TO: BOARD OF DIRECTORS NSAAANRARAANNNNNNRIINAARY

CEVIEWED: MARIO IGLESIAS . AGENDA ITEM

ED: MARIO IGLESIA _
GENERAL MANAGER E-1 (B)

FROM: LISA BOGNUDA MAY 23, 2.018.

FINANCE DIRECTOR

DATE: MAY 18, 2018

REVIEW THE DRAFT BUDGET FOR FISCAL YEAR 2018-2019 FOR
THE NIPOMO SUPPLEMENTAL WATER PROJECT (NSWP)

ITEM

Review the draft Budget for Fiscal Year 2018-2019 for Nipomo Supplemental Water Project (NSWP)
[RECOMMEND CONSIDER DRAFT BUDGET AND SCHEDULE FOR ADOPTION ON JUNE 13, 2018]

BACKGROUND

On April 19, 2018, the Finance and Audit Committee met and reviewed the draft Budget for
Fiscal Year 2017-2018 for NSWP.

The Nipomo Community Services District (District), City of Santa Maria (City), Woodlands Mutual
Water Company (WMWC), Golden State Water Company (GSWC), Rural Water Company
(RWC), along with hundreds of other individuals and entities are parties to a certain groundwater
adjudication commonly referred to as the Santa Maria Groundwater Litigation. The Judgment
(through the Stipulation) requires the District to purchase and transmit to the Nipomo Mesa
Management Area (NMMA) a minimum of 2,500 acre-feet of “Nipomo Supplemental Water” each
year and to employ its best efforts to timely implement the Nipomo Supplemental Water Project
(NSWP).

The Judgment further provides that once the Nipomo Supplemental Water is capable of being
delivered, the Parties shall purchase the following portions of Nipomo Supplemental Water each
year to offset groundwater pumping within the NMMA.

ENTITY PERCENT ALLOCATION ACRE
FEET/YEAR
(AFY)
NCSD 66.68 1,667.00
WMWC 16.66 416.50
GSWC/RWC 16.66 416.50
TOTAL 100.00 2,500.00

On May 3, 2013, the District entered into a Wholesale Water Supply Agreement with the City of
Santa Maria to purchase supplemental water. Upon completion of the interconnection, the
minimum quantity of purchase/delivery is as follows:



litem E-1 (B) Page 2
May 23, 2018

DELIVERY YEARS MINIMUM DELIVERY VOLUME (AFY)
1 645
2-5 800
6-10 1,000
11- Term 2,500

On July 2, 2015, supplemental water began flowing from the City of Santa Maria into the Nipomo
Community Services District system.

On October 16, 2015, the Supplemental Water Management and Groundwater Replenishment
Agreement (Agreement) was approved by the District, WMWC, GSWC and RWC. The
agreement outlines all parties' responsibilities and obligations relating to the delivery and
payment of supplemental water. Section VIl of the agreement states in part as follows (See
Attachment B for complete agreement):

A District shall operate the NSWP as an enterprise fund, separating all costs related to the NSWP within and
only to that NSWP fund. Prudent Utility Practices shall apply to District's management of the NSWP
Enterprise Fund.

B. Each Fiscal Year District shall prepare a NSWP Enterprise Fund Budget (Budget) for all revenues and
expenditures related to the NSWP Enterprise Fund. The Budget shall include a summary of projected NSW
deliveries and Costs associated with those deliveries. A draft of the Budget shall be available to each Water
Company for review by May 1% of each year. District shall make every reasonable effort to adopt the final
Budget during June of each year at a regularly scheduled District board meeting. The Advisory Committee
shall determine the most effective content, format and reporting frequency for financial and budget reports
for the NSWP Enterprise Fund.

C. The Budget shall provide the basis for and detail the cost allocations and quarterly billing described in
Section IX.

The District receives and pays a quarterly invoice from the City for the cost of water. The District
in turn invoices WMW and GSWC for their applicable percentages of the cost of water in addition
to other applicable costs pursuant to the agreement. WMWC and GSWC are current on their
quarterly payments.

Attached is the draft Budget based on purchase of 800 acre feet of supplemental water plus 50
acre foot operational buffer. The City has provided an estimate of the cost of water for FY 2018-
2019; however, the Base Energy Cost CPI will be adjusted based on the July index. The
Operations and Maintenance (O&M) Budget has been estimated based on current fiscal year
expenditures. The administrative fee is set at 15% of O & M costs.

The draft NSWP Budget was provided to WMWC and GSWC. The District has not received any
comments.

RECOMMENDATION

It is recommended your Honorable Board provide direction to Staff and set Wednesday, June
13, 2018, 9:00 a.m. as the date and time for a Public Hearing to consider adoption of the NWSP
Budget for Fiscal Year 2018-2019.

