges since 1992. Any change to
Metropolitan’s current standby charges could require notice to property owners and approval by a
majority of such owners returning mail-in ballots approving or rejecting any imposition or increase
of such standby charge. Twenty-two member agencies have elected to collect all or a portion of
their readiness-to-serve charges through standby charges. (See “METROPOLITAN REVENUES—
Additional Revenue Components—Readiness-to-Serve Charge” and “—Water Standby Charges.”)
Even if Article XIIID is construed to limit the ability of Metropolitan and its member agencies to
impose or collect standby charges, the member agencies will continue to be obligated to pay the
readiness-to-serve charges. '

Article XIIIC extends the people’s initiative power to reduce or repeal previously authorized
local taxes, assessments fees and charges. This extension of the initiative power to fees and charges
was confirmed by the California Supreme Court in its decision in Bighorn-Desert View Water
Agency v. Verjil. This extension of the initiative power is not limited by the terms of Article XTIIC
to fees imposed after November 6, 1996 or to property-related fees and charges and absent other
authority could result in retroactive reduction in any existing taxes, assessments or fees and charges.

Proposition 218 was adopted as a measure that qualified for the ballot pursuant to the State’s
initiative process. From time to time, other initiative measures could be adopted or legislative
measures could be approved by the Legislature, which may place {imitations on the ability of
Metropolitan or its member agencies to increase revenues or to inctease appropriations. Such
* measures may further affect Metropolitan’s ability to collect taxes, assessments or fees and charges,
which could have an effect on Metropolitan’s revenues. :

Investment of Moneys in Funds and Accounts

All moneys in any of the funds and accounts established pursuant to Metropolitan’s water
revenue or general obligation revenue bond resolutions are invested by the Treasurer in accordance
with Metropolitan’s Statement of Investment Policy. All Metropolitan funds available for
investment are currently invested in United States Treasury and agency securities, commercial paper,
negotiable certificates of deposit, bankers acceptances, corporaie notes, municipal bonds and asset-
backed securities. The Statement of Investment Policy provides that in managing Metropolitan’s
investments, the primary objective shall be to safeguard the principal of the invested funds. The
secondary objective shall be to meet all liquidity requirements and the third objective shall be to
achieve a return on the invested funds. Although the Statement of Investment Policy permits
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investments in some asset-backed securities; the portfolio does not include-any of the special
investment vehicles related to sub-prime mortgages.

As of November 30, 2008, the total market value of all Metropolitan funds was $863 million.
In fiscal year 2007-08, Metropolitan’s earnings on investments, including adjustments for gains and
losses and premiums and discounts, on a cash basis (unaudited) were $60.3 million, including
construction account and trust find eamings. (See Footnote 3 to Metropolitan’s audited financial
- statements in Appendix B for additional information on the investment portfolio.)

‘ Metropolitan currently holds corporate notes or bonds issued by Lehman Brothers Holdings,

Inc. (“Lehman”), International Lease Finance Corporation and American General Finance that have
recently experienced credit rating downgrades or bankruptcy. The book value of the downgraded
corporate bonds total approximately $7.1 million. The market price for these bonds continues to be
under pressure, and Metropolitan is closely monitoring market developments. The decrease in the
market value for these bonds has not materially impacted the financial operations of Metropolitan.
Metropolitan filed its claim for the payment of the corporate notes issued by Lehman with the United
States Bankruptcy Court for the Southern District of New York on October 27, 2008. The amount of .
the claim, representing principal and interest on the notes, is $5,380,267.

Metropolitan’s regulations require that (1) the Treasurer provide an annual Statement of
Investment Policy for approval by Metropolitan’s Board, (2) the Treasurer provide a monthly
investment report to the Board and the General Manager showing by fund the description, maturity
~ date, yield, par, cost and current market value of each security, and (3) the General Counsel review
as to eligibility the securities invested in by the Treasurer for that month and report his or her
determinations to the Board.

Subject to the provisions of Metropolitan’s water revenue or general obligation bond
resolutions, obligations purchased by the investment of bond proceeds in the various funds and -
. accounts established pursuant to a bond resolution are deemed at all times to be a part of such funds
and accounts and any income realized from investment of amounts on deposit in any fund or account
- therein will be credited to such find or account. The Treasurer is required to sell or present for
redemption any investments whenever it may be necessary to do so in order to provide moneys to
meet required payments or transfers from such funds and accounts. For the purpose of determining
at any given time the balance in any such funds, any such investments constituting a part of such
funds and accounts will be valued at the then estimated or appraised market value of such
investments,

All investments, including those authorized by law from time to time for investments by
public agencies, contain certain risks. Such risks include, but are not limited to, a lower rate of
return than expected and loss or delayed receipt of principal. The occurrence of these events with
respect to amounts held under Metropolitan’s water revenue or general obligation revenue bond
resolutions, or other amounts held by Metropolitan, could have a material adverse effect on
Metropolitan’s finances. These risks may be mitigated, but are not eliminated, by limitations
imposed on the porifolio management process by Metropolitan’s Statement of Investment Policy,

The Statement of Investment Policy requires that investments have 2 minimum credit rating
of A1/P1/F1 for short-term securities and A for longer-term securities at the time of purchase. The
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- --Board amended the Statement of Investment Policy on October 14,°2008, to provide that, if
immediate liquidation of a security is not in the best interests of Metropolitan, the Treasurer ot
investment manager, in consultation with an ad hoc committee made up of the Chairman of the
Board, the Chairman of the Business and Finance Committee and the General Manager, and with the
concurrence of the General Counsel, may dispose of the security in'an orderly and prudent manner
considering the circumstances, under terms and conditions approved by a majority of the members
of such ad hoc committee. The Treasurer is required to include a'description of any securities that
have been downgraded below investment grade and the status of their disposition in the Treasurer’s
monthly report. ) ' o - - -

The Statement of Investment Policy limits the amount of securities that can be purchased by
category, as well as by issuer, and prohibits investments that can result in zero interest income.
Metropolitan’s securities are settled on a delivery versus cash basis and are held by an independent
third-party custodian. See Metropolitan’s audited financial statements attached to the Official
Statement as Appendix B for a description of Metropolitan’s investments at June 30, 2008.

Metropolitan currently retains two outside investment firms to manage the long-term portion
of Metropolitan’s portfolio. The outside managers are required to adhere to Metropolitan’s
Statement of Investment Policy. Currently, such managers are managing approximately $250
million in investments on behalf of Metropolitan. Metropolitan’s. Statement of Investment Policy
may be changed at any time by the Board (subject to State law provisions relating to authorized
investments). There can be no assurance that the State law and/or the Statement of Investment
Policy will not be amended in the future to allow for investments that are currently not permitted
under State law or the Statement of Investment Policy, or that the objectives of Metropolitan with
respect to investments or its investment holdings at any point in time will not change.

METROPOLITAN EXPENDITURES

. The following table sets forth a summary of Metropolitan’s expenditures, by major function,
for the five years ended June 30, 2008. The table provides cash basis information, which is
unaudited. Expenses of Metropolitan for the two fiscal years ended June 30, 2008 and June 30,
2007, on an accrual basis, are shown in Appendix B - “THE METROPOLITAN WATER
DISTRICT OF SOUTHERN CALIFORNIA INDEPENDENT AUDITOR’S REPORT AND
FINANCIAL STATEMENTS FOR FISCAL YEARS ENDED JUNE 30, 2008 AND JUNE 30,

2007.”
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SUMMARY OF EXPENDITURES
Fiscal Years Ended June 30

(Dollars in Miilions) .
. 2004 2005 - 2006 2007 2008
Operation and Maintenance Costs” $ 2977 § 3144 § 3790  §3672  $4169
“Total State Water Project and 4296 433.3 508.2 408.5 564.9
Water Transfers® )
Total Debt Service 207.1 212.5 229.6 2499 268.5
Construction Disbursements 119.5 95.5 90.4 129.7 45.4
from Revenues® _ -
Other® S Y. 53 1.3 6.1 6.4

Total Disbursements —

Net of Reimbursements $1.0583 $1,061.0 $1.214.5 $1,161.4 $1.302.1

Source:. Metropolitan.

@  Includes inventories, undistributed payroll, local resource, conservation programs and Colorade River Aqueduct (CRA) power,
net of CRA. power sales receipts from 2004-2005. CRA power sales receipts are not funded as an offset to CRA power in 2006-
2008. See the table headed “Summary of Receipts by Source” under “METROPOLITAN REVENUES” in this Appendix A.

@ Includes both operating and cap:tal expense portions. The decrease in 2007 reflects lower State Water Pru_]cct powcr costs a.nd
increases in State Water Project ) power eredits,

® At the discretion of the Board, in any given year, Metmpolitan may increase or decrease fonding available for constrﬁction
disbursements to be paid from revenves. In fiscal year 2008, disbursements decreased to $454 million primarily dus to the
Board's intent to maintain adequate reserve levels in the rate stabilization finds to mitigate firture increases in water rates and
charges.

®  Includes operating equipment and arbitrage rebate.