ATTACHMENTS
A. Draft Budget
B. Supplemental Water Management and Groundwater Replenishment Agreement

t:\poard matters\board meetings\board letter\2018\180523 draft nswp budget review fy 18-19.docx
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NIPOMO COMMUNITY SERVICES DISTRICT
NIPOMO SUPPLEMENTAL WATER PROJECT {(NSWP)
BUDGET FOR FISCAL YEAR 2018-2019

Acre Feet Cost per Acre Foot

Purchase (AF) Total Cost
Water Purchase Fiscal Year 2018-2019 (see page 2) 850 $1,695.00 $1,440,750.00
NCSD Water O & M Cost per AF ** (see page 3) 850 $172.96 $147,016.00
NCSD Admin Fee per AF {15% of O & M per AF) ** (see page 3) 850 $25.94 $22,049.00

$1,893.90 $1,609,815.00

**To be adjusted annually based on actual costs

TOTAL NCSD WMWC GSWC

1 Phase 1 Supplemental Water Annual Allocation (AF) 800 533.44 133.28 133.28
2 Phase 1 Supplemental Water Delivery Percentages 100.00% 66.68% 16.66% 16.66%
3 Pass-Through Supplemental Water Cost $1,440,750 $960,692 $240,029 $240,029

Supplemental Water O & M Cost $147,016 $98,030 $24,493 $24,493
5  Supplemental Water NCSD Admin Fee $22,049 $14,702 $3,673 $3,673
6 Total Annual Supplemental Water Volume Cost $1,609,815 $1,073,425 $268,195 $268,195

TOTAL NCSD WMWC GSWC

7 Allocated Project Capacity (AF) 3,000.00 2,167.00 416.50 416.50
8  Percentage of Fixed Capital Cost Allocation 100.00% 72.24% 13.88% 13.88%
9  Yearly Capital Recovery Charge-Principal {1) (4) $83,783 $0 $37,237 $46,546
10 VYearly Capital Recovery Charge-Interest (1) (4) $345,164 $0 $194,150 $151,014
11 Yearly Capital Recovery Charge-Principal (2) (4) $6,481 S0 $2,875 $3,606
12 Yearly Capital Recovery Charge-Interest (2} (4) $26,691 $0 $14,992 $11,699
13 Yearly Capital Recovery Charge-Principal (3) (4) $11,555 S0 $5,117 $6,438
14 Yearly Capital Recovery Charge-Interest (3) (4) $47,565 $0 $26,677 $20,888
15 Supplemental Water Project Yearly Replacement(5) $206,865 $149,439 $28,713 $28,713
16 Total Annual Fixed Supplemental Charges $728,104 $149,439 $309,761 $268,904

Total Volume and Annual Fixed Charges for Fiscal Year 2018-2019
17 (Line 6 + Line 16) 52,337,919 $1,222,864 $577,956 $537,099
18  Electrical Pumping Credit ($264.65 per acre foot-estimated) ($74,954) S0 (537,477) (537,477)
19 SUPPLEMENTAL WATER BUDGET FISCAL YEAR 2018-2019 $2,262,965 $1,222,864 $540,479 $499,622

(1) [per apglicable amortization schedule as of June 30, 2015

(2) |per applicable amortization schedule as of June 30, 2016

(3) |per applicable amortization schedule as of June 30, 2017

To be reamortized as of June 30, 2018 for project costs incurred
between July 1, 2017 and June 30, 2018. New amortization
schedules will be issued with September 30, 2018 invoice.
Monthly replacement contribution of total Supplemental Water
(5) Project cost of $20,686,509 assuming a 100 year project life =

$206,865 per year not to exceed $3,000,000 adjusted annually for
CP| per agreement

(4)

NCSD = Nipomo Community Services District
WMWC = Woodlands Mutual Water Company
GSWC = Golden State Water Company

T:\FINANCE\BUDGET\A-BUDGET NIPOMO SUPPLEMENTAL WATER PROJECT\2018-19 BUDGET
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NIPOMO COMMUNITY SERVICES DISTRICT
NIPOMO SUPPLEMENTAL WATER PROJECT (NSWP)
BUDGET FOR FISCAL YEAR 2018-2019