Revenue Bond Indebtedness

Metropolitan has issued the following water revenue bonds, which as of January 1, 2009
were outstanding in the amounts set forth below:
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Name of Issue

Water Revenue Bonds, Issue of 1991

Water Revenue Bonds, Issue of 1992

Water Revenue Refunding Bonds, 1993 Series A

Water Revenue Refunding Bonds, 1993 Series B

‘Water Revenue Bonds, 1995 Series A

Water Revenue Refunding Bonds, 1996 Series A

Water Revenue Refunding Bonds, 1996 Series B

Water Revenue Bonds, 1996 Series C - '

‘Water Revenue Bonds, 1997 Authorization, Series A

‘Water Revente Bonds, 1997 Authorization, Series BY

Water Revenue Bonds, 1297 Authorization, Series c

Water Revenue Refunding Bonds, 1998 Series A

Water Revenue Bonds, 1999 Authorization, Serfes A

Water Revenue Bonds, 1999 Anthorization, Series B® -

Water Revente Bonds, 1999 Authorization, Series C"

Water Revenue Bonds, 2000 Series B1-B4®

Water Revenue Refunding Bonds, 2001 Series A

Water Revenue Refunding Bonds, 2001 Series B1

Water Revenue Refunding Bonds, 2001 Series B2

Water Revenue Bonds, 2001 Series C-1 and c-20

Water Revenue Refunding Bonds, 2002 Serjes AW ®

Water Revenue Refinding Bonds, 2002 Series BV @

Water Revenue Refunding Bonds, 2003 Series A

Water Revenue Bonds, 2003 Authorization, Series B-1 and B-2
‘Water Revenue Refunding Bonds, 2003 Series C-1, C-2 and Cc-30@
Water Reventue Refunding Bonds, 2004 Series A-1 and A-2V®
‘Water Revenue Refunding Bonds, 2004 Series B

Water Revenue Bonds, 2003 Authorization, Series B-3 and B-4
Water Revenue Refunding Bonds, 2004 Series ch@

‘Water Revenue Bonds, 2005 Authorization, Serjes A

Water Revenue Bonds, 2005 Authorization, Series B-1 and B-2("
. Water Revenue Refunding Bonds, 2006 Series A-1 and A-2 ¥
Water Revenue Bonds, 2005 Authorization, Series C

‘Water Revenue Bonds, 2005 Authorization, Series D-1 and D-2%
Water Revenue Refinding Bonds, 2006 Series B '
Water Revenue Bonds, 2006 Authorization, Series A

Water Revenue Bonds, 2006 Authorization, Series B®

Water Revenue Refunding Bonds, 2007 Serfes A-1 and A-2 @
Water Revenue Refunding Bonds, 2007 Series B®

" Water Revenue Refunding Bonds, 2008 Series A-1®

Water Revenue Refunding Bonds, 2008 Series A-20

Water Revenue Refunding Bonds, 2008 Series B

Water Revenne Refunding Bonds, 2008 Series C

Total

Source: Metropolitan.

' Yariable rate obligation,

Original

Amount Issued
$ 300,000,000

550,000,000
168,759,889
89,595,000
175,000,000
108,375,000
258,875,000

377,500,000.

650,000,000
50,000,000
50,000,000

148,705,000

100,000,000
50,000,000
50,000,000

355,200,000

195,670,000

112,400,000

112,400,000

200,000,000
96,640,000
35,600,000
36,215,000

© 200,000,000

338,230,000

162,455,000

274,415,000

300,000,000

135,090,000

100,000,000

100,000,000
74,140,000

200,000,000

100,000,000
45,875,000

400,000,000

100,000,000

218,425,000

$1,900,000
250,940,000
250,635,000
133,430,000

79.045.000

$7.816,514,389

Principal

Outstanding

5 -0-
17,635,000
105,185,000
=0-

0~

(-

==

-0-
50,000,000
50,000,000
-0-
2,205,000
50,000,000
50,000,000
355,200,000
146,100,000
-0-

=0=
200,000,000
89,045,000
34,800,000
28,360,000
200,000,000
332,955,000
158,530,000
255,095,000
273,815,000
133,450,000
100,000,000
100,000,000
74,025,000
194,115,000
. _9_
45,875,000
400,000,000
o

(=

={-
250,940,000
250,035,000
133,430,000
79,045,000

$4,160,240,000

@) Metropolitan maintains interest rate swap agreements that correspond to these variable rate obligations. See “—Variable Rate

and Swap Obligations” below.

) Ayction rate securities. No auction rate securities were integrated with any interest rate swap agreements and none remain

outstanding.
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Limitations on Additional Revenue Bonds -

Resolution 8329, adopted by Metropolitan's Board on July 9, 1991, as amended and
supplemented (collectively with all such supplemental resolutions, the “Revenue Bond Resolutions™)
provide for the issuance of Metropolitan's water revenue bonds. The Revenue Bond Resolutions
establish limitations on the issuance of additional obligations payable from Net Operating Revenues.
Under the Revenue Bond Resolutions, no additional bonds, notes or other evidences of indebtedness
payable out of Operating Revenues may be issued having any priority in payment of principal,
redemption premium, if any, or interest over any water revenue bonds or Parity Obligations. No
additional Parity Bonds or Parity Obligations may be issued or incurred unless the conditions of the
Revenue Bond Resolutions have been satisfied. '

The laws governing Metropolitan's ability to issue water revenue bonds currently provide
two additional limitations on indebtedness that may be incurred by Metropolitan. The Act provides
for a limit on general obligation bonds, water revenue bonds and other evidences of indebtedness at
15 percent of the assessed value of all taxable property within Metropolitan’s service area. As of
January 1, 2009, outstanding general obligation bonds, water revenue bonds and other evidences of
indebtedness in the amount of $4.52 billion represented approximately 0.21 percent of the fiscal year
2008-2009 taxable assessed valuation of $2,120.9 billion.. The second limitation under the Act
specifies that no revenue bonds may be issued, except for the purpose of refunding, unless the
amount of net assets of Metropolitan as shown on its balance sheet as of the end of the last fiscal
year prior to the issuance .of such bonds, equals at least 100 percent of the aggregate amount of
revenue bonds outstanding following the issuance of such bonds. The net assets of Metropolitan at
June 30, 2008 were approximately $5.9 billion. The aggregate amount of revenue bonds outstanding
as of January 1, 2009 was $4.16 billion. The limitation does not apply to other forms of financing
available to Metropolitan. Audited financial statements including the net assets of Metropolitan as
of June 30, 2008 and June 30, 2007, respectively, are shown in Appendix B - “THE
METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA INDEPENDENT

- AUDITOR’S REPORT. AND FINANCIAL STATEMENTS.FOR FISCAL YEARS ENDED.

JUNE 30, 2008 AND JUNE 30, 2007.” Metropolitan provides no assurance that the Act’s
limitations on indebtedness will not be revised or removed by future Jegislation. Limitations under
' the Revenue Bond- Resolutions respecting the issuance of additional obligations payable from Net
Operating Revenues on a parity with water revenue bonds of Metropolitan will remain in effect so
long as any water revenue bonds authorized pursuant to the Revenue Bond Resolutions are
outstanding, provided however, that the Revenue Bond Resolutions are subject to amendment and
supplement in accordance with their terms. :

Yariable Rate and Swap Obligations

As of January 1, 2009, Metropolitan had outstanding $2.18 billion of variable rate demand
obligations. The interest rates for Metropolitan’s variable rate demand obligations are reset on a
daily or weekly basis. Metropolitan’s variable rate demand obligations are supported by Standby
‘Bond Purchase Agreements between Metropolitan and various liquidity providers. The following
table sets forth a listing of the liquidity providers, the expiration date of each facility and the
principal amount of outstanding bonds covered under each facility. '
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Liquidity Provider
Dexia Credit Local

" {.andesbank Baden-Wurttemberg (LBBW)
Bank of America, N.A.

Lloyds TSE Bank
IP Morgan ,Chasé.Ban.k E

BNP Paribas

- Banco Bilbao Vizcaya Argenteria, S.A. (BBVA)

Landesbank Hessen-Thuringen Girozentrale
(Helaba)

Citibank, N.A.

WestLB AG

Seource: Metropolitan.

Bond Yssue -
2003 Series C-1

2003 Series C2'

2003 Series C-3
2004 Series C.
Total

2002 Series A
2008 Series A-2
Total

1999 Series B
2008 Series A-1
Total

2001 Series C-1

2001 Series C-2

2002 Series B
Total

1999 Series C

2004 Series A-1

2004 Serjes A-2
Total

2000 Series B-3
2000 Series B-4
Total

= 2000 Series‘B-‘Z -

2006 Series A-1
2006 Series A-2

Total -

1097 Series B

1997 Series C
Total

2005 Series B-1

2005 Series B-2

Total

2000 Series B-1

Principal
Qutstanding
$110,985,000

110,985,000 -

110,585,000

133,450,000
$4466,405,000

$ 89,045,000
250,035,000
$339,080,000

$ 50,000,000
250,940.000
$300,940,000

© $100,000,000

100,000,000
34,800,000
$234,800,000

$ 50,000,000
79,465,000
79,465.000

$208,930,000

$ 88,800,000
88.800.000
$177,600,000

$ 88,800,000
37,010,000
37,015,000

$162,825,000

$ 50,000,000

50,000.000
$100,000,000

$ 50,000,000
50,000,000
$100,000,000

$ 83,800,000

Facility
Expiration -
Tupe 2009
June 2009
June 2009
June 2010

December 2015% . -

March 2011

May 2012
March 2011

: December 2011

December 2011
December 2009

‘May 2012

Tuly 2010
July 2010

August 2011
August 2011

Tuly 2013~
May 2013
May 2013

December 2015 @

December 2015 @

July 2010 -
July 2010

December 2015 @

0 Facility may be terhlinated at the option of the Houidity provider on August 2009, February 2012, and August 2014,

®  Pacility may be terminated at the option of the Hquidity provider on September 2009 and March 2012.