OPERATIONS AND MAINTENANCE BUDGET

2016-17 2017-18 2017-18 2018-19
OPERATIONS AND MAINTENANCE ACTUAL BUDGET EST ACTUAL PROPOSED
Electricity 38,566 50,000 65,265 67,223
Labor (fully weighted) 29,953 26,250 30,000 30,900
Water 740 800 700 721
Chemicals 10,318 12,500 11,000 11,330
Lab Tests 268 500 250 258
Operating Supplies 7,463 9,500 5,000 5,150
Outside Services 3,760 0 5,300 5,459
Permits and Operating Fees 813 2,500 700 721
Insurance 4,186 4,800 4,123 4,247
Repairs and Maintenance 26,624 10,000 12,000 12,360
|TOTAL OPERATIONS AND MAINTENANCE 122,691| 116,850 134,338 138,368
ICost per acre foot @ 645 acre feet 190.22|
[Cost per acre foot I 146.06| 167.92| 172.96
[overhead allocation 15% of O and M 28.53] 21.91 25.19] 25.94|

Estimate 3% increase in expenses FY 18-19



NIPOMO COMMUNITY SERVICES DISTRICT

NIPOMO SUPPLEMENTAL WATER PROJECT (NSWP)

BUDGET FOR FISCAL YEAR 2018-2019

FUNDED REPLACEMENT RESERVES

Beginning Balance, July 1, 2017 362,660
Collections FY 2017-18
NCSD 149,439
WMWC 28,713
GSWC 28,713
206,865
Estimated interest income FY 2017-2018 870
Estimated Ending Balance, June 30, 2018(after
collections of June 30, 2018 Invoice) 570,395
Collections FY 2018-19
NCSD 149,439
WMWC 28,713
GSWC 28,713
206,865
Estimated interest income FY 2018-19 1,500
Estimated Ending Balance, June 30, 2019 (after
collections of June 30, 2019 Invoice) 778,760
Funded Replacement Reserve Requirement - Pursuant to Section XViit (J)
CP| Adjustment as of June 30, 2018
CPI - 2017 Annual 256.210
CPI - 2016 Annual (249.246)
6.964
Divide by previous period CPl + 249.246
0.0279
X 100.000
Percent Change 2.79
Maximum Balance computed as of June 30, 2018 3,084,424 CPI RUNNING
INDEX ADJ BALANCE
Adjusted by CPI June 30, 2018 ($3,084,424 x 2.79%) 86,055 3,000,000
6/30/2016 0.907 27,210 3,027,210
Maximum Balance adjusted as of June 30, 2019 3,170,479 6/30/2017 1.89 57,214| 3,084,424
6/30/2018 2.79 86,055 3,170,479

Note: Funds held in separate savings account at Rabobank
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NIPOMO SUPPLEMENTAL WATER PROJECT

SUPPLEMENTAL WATER MANAGEMENT AND GROUNDWATER
REPLENISHMENT AGREEMENT

This Nipomo Supplemental Water Project Supplemental Water Management and o ctolbe v

Groundwater Replenishment Agreement ("Agreement’) is made this [ bf day of September,
2015, between the Nipomo Community Services District, Rural Water Company, The
Woodlands Mutual Water Company of San Luis Obispo County and Golden State Water
Company with regards to the following facts:

RECITALS:

A The Nipomo Community Services District (‘NCSD”) is a public entity,
independent special district organized and operated pursuant to Govt. Code section
61000 et seq. NCSD provides water and related services within the NCSD boundary
located in the southern portion of San Luis Obispo County, within an area generally
referred to as the Nipomo Mesa.

B. Golden State Water Company (‘GSWC") is a California corporation and a
public utility water corporation as defined by Public Utilities Code §§ 216 and 241
providing water service to customers within the Nipomo Mesa subject to California
Public Utilities Commission (“PUC") regulation.

C. Rural Water Company (“RWC’) is a California corporation and a public utility
water corporation as defined by Public Utilities Code §§ 216 and 241 providing water
service to customers within the Nipomo Mesa subject to PUC regulation.

D. The Woodlands Mutual Water Company of San Luis Obispo County ("WMWC")
is a California corporation and a mutual water company providing water service to its
shareholder - customers within the Nipomo Mesa.

E. Collectively, GSWC, RWC and WMWC, are referred to as the “Water
Companies” and individually as a “Water Company”. NCSD, GSWC, RWC and
WMWC are collectively referred to as the "Parties” and individually as a “Party”.

F. The Parties, along with hundreds of other individuals and entities are parties to
a certain legal proceedings entitled “Santa Maria Valley Water Conservation District v.
City of Santa Maria, et al., Superior Court of the State of California, County of Santa
Clara, Consolidated Cases CV770214 (“Santa Maria Litigation”), regarding the
respective rights of the litigants to groundwater resources in the Santa Maria
Groundwater Basin (“Basin”).

G. After lengthy proceedings, the court entered an amended judgment

NSWP Supplemental Water Management and Groundwater Replenishment Agreement
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("Judgment”) on April 17, 2014, which provides for the long-term management of the
Basin water resources.

H. The court retained jurisdiction over the Judgment to ensure the parties manage
the Basin water resources consistently with the Judgment.

l. Incorporated into and made a part of the Judgment is a Stipulation dated June
30, 2005 (“Stipulation”), which establishes a detailed management plan for three
subareas within the Basin. The Nipomo Mesa is included in the subarea called the
Nipomo Mesa Management Area (“NMMA”).

J. The Judgment (through the Stipulation) requires NCSD to purchase and
transmit to the NMMA a minimum of 2,500 acre-feet of “Nipomo Supplemental Water”
each year. NCSD is further required to employ its best efforts to timely implement the
Nipomo Supplemental Water Project (NSWP).

K. The Judgment further provides that once the Nipomo Supplemental Water is
capable of being delivered, the Parties shall purchase the following portions of the
Nipomo Supplemental Water each year to offset groundwater pumping within the
NMMA.

Entity Percent AFY
Allocation (2,500 AF NSWP Yield)
NCSD 66.68 1667.00
GSWC 8.33 208.25
RWC 8.33 208.25
WMWC 16.66 416.50
Total 100.00 2500.00

L. NCSD has entered into a Wholesale Water Supply Agreement with the City of
Santa Maria (City), dated May 7, 2013, (‘NCSD-City Agreement,” attached and
incorporated as Exhibit “A"). The NCSD-City Agreement provides a mechanism
through which NCSD may purchase Nipomo Supplemental Water for sale and
distribution in the NSWP, consistent with the obligations in the Judgment.

M. NCSD has completed construction of the first stage of the NSWP such that
NCSD is taking delivery of Nipomo Supplemental Water as of July 1, 2015. The
additional stages of the NSWP to allow increased water delivery of a minimum of
2,500 AFY, as required under the Judgment, are currently being planned.

N. On or about June 25, 2015, the PUC approved GSWC's acquisition of RWC.
Upon completion of GSWC's acquisition of RWC, GSWC will assume the entirety of
RWOC's benefits and obligations under this Agreement.

0. NCSD has designed the NSWP to deliver 3,000 AFY. All costs associated with

NSWP Supplemental Water Management and Groundwater Replenishment Agreement
Page 2 of 20

036774\0183\13275004.1

9/7/15



the capacity in excess of 2,500 AFY are solely assigned to NCSD. Should the Parties,
or any faction thereof, elect to expand NSWP facilities to deliver water in excess of
3,000 AFY, further negotiation and agreement among the participating Parties will be
required.

P. The purpose of this Agreement is to implement the Parties’ obligations with
respect to the NSWP as provided in the Stipulation and the Judgment.

In consideration of the foregoing recitals that are incorporated herein by reference and

the mutual terms and conditions set forth herein, the Parties agree as follows:

DEFINITIONS:

Terms used herein with initial capitalization, whether in singular or plural, shall have

the following meanings:

A. “AFY” shall mean acre-feet per year.

B. “Costs” shall mean all the administrative, planning, design, permitting, capital,
financing, construction, operation, maintenance, repair, replacement and overhead
allocation costs associated with and arising out of the construction and ongoing
operation of the NSWP, excluding costs of Points of Interconnection, which shall be
funded as provided in Section VII. Costs shall include both actual expenses and
reasonably anticipated NSWP related expenses expected to be incurred for the
completion of the NSWP and for the ongoing operations of the NSWP. Costs include
future financing of phases of the NWSP and future changes in water costs resulting
from renegotiation of the NCSD-City Agreement.

C. “Effective Date” shall mean July 1, 2015.

D. "Fiscal Year” shall mean the twelve (12) month period commencing each July
1st during the term of this Agreement and ending the following June 30th.

E. “NSWP Enterprise Fund” shall mean the NSWP Enterprise Fund used by
NCSD to account for, budget and track the Costs.

F. “Judgment” shall mean the amended judgment entered by the Court in that
case entitied Santa Maria Valley Water Conservation District v. City of Santa Maria, et
al., Superior Court of the State of California, County of Santa Clara, consolidated
cases CV770214.

G. “NCSD-City Agreement” shall mean the agreement between the City of Santa
Maria and Nipomo Community Services District titled “Wholesale Water Supply
Agreement,” dated May 7, 2013.

NSWP Supplemental Water Management and Groundwater Replenishment Agreement
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H. “Nipomo Mesa Management Area” or “NMMA” shall mean the area so defined
and described in the Judgment.

. “Nipomo Supplemental Water” shall mean up to 2,500 AFY of water delivered
within the NMMA to offset groundwater pumping.