®)  Facility may be terminated at the option of the liquidity provider on Tuly 2009, July 2011, and July 2013.
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None of Metropolitan’s outstanding variable rate demand obligdtions are insured. In July

2008, Metropolitan refunded the outstanding Water Revenue Refunding Bonds, 1996 Series A (the

“1996 Series A Bonds”), which were insured by Ambac Assurance Corporation, through the

issuance of $79,045,000 Water Revenue Refunding Bonds, 2008 Series C. Proceeds of these

refunding bonds also funded the termination payment for the interest rate swap with AIG Products

Corp. that correspondéd to interest on the 1996 Series A Bonds. The swap was terminated as of July
10, 2008. '

Included in Metropolitan’s $2.18 billion of variable rate demand obligations are $1.16 billion
- of variable rate demand obligations which, by virtue of interest rate swap agreements, are freated by
Metropolitan as fixed rate debt. The variable rate demand obligations treated by Metropolitan as
fixed rate debt consist of $1.04 billion of variable rate demand obligations with corresponding
interest rate swap agreements, which are identified on the table under the heading, “—Revenue Bond
Indebtedness”, and $117.1 million of obligations whose rates are fixed pursuant to the terms and
conditions of the 2005 Fixed Payor Swaps (listed on the table headed “Fixed Payor Swaps” below),
which are not identified with specific variable rate demand obligations. The remaining $1.02 billion
variable rate demand obligations represent approximately 24 percent of total outstanding water
revenue bonds. In March 2008, primarily due to the credit downgrades of certain municipal bond
insurers and the impact of the lquidity crisis on auction rate securities, Metropolitan refunded
$500.3 million of auction rate securities with variable rate demand obligations. Subsequent to such
refunding, Metropolitan has no auction rate securities outstanding. Metropohtan had no auction rate
securities integrated with interest rate swap agreementfs.

In Septembcr 2004 the Board revised the variable rate exposure policy to require that
variable rate debt be managed to limit net interest cost increases within a fiscal year as a result of
interest rate changes to no more than $5 million. In additio, the maximum amount of variable
interest rate exposure (excluding variable rate bonds associated with interest rate swap agreements)
was limited to 40 percent of total outstanding water revenue bond debt. Variable rate debt capacity

-will be reevaluated as interest rates change and managed within these parameters.

By resolution adopted on September 11, 2001, Metropolitan’s Board authorized the
execution of interest rate swap transactions and related agreements in accordance with a master swap
policy. Metropolitan may execute interest rate swaps if the transaction can be expected to reduce.
exposure to changes in interest rates on a particular financial transaction or in the management of
interest rate risk derived from Metropolitan’s overall asset/liability balance, result in a lower net cost
of borrowing or achieve a higher net rate of return on investments made in connection with or
incidental to the issuance, incurring or carrying of Metropolitan’s obligations or investments, or
manage variable interest rate exposure consistent with prudent debt practices and Board-approved
guidelines. The Chief Financial Officer reports to the Business and Finance Committee of
Metropolitan’s Board each month on outstanding swap fransactions, including notional amounts
outstanding, counterparty exposures and termination values based on then-existing matket
conditions.

Metropolitan has entered into three types of interest rate swaps. Under the first type,
Metropolitan receives payments that are calculated by reference to a floating interest rate and makes
payments that are calculated by reference to a fixed interest rate. These swaps are referred to in the
table below as “Fixed Payor Swaps.” Under the second type, referred to as “Fixed Receiver Swaps,”
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Metropolitan receives payments that are calculated by reference to a fixed interest rate and makes
payments that are calculated by reference to a floating interest rate. Metropolitan’s Fixed Receiver
Swaps in the aggregate amount of $200 million matured on March 11, 2007. These transactions are
no longer in effect and all rights and obligations of each party have been satisfied. Under the third
type, referred to in the table below as “Basis Swaps,” Metropolitan receives payments calculated by
reference to a percentage of the taxable index, LIBOR. In return, Metropolitan makes payments that
are calculated based on either a tax-exempt short-term interest rate index, SIFMA, or the taxable
short-term index, one-month LIBOR.

Net payments under the terms of the interest rate swap agreements are payable on a parity
with the Parity Obligations. Termination payments under the interest rate swap agreements related
to the Water Revenue Refunding Bonds, 2001 Series B, the Water Revenue Refunding Bonds, 2002
Series A and the Water Revenue Refunding Bonds, 2002 Series B would be payable on a parity with
the Parity Obligations. All other termination payments related to interest rate swap agreements
would be subordinate to the Parjty Obligations. :

The following swap transactions were outstanding as of January 1, 2000:
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FIXED PAYOR SWAPS:
Notional o Fixed _ S
Amount . Payor MWD Maturity
Designation QOutstanding . Swap Counterparty Rate Receives Date
2001B $110,400,000 Bear Stearns Financial Products Inc."”  4.219%  SIFMA-35bps  7/1/2020 .
- 2001 B 110,400,000 UBS AG 4219 SIFMA-35bps  7/1/2020
2002 A "~ 90,127,400 Morgan Stanley Capital Services, Inc. 3.300 57.74% of one-  7/1/2025
‘ , month LIBOR
2002 B . 33,717,600 Bear Stearns Financial Products Tnc.!?.©~ -3.300  57.74% of one-  7/1/2025 .
. month LIBOR _
2003 C - 166,477,500 UBS AG _ 3.257 61.20% of one~  7/1/2030
. ‘ _ month LIBOR
2003 C 166,477,500 JPMorgan Chase Bank 3.257 61.20% of one- 7/1/2030
. ) month LIBOR,
2004 A 158,930,000 Morgan Stanley Capital Services, Inc. 2.917 61.20% of one-  7/1/2023
: month LIB OR
2004 C 73,397,500 Morgan Stanley Capital Services, Inc. 2.980 61.55% of one-  10/1/2029
. : : ' month LIBOR
2004 C 60,052,500 | Citigroup Financial Products, Tnc. 2.980 61.55% of one-  10/1/2029
. . . t : . . - . . monﬂl I:]BOR
2005@ 58,547,500 YPMorgan Chase Bank 3360  70% of 3- 7/1/2030
month LIBOR :
20059 58,547,500 Citigroup Financial Products, Inc. 3360 0% of 3- 7/1/2030
& month LIBOR.
2006 31,120,000 UBS AG 3.210 63% of 3- 7/1/2021
- month LIBOR
2006 © 31,120,000 'JPMorgan Chase Bank 3.210 63% of 3- 7/1/2021
. . month LIBOR :
2006 6,027,500 UBS AG 2.911 63% of 3- 7/1/2012
. _ month LIBOR
2006 6.027.500 JPMorgan Chase Bank 2.911 63% of 3- 712012
month LIBOR
Total $1,161,370,000
Source: Metropolitan. :
@ Guaranteed by JPMorgan Chase & Co., effective March 16, 2008.
D Interest rate sWap agreémcnt is not identified with specific variable rate demand obligations,
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BASIS SWAPS:

Notional Amount : Met Maturity
Swap Qutstanding Swap Counterparty Met Receives Pays Date
2004 $125,000,000 Bear Stearns Financial 70% of one~month SIFMA  7/1/2014
o Products Enc, © LIBOR +31.5 bp
2004 125,000,000 JP Morgan Chase Bank 76% of one-month SIFMA  7/1/2014
LIBOR + 31.5 bp
Tatal $250,000,000

)  Guaranteed by JPMorgan Chase & Co., effective March 16, 2008.

These interest rate swap agreements entail risk to Metropolitan. The counterparty may fail or
be unable to perform, interest rates may vary from assumptions and Metropolitan may be required to
make significant payments in. the event of an early termination of an interest rate swap.
Metropolitan believes that if such an event were to occur, it would not have a material adverse
impact on its financial poesition. - Metropolitan manages counterparty risk by diversifying its swap
counterparties, limiting exposure to any one counterparty, requiring collateralization or other credit
enhancement to secure swap payment obligations, and by requiring minimum credit rating levels.
Initially swap counterparties must be rated at least “Aa3” or “AA-", or equivalent by any two of the
nationally recognized credit rating agencies; or use 2 “AAA” subsidiary as rated by at least one
nationally recognized credit rating agency. Each counterparty is initially required to have minimum
capitalization of at least $150 million. See Note 5(f) in Appendix B - “THE METROPOLITAN
WATER DISTRICT OF SOUTHERN CALIFORNIA INDEPENDENT AUDITOR’S REPORT
AND FINANCIAL STATEMENTS FOR FISCAL YEARS ENDED JUNE 30, 2008 AND JUNE
30,2007.”