J. “Nipomo Supplemental Water Project” or “NSWP” shall mean the facilities and
appurtenances, including each Point of Interconnection, necessary to deliver Nipomo
Supplemental Water as provided in Section VI.(A) of the Stipulation.

K. “NMMA Technical Group” is the group formed pursuant to the requirements of
the Stipulation and Judgment.

L. “Point of Interconnection” shall mean those components of the NSWP
extending from NCSD’s water distribution system to each Water Company through
which Nipomo Supplemental Water may be delivered to each Water Company.

M. “Prudent Utility Practice” shall mean the practices, methods, and acts which, in
the exercise of reasonable judgment in light of the facts (including but not limited to
the practices, methods, and acts engaged in or approved by a significant portion of
the water utility industry prior thereto) known at the time the decision was made, would
have been expected to accomplish the desired result at the lowest reasonable cost
consistent with good business practices, reliability, safety, and expedition, taking into
account the fact that Prudent Utility Practice is not intended to be limited to the
optimum practice, method, or act to the exclusion of all others, but rather to be a
spectrum of possible practices, methods, or acts which could have been expected to
accomplish the desired result. Prudent Utility Practice includes due regard for
manufacturers’ warranties and requirements of agencies of competent jurisdiction.

N. “PUC” shall mean the California Public Utilities Commission, the entity with
regulatory oversight responsibility for RWC and GSWC.

0. "PUC Application” shall mean those materials and testimony required so that
GSWC and RWC may obtain PUC approval adequate to satisfy the conditions
subsequent set forth in Section V below.

P. “Stipulation” shall mean the agreement dated June 30, 2005, by and between
the majority of the litigants in the Santa Maria Litigation, settling their disputes and
imposing a physical solution on the management of water resources in the Santa
Maria Basin. The Stipulation is incorporated in and is a part of the Judgment.

Q. “Uncontrollable Force” shall mean any cause or event which is beyond the
control of the Party affected, including, but not restricted to, failure of or threat of
failure of facilities, flood, earthquake, storm, fire, lightning, epidemic, war, riot, civil
disturbance or disobedience, labor dispute or strike, labor or material shortage,
sabotage, restraint by court order or public authority and action or non-action by or

NSWP Supplemental Water Management and Groundwater Replenishment Agreement
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V.

failure to obtain the necessary authorizations or approvals from any governmental
agency or authority which by exercise of due diligence such party could not
reasonably have been expected to avoid and which by exercise of due diligence it
shall be unable to overcome.

PURPOSE:

A. The purpose of this Agreement is to enable the Parties to meet their respective
obligations under the Judgment, based on the percentage allocations presented in
Section LK, regarding the NSWP. In particular, the Parties intend this Agreement to
provide for: (1) payment to NCSD for each Party’s allocation of Costs, and (2)
distribution and use of Nipomo Supplemental Water.

B. The underlying premise of the NSWP is to use Nipomo Supplemental Water
within the NMMA to offset 2,500 AFY of groundwater pumping in those areas within
the NMMA where groundwater levels are most depressed and thus augment the
replenishment of groundwater in those critical areas within the NMMA.  As described
herein, the Parties will use the Nipomo Supplemental Water to increase groundwater
replenishment within the NMMA and improve the long-term reliability and integrity of
groundwater availability within the NMMA. The Nipomo Supplemental Water delivered
to the Parties pursuant to this Agreement shall be used exclusively for the benefit of
properties within the existing jurisdictions and service areas of the Parties and in
accordance with the Judgment and Stipulation.

EFFECTIVE DATE AND TERM:

A This Agreement shall be effective on July 1, 2015 and shall terminate on June
30, 2085 (“Term’).

B. Notwithstanding the Term, the delivery of Nipomo Supplemental Water to the
Parties subsequent to June 30, 2035, is subject to the renewal of the contract for state
water between the City and the Central Coast Water Authority. The NCSD-City
Agreement provides that it is subject to renegotiation in the event that the City’s
contract with the Central Coast Water Authority is not renewed as of June 30, 2035 or
if the renewal terms would create a significant financial burden to the City or impair the
ability of the City to provide Nipomo Supplemental Water in the quantities set forth in
the NCSD-City Agreement.

C. Should renegotiation of the NCSD-City Agreement be required, NCSD and the
City are required to negotiate and use their best efforts to equitably amend the terms
of the NCSD-City Agreement to allow for the continued delivery of Nipomo
Supplemental Water on terms mutually beneficial to both parties for the duration of
the Term. NCSD will consult and confer with the Water Companies prior to entering
into any material amendments to the NCSD-City Agreement.

NSWP Supplemental Water Management and Groundwater Replenishment Agreement
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D. Obligations incurred hereunder but not satisfied prior to termination of this
Agreement shall survive such termination until fully discharged, including any
payments due by one Party to another Party hereunder.

CONDITIONS SUBSEQUENT:

This Agreement shall terminate and shall be of no further force and effect as to either

or both GSWC and RWC, subject to the following conditions.

A. As promptly as is reasonably practicable and in no event later than October 30,
2015, GSWC shall apply for PUC approval for imposition of the necessary rate
adjustments so that GSWC may meet its financial obligations provided under this
Agreement. GSWC shall provide NCSD with written notice of the satisfaction or waiver
of this provision. If GSWC fails to obtain this PUC approval, through a PUC decision
or order that is no longer subject to appeal, on or before December 31, 2017, either
NCSD or GSWC may, each in its sole discretion, declare a failure to satisfy this
condition and terminate this agreement as to GSWC. If either NCSD or GSWC
exercises this termination right, the provisions of Article X(D)(1) of the Stipulation shall

apply.

B. As promptly as is reasonably practicable and in no event later than October 30,
2015, RWC shall apply to for PUC approval for imposition of the necessary rate
adjustments so that RWC may meet its financial obligations provided under this
Agreement. RWC shall provide NCSD with written notice of the satisfaction or waiver
of this provision. If RWC fails to obtain this PUC approval, through a PUC decision or
order that is no longer subject to appeal, on or before December 31, 2017, either
NCSD or RWC may, each in its sole discretion, declare a failure to satisfy this
condition and terminate this agreement as to RWC. If either NCSD or RWC exercises
this termination right, the provisions of Article X(D)(1) of the Stipulation shall apply.

C. The Parties shall make every reasonable business effort to coordinate and
cooperate in providing any necessary data, information and testimony to support the
PUC approval processes contemplated in this Section.

D. GSWC and RWC shall each be responsible for its own PUC Application.
However, each entity expects its PUC Application to be substantially the same in its
content. Each PUC Application shall include a request for full financial participation in
the NSWP as provided in this Agreement, as of the Effective Date. RWC and GSWC
shall make their reasonable best efforts to obtain a prompt and reasonable response
to the PUC Application from the PUC, including making every reasonable attempt to
reach an acceptable settlement of the PUC Application in lieu of processing the PUC
Application through a contested administrative hearing at the PUC. The Parties
acknowledge that obtaining PUC approval of each PUC Application may take 12
months or more, following the date of submission of the PUC Application, and that
neither GSWC nor RWC have control over the time it takes the PUC to process and
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VI,

resolve each PUC Application. Notwithstanding the Effective Date, neither GSWC's,
nor RWC's financial obligations provided in this Agreement accrue and are
enforceable as to either entity, unless and until the PUC provides GSWC and RWC
approval to make the necessary customer water rate adjustments equal to each
entity’s respective share of the Costs provided in this Agreement as of the Effective
Date and otherwise consistent with Section IX.B.

E. Until the conditions subsequent in this section are satisfied with written notice,
or waived, neither NCSD, RWC, nor GSWC waive their rights to exercise the
provisions of Article X(D)(1) of the Stipulation.

USE OF NIPOMO SUPPLEMENTAL WATER.

NCSD shall be responsibie for the distribution and use of the Nipomo Supplemental

Water between and among the Parties subject to the following:

A. Subject to the groundwater management and recharge protocols provided in
this Agreement, the presumed quantity and rate of delivery of Nipomo Supplemental
Water for each Party shall be as provided in the table below, based upon an assumed
delivery of 2,500 AFY. To the extent Nipomo Supplemental Water is not available for
delivery at the volumes or rates shown, each Party’s deliveries shall be reduced on a
proportional basis. To the extent the implementation of groundwater management
and recharge protocols provide for alternative deliveries, each Party shall be
responsible for its portion of the Costs as otherwise provided in this Agreement.

Entity Annual (AF) Quarterly (AF) Maximum per
Month (AF)

NCSD 1668 417 139

GSWC 208 52 17

RWC 208 52 17

WMWC 416 104 35

B. The highest priority use of Nipomo Supplemental Water shall be to offset
groundwater pumping within those regions within the NMMA where depressed
groundwater levels exist.

C. Provided that such reduction does not materially and adversely affect its ability
to provide water for the reasonable and beneficial use of its customers, for each AF of
the 2,500 AFY Nipomo Supplemental Water used within the NMMA, the user shall
reduce its groundwater pumping by the same amount. The Parties shall develop a
method of confirming this reduction in groundwater use.