Other Revenne Obligations

Metropolitan received a $20 million State Revolving Fund Loan, dated as of February 1,
2000, from the California State Water Resources Control Board, for Phase 1 of the Lake Mathews
Watershed Project. The outstanding principal amount as of January 1, 2009 is $13.2 million. The
loan will be repaid over 20 years, with annual payments of $1.32 million through November 2020,
on a parity with Metropolitan’s water revenue bonds.

Subordinate Revenue Obligations

_ Metropolitan currently is authorized to issue subordinate debt of up fo $400,000,000 of
Commercial Paper Notes payable from Net Operating Revenues on a basis subordinate to the Parity
Bonds and the Parity Obligations. Although no Commercial Paper Notes are currently outstanding,
the authorization remains in full force and effect and Metropolitan may issue Commercial Paper
Notes from time to time. In addition, Metropolitan obtained a $20 million California Safe Drinking
Water Revolving Fund Loan in 2003 at an interest rate of 2.39 percent per annum to reimburse
construction costs for oxidation retrofit facilities at the Henry J. Mills Treatment Plant in Riverside
County. The loan will be repaid over 20 years, with semiannual payments of $632,000 through
January 1, 2024. The loan payment obligation is subordinate to the Bonds and Parity Obligations.
The principal balance outstanding as of January 1, 2009 is $16.3 million.
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General Obligation Bond_s |

As of January 1, 2009, $327,215,000 aggregate principal amount of general obligation bonds
payable from ad valorem property taxes were outstanding. Metropolitan's revenue bonds are not
payable from the levy of ad valorem property taxes. Ad valorem taxes levied by Metropolitan
must be applied solely to the payment of general obligation bonds and other voter-approved
indebtedness. '

- Metropolifar had outstanding the following gereral obligation bonds as of January T,2009: ™~

: Principai
General Obligation Bands Amount Issued® QOufstanding
Waterworks General Obligation Refunding Bonds, 1993 Series Al $138,085,000 $ 12,175,000
Waterworks General Obligation Refunding Bonds, 1993 Series A2 87,315,000 8,030,000
Waterworks General Obligation Bonds, Election 1966, Series H 50,000,000 40,370,000
Waterworks General Obligation Refunding Bonds, 1998 Series A 62,120,000 11,980.000
Waterworks General Obligation Refunding Bonds, 2001 Serjes A 49,390,000 9,145,000
Waterworks General Obligation Refunding Bonds, 2001 Series B 123,560,000 29,570,000
Waterworks General Obligation Refunding Bonds, 2002 Series A 55,185,000 - 36,115,000
Waterworks General Obligation Refunding Bonds, 2003 Series A - 123,865,000 47,150,000
Waterworks General Obligation Refunding Bonds, 2004 Series A 68,345,000 68,345,000

Waterworks General Obligation Refunding Bonds, 2005 Series A 64,705,000 - 64.335.000
Total o ) - $822.570,000 - $327,215,000

Source: Metropolitan.

@ Voters authorized Metropolitan to issue $850,000,000 of Waterworks General Obligation Bonds, Election 1966, in multiple series,
in a special election held on June 7, 1966, This authorization has been fully utilized, This table Hsts ouistanding Waterworks
General Obligation Bonds, Election 1966, and bonds that refimded such general obligation bonds.

State Water Contract Obligations

 General. On November 4, 1960, Metropolitan entered into its State Water Contract with the
Department of Water Resources, under which Metropolitan receives an entitlement to water service
from the State Water Project. Subsequently, other public agencies also entered into water supply
contracts with the Department of Water Resources, all of which were patterned after Mefropolitan’s
State Water Contract. Metropolitan’s State Water Contract accounts for nearly one-half of the total
entitlement for State Water Project water contracted for by all contractors.

The State Water Contract will remain in effect until 2035 or until all the Department of
Water Resources bonds issued to finance construction of project facilities are repaid, whichever is
longer. At the expiration of the State Water Contract, Metropolitan has the option to continue
service under substantially the same terms and conditions. Metropolitan presently intends to
exercise this option to continue service to at least 2052. As of January 1, 2009, the latest maturity of
outstanding Department of Water Resources bonds issued for such purpose was December 1, 2029,

Under the State Water Contract, Metropolitan is obligated to pay allocable portions of the
cost of construction of the system and ongeing operating and maintenance costs through at least
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- 2035, regardless of quantities of water"available from the project. Other payments are based on
deliveries requested and actual deliveries received, costs of power required for actnal deliveries of
water, and offsets for credits received. Metropolitan’s payment obligation for the State Water
Project for the fiscal year ending June 30, 2008 was $464.3 million, which amount reflects prior
year’s credits of $58.6 million, For the fiscal year ending June 30, 2008, Metropolitan’s payment
obligations under the State Water Contract were approximately 34 percent of Metropolitans total
annual expenditures. See Note 9(a) to Metropolitan’s audited financial statements in Appendix B for
an estimate of Metropolitan’s payment obligations under the State Water Contract. Also see

“pPOWER SOURCES AND COSTS” in this Appendix A for a description of current and future costs-- - - -

for electric power required to operate State Water Project pumping systems and a description of
litigation involving the federal relicensing of the Hyatt-Thermalito hydroelectric generating facilities
at Lake Oroville. ' '

On April 25, 2005, a group of fourteen State Water Project contractors filed suit against the
Department of Water Resources challenging the manner in which it allocates certain energy costs
and revenues related to operation of the State Water Project. Among other things, these contractors
allege that the Department of Water Resources has been and is administering certain provisions of
State Water Contract incorrectly, depriving them of “all benefits” derived from the sale or other
disposal of electrical energy generated at the Hyatt-Thermalito power facility. The plaintiffs have
not alleged specific amounts for damages. Metropolitan and twelve other State Water Project
contractors have intervened in the litigation. '

Metropolitan believes that Hyatt-Thermalito energy costs and revenues have been and are
being allocated by the Department of Water Resources in a manner that is both legal and equitable.
However, if plaintiffs are successful, tens of millions of dollars in annual costs could be shifted from
State Water Project contractors located north of the Tehachapi Mountains to State Water Project
contractors located south of the Tehachapi Mountains and on the Central Coast, including
Metropolitan.

In November 2006, the trial court divided the litigation into two phases, liability and
damages. In March 2007, the court further divided the liability phase into a contract interpretation
phase and an affirmative defenses phase, and ordered the parties to focus their attentions on the
former. . Since that time, the parties have been heavily engaged in- various discovery—related
activities, which culminated in the submission of cross-motions for summary judgment in December
2007. These motions related solely to whether the approach of the Department of Water Resources
for allocating Hyatt-Thermalito energy costs and revenues js consistent with the language of the
State Water Contract. On May 8, 2008, the court denied all of the parties’ motions. A bench trial
limited to contract interpretation issues began November 5, 2008, and concluded on December 12,
2008. The parties will submit post-trial briefs on a schedule extending through May 2009. The
court’s decision in the contract interpretation phase is expected in the summer or fall of 2009.

The State Water Contract requires that in the event that Metropolitan fails or is unable to
raise sufficient funds by other means, Metropolitan must Jevy upon all property within its boundaries
not exempt from taxation a tax or assessment sufficient to provide for all payments under the State
Water Contract. Currently a portion of the capital costs under the State Water Contract are paid
from ad valorem taxes levied by Metropolitan. In the opinion of Metropolitan’s General Counsel, a
tax inctease to provide for additional payments under the State Water Contract would be within the
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L1

eXemp‘aon permitted under Article XIITA of the State Constitution as a tax'to pay prc-l97 8 voter
approved indebtedness.

- Metropolitan capitalizes its share of system construction costs as participation rights in State
Water Project facilities as such costs are billed by the Department of Water Resources. Unamortized
participation rights essentially represent a prepayment for future water deliveries through the State
Water Project system.. Metropolitan’s share of system 0perat1ng and maintenance costs are annually
expenscd

Metropohtan has entered into amendments to the State Water Contract that represent
additional long-term obligations, as described below.

Devil Canyon-Castaic Contract. On June 23, 1972, Metropolitan and five other southern
California public agencies entered into a contract (the “Devil Canyon-Castaic Contract”) with the
Department of Water Resources for the financing and construction of the Devil Canyon and Castaic
power recovery facilities, located on the agueduct system of the State Water Project. Under this
contract, the Departmient of Water Resources agreed to build the Devil Canyon and Castaic facilities,
using the proceeds of revenue bonds issued by the Department of Water Resources under the State
Central Valley Project Act. The Department of Water Resources also agreed to use and apply the
power made available by the construction and operation of such facilities to deliver water to
Metropolitan and the other contracting agencies. Metropolitan, in turn, agreed to pay to the
Department of Water Resources 88.1 percent of the debt service on the reveniie bonds issued by the
Department of Water Resources. For calendar year 2008, this represents a payment of $7.0 million.
In addition, Metropolitan agreed to pay 78.5 percent of the operation and maintenance expenses of
the Devil Canyon facilities and 96 percent of the operation and maintenance expenses of the Castaic
facilities. Metropolitan’s obligations under the Devil Canyon-Castajc Contract continue until the
bonds are fully retired in 2022 even if the Department of Water Resources is unable to operate the
facilities or deliver power from these facilities.

_ Off-Aqueduct Power Facilities. In addition to system “on-aqueduct” power facilities costs,
the Department of Water Resources has, either on its own or by joint venture, financed certain off-
aqueduct power facilities. The power generated is utilized by the system for water transportation
and other State Water Project purposes. Power generated in excess of system needs is marketed to

-various utilities and the California power exchange market. Metropolitan is entitled to a

proportionate share of the revenues resulting from sales of excess power. By virtue of a 1982
amendment to the State Water Contract and the other water supply contracts, Metropolitan and the
other water contractors are responsible for paying the capital and operating costs of the off-aqueduct
power facilities regardless of the amount of power generated. Other costs of Metropolitan in relation

. to the State Water Project and the State Water Contract may increase as a result of restructuring of

California’s electric utility industry and new Federal Energy Regulatory Commission regulations.

East Branch Enlargement Amendment. In 1986, Metropolitan’s State Water Contract and the
water supply contracts of certain other State Water Project contractors were amended for the
purpose, among others, of financing the enlargement of the East Branch of the California Aqueduct..
Under the amendment, enlargement of the Fast Branch can be initiated either at Metropolitan's
request or by the Department of Water Resources finding that enlargement is needed to meet
demands. Metropolitan, the other State Water Contractors on the East Branch, and the Department
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of Water Resources are currently in discussions on the timetable and plan for future East Branch™ -
enlargement actions.

The amendment establishes a separate subcategory of the Transportation Charge under the
State Water Contract for the Bast Branch Enlargement and provides for the payment of costs
associated with financing and operating the East Branch Enlargement. Under the amendment, the
annual financing costs for such facilities financed by bonds issued by the Department of Water
Resources are allocated among the participating contractors based upon the delivery capacity
increase allocable to each participating contractor. Such costs include, but are not limited to, debt
service, including coverage requirements, deposits to reserves, and certain operation and
maintenance . expenses, less any credits, interest earnings or other moneys received by the
Department of Water Resources in connection with this facility. ‘

If any participating contractor defaults on payment of its allocable charges under the
amendment, among other things, the non-defaulting participating coniractors may assume
responsibility for such charges and receive delivery capability that would otherwise be available to
the defaulting participating contractor in proportion to the non-defaulting contractor’s participation
in the East Branch Enlargement. If participating contractors fail to cure the defaunlt, Metropolitan
will, in exchange for the delivery capability that would otherwise be available to the defaulting
participating confractor, assume responsibility for the capital charges of the defaulting participating
contractor. : '

Water System Revenue Bond Amendment. Tn 1987, the State-Water Contract and other water
supply contracts were amended for the purpose of financing State Water Project facilities through
revenue bonds. This amendment establishes a separate subcategory of the Delta Water Charge and
the Transportation Charge for projects financed with the Department of Water Resources water
system revenue bonds. This subcategory of charge provides the revenues required to pay the annual
financing costs of the bonds and consists of two elements. The first element is an annual charge for
repayment of capital costs of certain revenue bond financed water system facilities under the existing
water supply contract procedures. The second element is a water system revenue bond surcharge to
pay the difference between the total annual charges under the first element and the annual financing
costs, including coverage and reserves, of the Department of Water Resources’ water system
revenue bonds. ' '

If any contractor defaults on payment of its allocable charges under this amendment, the
Department of Water Resources is required to allocate a portion of the default to each of the
nondefaulting contractors, subject to certain limitations, including a provision that no nondefaulting
contractor may be charged more than 125 percent of the amount of its annual payment in the absence
of any such default. Under certain circumstances, the nondefaulting contractors would be entitled to '
receive an allocation of the water supply of the defaulting contractor.

_ The following table sets forth Metropolitan’s projected costs of State Water Project water,
based upon the State Department of Water Resources’ Anmual Billing to Metropolitan for 2009.
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PROJECTED COSTS OF METROPOLITAN
FOR STATE WATER PROJECT WATER®

(Dollars in Millions)
Year

Ending Existing Minimum Power . Refunds &

Jupe30  Capital Costs OMP&RY Costs® Credits Total

2009 $152.2 $181.7 $193.7 $(43.3) $484.3
2010 - 1777 . 1636 - 2395 - (53.7) 5271
2011 192.1 171.1 2529 (56.0) 560.1
2012 192.6 148.4 190.69 (56.0) 542.1

2013 195.9 151.3 241.7 (56.0) 537.0

Source: Metropolitan.

m Projections are based upon the Depariment of Water Resources’ Annual Billing to Metropolitan for 2009 and attachments, dated
July 1, 2008, and Metropolitan water purchase estimates. All costs are adjusted from calendar year to fiscal year periods ending
June 30. The total charges shown above differ from those shown in Note 8 of Metropolitan®s audited financial stafements (for the
fiscal years ended June 30, 2008 and June 30, 2007) in Appendix B due to the inciusion above of allowances for inflation and

anticipated comstruction of additional State facilities. The projections above also include State Water Pro;ect refunds and credits.
See “POWER SOURCES AND COSTS—State Water Project.”

@ Minimum Operations, Maintenance, Power and Replacement (“OMP&R) represents costs which are fixed and do not vary with
the amount of water deliverad.

®)  Based on costs of power for adtal deliveries of water, includes capital charges. Assumptions for water deliveries throngh the
California Aqueduct (not mcludmg San Bemardino end Desert Water/Coachella Valley (“DWCV™) transfers & exchanges) are as
follows: 1.06 million acre-feet for 2009, 1.17 millien acre-feet for 2010, 1,26 acre-feet for 2011, 1.29 million acre-feet for 2012
and .28 million acre-feet for 2013. Avazlabﬂfry of State Water Project supplies vary and dehvenes may include fransfers and
storage. All deliveries are within maximum contract amount and are based upon availability, as determined by hydrology, water
guality and wildlife conditions. Ses “METROPOLITAN’S WATER SUPPLY—State Water Project—Emvironmental
Considerations™ in this Appendix A.

@ Reduced power costs reflect projected increases in Colorado River supplies. As more Colorado River supplies are made
available, more of the SWP supplies are diverted to the DWCV and San Bemardine transfers. (See “METROPOLITAN’S
WATER SUPPLY-~Water Transfer and Exchange Programs” in this Appendix A.) Since Metropolitan does not pay for the
SWP power incurred on these transfers, Metropolitan's variable SWP power cost is reduced.

Other Léng—Term Commitments

Metropolitan also has various ongoing fixed annual obligations under its contract with the
United States for power from the Hoover Power Plant. Under the terms of the Hoover Power Plant
contract, Metropolitan purchases energy to pump water through the Colorado River Aqueduct. In
fiscal year 2007-08 Metropolitan paid approximately $16.6 million under this contract. Payments
made under the Hoover Power Plant contract are treated as Operation and Maintenance
Expenditures. See “POWER SOURCES AND COSTS—Colorado River Aqueduct” in this
Appendix A.

Defined Benefit Pension Plan

Metropolitan is a member of the California Public Employees’ Retirement System (“PERS”),
a multiple-employer pension system that provides a contributory defined-benefit pension for
substantially all Metropolitan employees. PERS provides retirement and disability benefits, annual
cost-of-living adjustments and death benefits to plan members and beneficiaries. PERS acts as a
common investment and administrative agent for participating public entities within the State, PERS
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is a comtributory plan deriving fonds from’employee contributions as well ‘a5 from employer
contributions and earnings from investments. A menu of benefit provisions is established by State
statutes within the Public Employees’® Retirement Law. Metropolitan selects optional benefit
provisions from the benefit menu by contract with PERS.

Metropolitan makes biweekly contributions to PERS based on actuarially determined
employer contribution rates. The actuarial methods and assumptions used are those adopted by the
PERS Board of Administration. Employees are required to contribute seven percent of their.

earnings (excluding overtime pay) to PERS. Pursuant to current memoranda of understanding, =~ .. ..

Metropolitan contributes the requisite seven percent contribution for all employees represented by
the Management and Professional Employees Association, the Association of Confidential
Employees, Supervisors and Professional Personnel Association and AFSCME Local 1902.
Metropolitan also contributes the entire seven percent on behalf of the unrepresented employees. In
addition, Metropolitan is required to contribute the actuarially determined remaining amounts
necessary to fund the benefits for jts members.