D. Over the term of this Agreement, the Advisory Commiittee (as defined in XII.A)
shall periodically meet and confer with the NMMA Technical Group regarding the
distribution of the Nipomo Supplemental Water between the Parties, given the priority
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Vil.

specified in subsections VI.A and B, above. Based on the input from the Advisory
Committee and the NMMA Technical Group, the status of Points of Interconnection as
provided in the Section ViI.A below and other relevant hydrologic conditions, NCSD
shall determine the distribution of Nipomo Supplemental Water among the Parties.
NCSD shall make its determination regarding the distribution of Nipomo Supplemental
Water, following the consultation described in this subsection and based upon a
reasonable, good faith interpretation of how best to manage the then existing
hydrologic conditions within the NMMA, the availability of Nipomo Supplemental Water
and the ability to rely on existing Points of Interconnection and establish a new Point
of Interconnection with RWC, if one has not yet been established.

E. Pursuant to section VI(B)(3) of the Stipulation, provided WMWC is
concurrently using or has made arrangements for other Parties to use within the
NMMA the Nipomo Supplemental Water allocated to the WMWC under Section VI(A),
above, WMW(C shall not be subject to restriction in the reasonable and beneficial use
of groundwater necessary for full development of its service area; provided however,
nothing in this Agreement is intended to modify or amend the benefits and obligations
provided in the Stipulation and the Judgment applicable to WMWC, or the court’s
retained jurisdiction pursuant to the Stipulation and the Judgment.

POINTS OF INTERCONNECTION, CONTROL AND MEASUREMENT OF
NIPOMO SUPPLEMENTAL WATER DELIVERIES.

A Point(s) of Interconnection. As of the Effective Date, NCSD's water system is
interconnected with GSWC and WMWC water systems. Each of these existing
interconnections will require improvements, and possibly reconstruction, to be fully
functional “Point(s) of Interconnection.” No Point of Interconnection is in place
between NCSD and RWC. If, pursuant to Section VI.D, the Parties determine each or
all Points of Interconnection are necessary to make optimal use of Nipomo
Supplemental Water, NCSD and each Water Company shall develop the most cost
effective design and arrange for the construction of the Points of Interconnection as
promptly as practical. The Cost of each Point of Interconnection, including the
improvements required for existing Points of Interconnection with WMWC and GSWC,
shall be incorporated into the NSWP Costs and NSWP Enterprise Fund as provided in
this Agreement. The Parties acknowledge and agree that the Point of Interconnection
with RWC, if and when established, will be included as a component of the NWSP.
However, the Parties agree that allocation of Costs for the pipeline portion of the RWC
Point of Interconnection may differ from the allocation set forth in Section |.K above, to
be agreed upon by the Parties once those Costs are determined. The Costs for the
RWC Point of Interconnection, excluding the Costs of the pipeline portion of the RWC
Point of Interconnection, shall be shared consistent with the allocation set forth in
Section I.K in a magnitude equivalent to that included in the Costs for the WMWC and
GSWC Paoints of Interconnection.

B. Each Point of Interconnection shall include flow control and metering devices
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ViiL.

used to control and measure the delivery of Nipomo Supplemental Water at the Point
of Interconnection. Each Point of Interconnection and the appurtenant facilities shall
be considered part of the NSWP and shall be owned, operated and maintained by
NCSD.

C. NCSD shall arrange for the inspection and testing of the metering devices at
least once per calendar year, unless more frequent testing and inspection is
appropriate as a result of repairs to or replacements of a metering device. NCSD
shall provide reasonable advance notice to and coordinate with each Water Company
to accomplish required testing or inspection activities.

D. The operation and maintenance of any Point of Interconnection will be detailed
in an Operation Memorandum of Understanding that will be approved by the NCSD
and other affected parties prior to connection. If the Parties cannot agree on the terms
of the Operations Memorandum of Understanding then the disputed terms will be
subject to the dispute resolution procedures referenced in XlI of this Agreement.

NSWP ENTERPRISE FUND BUDGET:

A NCSD shall operate the NSWP as an enterprise fund (“NSWP Enterprise
Fund”), separating all Costs related to the NSWP within and only to that NSWP
Enterprise Fund. Prudent Utility Practices shall apply to NCSD's management of the
NSWP Enterprise Fund and the NSWP.

B. Each Fiscal Year NCSD shall prepare a NSWP Enterprise Fund Budget
("Budget”) for all revenues and expenditures related to the NSWP Enterprise Fund.
The Budget shall include a summary of projected Nipomo Supplemental Water
deliveries and the Costs associated with those deliveries. A draft of the Budget shall
be available to each Water Company for review by May 1% of each year. NCSD shall
make every reasonable effort to adopt the final Budget during June of each year at a
regularly scheduled NCSD board meeting. The Advisory Committee shall determine
the most effective content, format and reporting frequency for financial and budget
reports for the NSWP Enterprise Fund.