The contribution requirements of the plan members are established by State statute and the
employer contribution rate is established and may be amended by PERS. For fiscal year 2007-08
Metropolitan contributed 11.405 percent of annual covered payroll. In addition, since July 1, 2001,
Metropolitan has paid the 7 percent employees’ share of the PERS contribution. The fiscal 2007-08
annual pension cost was $34.3 million, of which $13.1 million was for Metropolitan’s pick-up of the
‘employees’ 7 percent share, For fiscal year 2008-09, Metropolitan is required to contribute 11.432
percent of annual covered payroll, in addition to member contributions paid by. Metropolitan. For
fiscal year 2009-10, Metropolitan is required to contribute 11.708 percent of annual covered payroll,

in addition to member contributions paid by Metropolitan. The fiscal year 2009-10 contribution
requirement is based on the June 30, 2007 valuation report. -

As of June 30, 2007, the date of the most recent actuarial valuation report available from
PERS, the actuarial value of assets in Metropolitan’s pension plan was approximately $1.153 billion,
and the plan had an unfinded liability of approximately $95 million. Funded status (based on the
market value of assets) was 107.0%. This compares to the plan’s unfunded liability of $§78 million
as of the Tune 30, 2006 actuarial valuation (98.7% funded), unfunded liability of $76 million as of
the June 30, 2005 actuarial valuation (95.4% funded), unfunded liability of $56 million as of the
June 30, 2004 actuarial valuation (92.6% funded) and unfunded liability of $21 million as of the
June 30, 2003 actuarial valuation (97.7% funded). The pension plan had excess assets of $95
million as of the June 30, 2002 actuarial valuation. The actuarial value of PERS assets for fiscal
years 2002 and 2003 was determined using techniques that smooth the effect of short-term volatility
in the market value of investments over a three-year peried (smoothed market value).. The actuarial
value of PERS assets beginning in fiscal year 2004 was based on a policy to smooth the market
value of investments over a fifteen-year period, in place of three years, to reduce the volatility of
employers’ future contributions and stabilize pension costs. The increase in unfunded liability is due
to the draw-down of excess assets relating to the einployer pick-up of the employees’ 7 percent share
and prior asset losses in PERS investments, and the recognition of gains and losses on an actuarial
basis over the “smoothing” period. The market value of PERS assets declined approximately twenty
percent from July 1, 2008 to mid-October 2008 due to global financial market conditions. This
change in market values, which will be smoothed over a fifteen-year period, is anticipated to result
in higher employer payments beginning in fiscal year 2011-12. For more information on the plan,
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- see ‘the financial statements of Metropolitan contained in Appendix B attached to the Official
Statement. '

Metropolitan . provides post-employment medical insurance to retirees. - Metropolitan
currently pays the post-employment medical insurance premiums to PERS. Metropolitan funds such
benefits on a pay-as-you-go basis. Payments were $10.2 million for fiscal year 2007-08, $9.2
miltion for fiscal year 2006-07, $8.0 million for fiscal year 2005-06, $7.8 million for fiscal year
2004-05 and $7.5 million for fiscal year 2003-04. Under Governmental Accounting Standards
" Board Statement No. 45, ‘Accounting arnd Fimancial Repotting by Employers of Post-employment B
Benefits Other Than Pensions (“OPEB™), Metropolitan was required to account for and report the
outstanding obligations and commitments related to such post-employment employment benefits on
an accrual basis for the fiscal year ending June 30, 2008. Metropolitan began accounting for and
reporting its OPEB obligations beginning with its financial statements for the fiscal year ended June
30, 2006. '

* For fiscal year 2007-08, Metropolitan’s annual actuarially required OPEB cost was $30.0
million. Contributions of $10.2 million equaled the pay-as-you go amount and represented 30
percent of the annual OPEB cost. The required contribution was based on a June 30, 2007 actuarial
valuation using the entry-age normal actuarial cost method with contributions determined as a level
percent of pay. The actuarial assumptions included (a) a 5.0 percent investment rate of return,.(b) an
inflation component of 4 percent and (c) certain assumptions regarding health care cost trends. (See
Footnote . 8(c) to Metropalitan’s audited financial -statements in Appendix B for additional
information ofi OPEB cost.and net OPEB obligation.) As of June 30, 2007, the date of the actuarial
report, the unfinded OPEB liability was estimated to be $393 million. This amount is being
amortized over 30 years as a level percent of pay. Metropolitan intends to continue funding on a
pay-as-you-go-basis while it reviews various funding options. '

In July 1998, in a case entitled Dewayne Cargill et al. v. Metropolitan Water District of
Southern California et al. a class action was brought by various categories of temporary. workers
against Metropolitan and certain temporary agencics, claiming that Metropolitan misclassified them
as temporary workers to avoid providing them the same rights and benefits given to regular
employees and seek the full benefits of public employment, including membership in PERS on a
retroactive basis. See “GOVERNANCE AND MANAGEMENT—Employee Relations” above for
further information on the case. » '

HISTORICAL AND PROJECTED REVENUES AND EXPENDITURES

The following table provides a summary of revenues and expenditures of Metropolitan
prepared to conform to the Revenue Bond Resolutions provisions regarding rates and additional
Parity Bonds (as defined in the Master Resolution). See “METROPOLITAN EXPENDITURES—
Limitations on Additional Revenue Bonds.” The table is presented on a cash basis, and does not
reflect the accrual basis used to prepare Metropolitan’s annual audited financial statements. The
projections are based on assumptions concerning future events and circumstances that may impact
revenues and expenditures and represent management’s best estimates of results at this time. See
footnotes to the table below entitled “HISTORICAL AND PROJECTED REVENUES AND
EXPENSES” and “MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED
REVENUES AND EXPENDITURES” for relevant assumptions, including projected water salesand .
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-~ gverage annual increase in the effective water rate, and “MANAGEMENT’S DISCUSSION OF
HBISTORICAL AND PROJECTED REVENUES AND EXPENDITURES” for 4 discussion’ of
potential impacts. Some assumptions inevitably will not materialize and unanticipated events and
circumstances may occur. Therefore, the actual results achieved during the projection period will
vary from the projections and the variations may be material.

In addition to the Parity Bonds currently outstanding and the Bonds described in this Official
Statement, Metropolitan anticipates issuing approximately $1.35 billion aggregate principal amount

of Parity Bonds through fiscal year 2013 to finance the CIP. The debt service coverage ratio is.. .. . -

projected to decline as a result of the issuance of additional Parity Bonds to finance Metropolitan’s
CIP and increased operating costs. However, in September 2004 Metropolitan adopted a goal to
maintain a minimum fixed charge coverage ratio, measuring total coverage of all fixed obligations
(which includes all revenue bond debt service obligations, State Water Contract capital payments
paid from current year operations and subordinate obligations) after payment of operating
expenditures, of 1.2 times. This goal is subject to change by future action of Metropolitan’s Board.

Estimated revenues and expenditures are based on preliminary assumptions and estimates
used in developing the estimated budget and revenue requirements for fiscal year 2009-10. The
projections were prepared by Metropolitan and have not been reviewed by independent certified
public accountants or any entity other than Metropolitan. Dollar amounts are rounded.
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HISTORICAL AND PRO

Receipts from Water Sales®

Additional Revenue Sources'™
Total Operating Revenues

0&M, CRA Power and Water Transfer Costs'™

SWC OMP&R. Costs'?
SWE Ofi-Aqueduct O&M Costs
Total Operation and Maintenance

Net Operating Revenues
M.isceﬁancous Revenue'®
Sales of Hydroelectric Power™
Interest on Investments*®

Adjusted Net Operating Revermes®™ -
Bonds and Additional Bonds Debt Service®
Subordinate Revenue Obligations” :
Funds Available from Operations

Bonds and Additionsl Bonds Debt
Service Coverage' .
Debt Service Coverage on all Obligations®

1

Funds Available from Operations
Other Receipts (Expenditures) .
Pay-As-You Ge Construction -
Water Transfer Capital Costs

SWC Capital Costs Paid from Current

Year Operations
SWC Off-Aquednct Capital Costs
Remaining Funds Available from Operations
Tax Receipts

General Obligation Bonds Debt Service
SWC Capital Costs Paid from Taxes-

Net Funds Available from _Currcnt Year .

Defeasance Escrow Costs
Pay-As-You Go Construction-Prior
Year Reserves

Seurce: Metropolitan,

@ During the four fiscal years, June 30, 2005 through Jun

JECTED REVENUES AND EXPENDITURES

million and 2.31 million, respectively. See table entitled *

water receipts projections are based upon estimated
2.12 million for 2010-11, 2.04 millien for 2011-12 and
HISTORICAL AND PROJECTED REVENUES AND
®) Includes receipts from water standby, readiness-to-serve an
taxes. See “METROPOLITAN REVENUE!
& Water Transfer Costs are included in Operation and Maintenance
Obligations. Increase in 2009 reflects increased purchases of water

(footnotes continued on next page)

annua

(Dollars in Millions)
(Cash Basis) .
Actnal Prnjected_--;— i
3005 2006 . 2007 2008 2009 2016 2011 2012 2013
-$819 $827 $892  $968 $1,017 $1,142 $§1352  $1442 §1.549
w3 111 113 114 10 134 _149 161 171
932 938 1,005 1082 1,137 1276 .1.501 1.603 1,720
374)  (416) (392) (470) (54) (619 (643 (708) (759
El 85)  (237) gzogi Ezsg %2603 2287) (309 (313 Eszzi
44 0) (3 5 (46) _(47) _ (A8 44y (34
(603 (693 _(6AR) _(192) _(s4®) _(95%) (LOOO) (1067 TLII3)
§329 $245 357 $200 $289 $323 $501  $ 536 $605
10 24 6 7 5 5 5 5 5
30 30 45 41 25 28 29 27 27
27 26 33 46 33 34 36 39 43
R E s B
15 7 . @1 334
¢ 1 ¢ 1 1 1 1 1 1 {?1 ( 1
§338  §id8 §740. §165 §116 §120 $266 - $200  §345
25 185 221 - 176 150 145 188 1.92 2.04
251 184 219 175 149 144 187 1.81 2.03
$238 $148 $240 §$165  $116 $120 5266 200 $345
29; 16 @ 19 (8) (63 1) (7; (73
81 82 (95 34 (95) (85 65 (125) (125
11} 65 (13 48 (9) - -0- 0- 0=
6 @9 @§ () ) D (1) (71 . (114)
G G0 (& 63 G @) () Gh @&
2 o4 46 (29 (109 (i) 20 56 76
O EEEEEE
49 49
49) 49 52 52 48 43 43 ((42) 44
T2 §05H 346 F(2®) $(0 SO 520 $ 56 76
$(52) $25) - - - - - -
- - (14 - - - - -
e 30, 2008, annual water sales (in more-feet) were 2.21 million, 2,15 million, 2.25 -

Y OF WATER SOLD AND WATER SALES RECEIPTS” above, The
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water sales (in acre-fzet) of 2.20
2.01 million_ for 2012-2013,
EXPENDITURES" below
d capacity reservation ¢
S — Additional Revenue Componetis.”
Expenditurss fo
transfer supplies.

millien for 2008-09, 2,12 million for 2009-10,
See "MANAGEMENT'S DISCUSSION OF

harges. The term Operating Revenues excludes ad valorem

r purposes of calenlating the debt service coverage on all




p’ootnotes continued from previous page) © e e s

% Tncludes operation, maintenance, power and replacement costs payable under the State Water Contract.

® Yncludes léase and rental net proceeds and net proceeds from sale of surplus property.

® Tncludes Colorado River Aqueduct power sales.

® Dges not includs interest applicable to Bond Construction Funds, the Excess Earnings Funds, other trust funds and the Deferred Compensation
Trust Fund.

® Adjusted Net Operating Revenues is a sum of ail gvailable revenues that the revemue bond resokutions specify may be considered by
Metropolitan in seiting rates and issuing additional Revenue Bonds and Parity Obligations.

® Net of investment income with respect to reserve funds. Assumes the issuance of Additional Parity Bonds, including the current offering, as .

 follows: $200 million in 2008-09, $550 million in 2009-10, $200 million in 2010-11, $240 millicn i 2011-12 and $160 million in 2012-2013,

® Represents California Safe Drinking Water Revolving Fund Loan debt service commencing in 2004-05. See “METROPOLITAN
EXPENDITURES—Subordinate Revenue Obligations™ above.

® Represents adjusted Net Operating Revenues divided by the outstanding Revenue Bonds, and additional Revenue Bonds Debt Service,

@ Adjusted Net Operating Revenues, divided by outstanding Reveme Bond Debt Service, Additional Revenue Bonds Debt Service and nome

revenue bond commercial paper and California Safe Drinking Water Revolving Fund Loan debt service, using exact, rather than rounded
dollar amounts. Assumes that no Commercial Paper Notes are issued. See “Subordinate Revenue Obligations” above.

MANAGEMENT’S DISCUSSION OF HISTORICAL AND
PROJECTED REVENUES AND EXPENDITURES

Water Sales Receipts

Metropolitan relies on receipts from water sales for about 75 to 80 percent of its total
revenues. From March 1997 through January 1, 2004, the levels of full service water rates and
charges remained unchangéd. However, the rates effective January 1, 2004 included a $10 per acre-
foot increase for treated water and the rates effective January 1, 2005 included a $5 per acre-foot -
increase in the untreated full service rate and an additional $10 per acre-foot increase for treated-
water. The rates effective January 1, 2006 included a $15 per acre-foot increase in the Tier 2 Supply
‘Rate and another $10 per acre-foot increase for treated water. The rates effective January 1, 2007
and January 1, 2008 included additional increases. See “METROPOLITAN REVENUES—Rate
Structure” and “—Classes of Water Service” in this Appendix A. Effective January 1, 2009, base
water rates and charges increased by 9.8 percent plus a $25 per acre-foot water supply surcharge.
The combined impact is an increase of approximately 14.3 percent. The water supply surcharge is
intended to recover the costs of additional water transfer purchases to augment State Water Project
supplies. See “METROPOLITAN’S WATER SUPPLY—State Water Project” and “—Water
Transfer and Exchange Programs” in this Appendix A. Water rates and charges are expected to
increase between 20 and 25 percent effective January 1, 2010. Increases in rates and charges reflect
increasing operations and maintenance costs, including higher treatment costs, financing
requirements of the approximately $1.7 billion five-year CIP (covering the years 2009 to 2013),
increasing State Water Project costs, rising demand management costs and water supply purchases.
Yt is assumed that water sales will range between 2.01 million acre-feet and 2.20 million acre-feet
from fiscal year 2008-09 through fiscal year 2012-2013. Metropolitan’s water sales were
approximately 2.31 acre-feet during fiscal year 2007-08. If Metropolitan implements its water
supply allocation plan (see “METROPOLITAN’S WATER SUPPLY—Five-Year Supply Plan” in
this Appendix A), lower deliveries and water sales would result in higher rate increases in 2010 and
beyond. '

. Metropolitan has funded a Water Rate Stabilization Fund and a Water Treatment Surcharge
Stabilization Fund with a portion of the water revenues collected. The Board’s stated policy is to use
moneys in these funds to mitigate the need to increase water rates. Water Rate Stabilization funds
decreased by approximately $46.3 million in fiscal year 2007-08, and projections indicate use of
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stabilization" funds in° 2008-09 and 2009-2010.-The Water Revenue Remainder Fund balance
increased by $42.7 million in fiscal year 2007-08. The Long-Range Finance Plan adopted by the
Board on March 9, 1999 provides for a minimum/maximum reserve policy based on Metropolitan’s
water sales during wet periods. Funds.representing the minimum reserve level are held in the Water
Revenue Remainder Fund, and any funds in excess of the minimum reserve level (up to the
maximum reserve level) are held in the Water Rate Stabilization Fund. The maximum reserve level
on June 30, 2008 was calculated to be $479 million and fund balances in the Water Rate
Stabilization Fund and the Water Revenue Remainder Fund at that date totaled $287 million. The
‘minimum reserve requirement as of June 30, 2008, was $209 million. See “METROPOLITAN
REVENUES—Reserve Policy” in this Appendix A.

Operation and Maintenance Expenditures

Operation and Maintenance Expenditures in 2007-08 were $687 million, which represented
approximately 56 percent of total costs. These expenditures include the costs of labor, electrical
. power, materials and supplies of both Metropolitan and its contractual share of the State Water
Project. The cost of power for pumping water through the aqueducts is a major component of this
category of expenditures. - '

Other costs included in operation and maintenance are those associated with Metropolitan’s
increasing participation in water conservation, reclamation and groundwater cleanup. In fiscal year
2008, Metropolitan spent nearly $49 million in support of these efforts. : C

A major component of the increase in fiscal year 2008 operations and maintenance
expenditures is due to projected higher purchases for water transfers. Water transfers to be funded
from the water supply surcharge are expected to total $52 million. Other water transfers and storage
supplies could total as much as $163 million in 2008-09.

Metropolitan’s Board adopted a budget benchmark in September 2004 to limit the annual
increase in departmental operations and maintenance budgets to no more than the five-year rolling
average change in the Los Angeles/Orange/Riversideé Counties consumer price index.

POWER SOURCES AND COSTS

General

Current and future costs for electric power required for operating the pumping systems of the
Colorado River Aqueduct and the State Water Project are a substantial part of Metropolitan’s overall
expenses. Expenditures for electric power for the Colorado River Aqueduct (not including credits
from power sales and related revenues) were approximately $26 million for the fiscal year ended
June 30, 2000, $89.3 million for the fiscal year ended June 30, 2001, $98.2 million for fiscal year .
ended June 30, 2002, $49 million for the fiscal year ending June 30, 2003, $24.7 million for the
fiscal year ending June 30, 2004, $20 million for the fiscal year ending June 30, 2005 and $27
million for the fiscal year ending June 30, 2006. Expenditures for the fiscal years ending June 30,
2008 and June 30, 2007 were approximately $19 million and $21 million, respectively.

Expenditures for electric power and transmission service for the State Water Project were
$80.2 million (not including credits for prior period adjustments) for the fiscal year ended June 30,
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-+ - 2000, but increaséd to $105 2 million for the fiscal year ended June 30, 2001 ‘and $187 million for

the fiscal year ended June 30, 2002. As the market prices for energy declined from the crisis levels
in 2000 and 2001, State Water Project power costs decreased to $136.3 million for the fiscal year
ended June 30, 2003. Expenditures for the fiscal years ended June 30, 2004, June 30, 2005 and June
30, 2006 were approximately $182.3 million, $176.8 million and $201.4 million, respectively,
showing the effect of more* State Water Project deliveries. Expenditures for the fiscal year ended
June 30, 2007 were approximately $136.1 million and expenditures for the fiscal year ended June 30,
2008 were $204.7 million. -

Given the continuing uncertainty surrounding the electricity markets in California and in the
electric industry in general, Metropolitan is unable to give any assurance with respect to the
magnitude of its power costs.

Colorado River Aqueduct

Generally 60 to 75 percent of the power requitements for pumping at full capacity (1.2
" million acre-feet of Colorado River water) in Metropolitan’s Colorado River Aqueduct are secured
through long-term contracts with the United States for energy generated from facilities located on’
the Colorado River (Hoover Power Plant and Parker Power Plant), and Edison. These contracts
provide Metropolitan with reliable and economical power resources to pump Colorado River water
to Metropolitan’s service area until 2017, when only the Parker Power Plant contract will remain in
effect. However, prior to 2017, the Western Area Power Administration will engage in a public
process to determine the remarketing of Hoover Power after 2017. Based on other recent Western
remarketing processes, long-term preference power contractors typically receive new long-term
contracts with a slightly reduced share of power. o

Approximately 25 to 40 percent of pumping power requirements for full utilization of the
Colorado River Aqueduct is obtained through energy purchase agreements with municipal and
investor-owned utilities or from power marketers. Deliveries of water through the Colorado River
Aqueduct for the fiscal year ending June 30, 2007 were approximately 660,000 acre-feet, including
Metropolitan’s basic apportionment of Colorado River water and supplies from water transfer and
groundwater storage programs. As the amount of Colorado River water available to Metropolitan
decreases, Metropolitan’s need to purchase supplemental energy decreases.

The Metropolitan-Edison 1987 Service and Interchange Agreement includes provisions for
the sharing of energy savings realized by the integrated operation of Edison’s and Metropolitan’s
electric systems. Under this agreement, with a previously normal maximum pumping operation of
eight pumps, Bdison provides Metropolitan additional energy (benefit energy) sufficient to pump
approximately 100,000 acre-fect annually. As the amount of pumping is reduced, the amount of
benefit energy provided by Edison increases.

Under maximum pumping conditions, Metropolitan can require up to one billion kilowatt-
hours per year in excess of the base resovrces available to Metropolitan from the Hoover Power
Plant, the Parker Power Plant, and Edison benefit energy. Metropolitan is a member of the Western
Systems Power Pool (“WSPP”), and utilizes its industry standard form confract to make power
purchases at market cost. Metropolitan acquires the majority of its supplemental power from WSPP
members. With expected allocations of Colorado River water and the additional supplies from other
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" = Colorado River sources, Metropolitan does not anticipate the need to purchase significant amounts -
of energy above its base power resources before 2009. In 2009, Metropolitan expects to pump

- between 900,000 acre-feet and 1.1 million acre-feet of Colorado River water and additional supplies
from other Celorado River sources, which will require between 260 million kilowatt-hours and 660
million kilowatt-hours of energy purchases above its base power resources. If in the future, the
pumping requirements continue at the anticipated 2009 levels, Metropolitan would continue to
purchase between 260 million kilowatt-hours and 660 million kilowatt-hours of supplemental

energy.

State Water Project

The State Water Project’s power requirements are met from a diverse mix of resources,
including State-owned hydroelectric generating facilities, long-term contract energy from a coal-
fired generating facility, and contracts with Metropolitan and several other utilities in California and
the Southwest. Metropolitan pays approximately 70 percent of State Water Project power costs.

The Department of Water Resources is seeking renewal of the license issued by the Federal
Energy Regulatory Commission (“FERC”) for the State Water Project’s Hyatt-Thermalito
hydroelectric generating facilities at Lake Oroville. A Settlement Agreement containing
recommended conditions for the new license was submitted to FERC in March 2006. That
agreement was signed by over 50 stakeholders, including Metropolitan and other State Water Project
contractors. With only a few minor modifications, FERC staff recommended that the Settlement
Agreement be adopted as the conditions for the new license.. DWR issued a Final EIR for the
relicensing project on July 22, 2008, On August 21, 2008, Butte County and Plumas County filed
separate lawsuits challenging the adequacy of the Final EIR. Metropolitan is currently assessing
how best to participate in the defense of this action. FERC has issued one-year renewals of the
existing license since its initial expiration date on January 31, 2007, and is expected to issue
successive one-year renewals until a new license is obtained. '

The Department of Water Resources receives transmission service from investor-owned
utilities under existing contracts and from the California Independent System Operator (“Cal ISO™),
a nonprofit public benefit corporation formed in 1996 pursuant to legislation that restructured and
deregulated the electric utility industry in California. The transmission service provider may seek
increased transmission rates, subject to the approval of FERC. The Department of Water Resources
has the right to contest any such proposed increase. The development of California’s transmission
grid has lagged significantly behind the growth in load and generation resources within the state.
The Department of Water Resources may be subject to increases in the cost of transmission service
as new grid facilities are constructed.

Power Market Redesign

. In an effort to achieve more competitive wholesale markets and to comply with FERC
orders, the Cal ISO filed its tariffs for market redesign changes in February 2006. Metropolitan is
unable to predict the impact and timing of any proposed market design change on the costs for and
availability of electricity. Nonetheless, Metropolitan is obligated under the Act to impose rates and
charges, together with revenue from any water standby or availability charges, sufficient to pay
Metropolitan operating expenses (including power costs) and debt service on its outstanding bonds.

A-83

Appendix A to Official Statement dated January 15, 2009




Energy Management Program

Metropolitan initiated its Energy Management Program in fall 2006 to help Metropolitan
design and operate its facilities in the most energy-efficient and cost-gffective manner. This
program includes setting design standards for energy-efficient facilities; taking advantage of
available rcbates for energy efficiency and energy-saving projects; operating Metropolitan’s
facilities in the most energy-efficient manner; and continuing to investigate alternative energy
sources, such as solar and wind power. Metropolitan has completed energy efficiency assessments

at all five of its water treatment plants and is evaluating recommendations for proposed changes. . ..

Metropolitan is proceeding with construction of a one-megawatt solar generation facility at the
Skinner plant. Metropolitan also is considering wind and solar power feasibility stadies at its
pumping plants along the Colorado River Aqueduct. Metropolitan has begun integrating fuel-
efficient hybrid vehicles into its fleet and assessing the use of alternative fuels (biodiesel) for its off-
road vehicles and construction: equipment. Finally, Metropolitan is assessing the feasibility of
expanding its hydroelectric generation capabilities.

In February 2007, the Board authorized Metropolitan’s membership in the California Climate
Action Registry, a nonprofit voluntary registry for greenhouse gas emissions that was established by
the California Legislature in 2001. Metropolitan has completed and certified its baseline greenhouse
gas inventory, or carbon footprint, for calendar years 2003, 2006 and 2007, against which any future
greenhouse gas emission reduction requirements may be applied, and anticipates setting appropriate
and feasible targets for the reduction of carbon dioxide emissions in 2009. Metropolitan staff also is
working to identify potential projects, activities, or. initiatives that could be used to achieve
Metropolitan’s reduction goals as well as tracking the regulatory and legislative greenhouse gas
developments that may impact Metropolitan.
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APPENDIX H

Water Supply Assessment Checklist




Water Supply Assessment Checklist

Water Code _ Page #in
Section Water Supply Assessment Content WSA
10910(c)(2) incorporate data from UWMP, 1-25
Identification of existing water supply entitlements, water rights, or water
10910(d)(1) service contracts relevant to identified water supply for proposed project, 18-25
and description of quantity of water received in prior years.
10910(d)(2)(A) Written contracts or other proof of entitlement to an identified water supp;ly. 18-24
Capital outlay program for financing the delivery of a water supply that has
10810(A)2)(B) been adopted. 25
Federal, state, and local permits for construction of necessary infrastructure
10910(d)(2)(C) associated with delivering the water supply. 18-24
10910(d)(2)(D) Any necessary regulatory approval fo deliver/convey the water supply. 18-24
Review of any information contained in the UWMP relevant fo the identified
10810001 water supply for the proposed project. : 1-25
Description of any groundwater basin(s) from which proposed project will be
' supplied. For basins with adjudicated groundwater pumping rights, include 20-21
10910(7(2) "a copy of the order/decree adopted by the court or the board and a Appen di;z E
description of quantity of groundwater public water system has the legal P
right fo pump under the order/decree.
Description and analysis of amount and location of groundwater pumped for
10910(f(3} the past 5 years from any groundwater basin from which the proposed 20-21
project will be supplied.
Description and ana!yéis of amount and location of groundwater that is
10910(f(4) projected to be pumped from any basin to provided water to the proposed 20-21
project.
Analysis of sufficiency of groundwater from the basins from which the
10910(f)(5) proposed project will be supplied to meet projected water demand of the 20-21

proposed project.