C. The Budget shall provide the basis for and detail the cost allocations and
quarterly billings described in Section IX.

D. Unless the Parties agree otherwise, every five years, a third party expert
accounting firm shall perform an overhead allocation analysis for NCSD, including the
NSWP Enterprise Fund. The overhead allocation recommendations of that study
shall be applied in the next annual budgeting cycle for the NSWP Enterprise Fund.
The cost of this study shall be included in the administrative overhead allocated to the
NSWP Enterprise Fund. The Advisory Committee shall appoint the accounting firm to
perform the overhead allocation analysis.

E. The Water Companies acknowledge and agree that NCSD has incurred
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substantial Costs related to the completed portions of the NSWP as of the Effective
Date and will incur additional Costs to complete the NSWP. These costs include, but
are not limited to, planning, environmental reviews, legal fees, acquisition of
easements, an assessment election, and the construction and financing of the primary
distribution pipeline extending from the City to NCSD facilities and future stages of the
NSWP project. These Costs have been funded by NCSD, with very limited
contributions from the Water Companies.

F. The Budget shall include the amortized recovery of the NSWP capital costs
(whether funded by NCSD with internal funds or borrowed funds) attributable to each
Water Company, pursuant to Section I.K above, plus interest on the unamortized
balance of such costs. The capital costs to be amortized in each Budget shall include
amounts expended to date and the additional costs necessary to complete the
NSWP. NCSD shall not recover interest on the capital portion of NSWP Costs that are
funded through the use of NSWP Enterprise Fund assets or reserves.

G. The amortization period for capital costs shall be 30 years beginning July 1,
2015. Interest will be charged monthly on the remaining unamortized balance as of

the prior month end.

H. Each Water Company may elect to make early payments of its amortized
portion of the capital costs and such early payments shall be credited against the
capital obligation of that Water Company.

I The interest rates to be charged to each Water Company will be determined as
follows:

1. For GSWC and RWC, the interest rate charged will be equal to the
interest rate on amounts NSCD has borrowed to finance a portion of the project
Costs plus one-half of one percent. In the event GSWC’s credit rating drops
materially below its current rating of A+, and such change would have a
material impact on any expected borrowing or financial security related to the
NSWP Enterprise Fund, the interest rate charged will be subject to
renegotiation between GSWC, RWC and NCSD. The interest specified in this
subsection applicable to RWC is predicated on expectation that GSWC will
complete its acquisition of RWC prior to the PUC approval of this Agreement.
The interest rate and security assurance applicable to RWC's capital obligation
shall be subject to renegotiation should GSWC fail to complete its acquisition
prior to the PUC'’s approval of this Agreement.

2. For WMWC, the interest rate charged will be equal to the interest rate on
amounts NSCD has borrowed to finance a portion of the project Costs plus two
percent. In the event there is a material change in WMW(C’s financial
condition, the interest rate charged will be subject to renegotiation between
NCSD and WMWC. WMWC acknowledges that its agreement to amend its
bylaws to authorize recordation and enforcement of liens under Corporations
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IX.

J

Code § 14304 (“Section 14304 Lien Rights”) constitutes a material inducement
to NCSD to forego other forms of security for repayment of WMWC's capital
obligations, and agrees that it shall not subsequently revise its bylaws to
relinguish its Section 14304 Lien Rights without having previously agreed to
provide alternate security reasonably acceptable to NCSD.

3. In the event NCSD makes additional borrowings to finance subsequent
stages of the NSWP, the interest rates charged GSWC, RWC and WMWC wiill
be adjusted based on the weighted average of the interest rates attributable to
unamortized balances of prior stages of the NSWP and the interest rate
attributable to the capital costs of the new stage.

The NSWP Enterprise Fund shall include a funded replacement reserve

(“NSWP Enterprise Fund Reserve”) to accumulate funds for the future replacement of
NSWP equipment and facilities. The initial NSWP Enterprise Fund Reserve amount
shall be set at one percent of total project Costs. Thereafter, the NSWP Enterprise
Fund Reserve shall be increased annually based upon the percentage increase in the
Consumer Price Index (CPI) — All Urban Consumers (Los Angeles-Riverside-Orange
Co., CA area) for the immediately preceding calendar year, subject to the following.

1. The maximum balance in the NSWP Enterprise Fund Reserve shall be
$3,000,000. The NSWP Enterprise Fund Reserve maximum shall be
increased annually based upon the percentage increase in the Consumer Price
Index (CPI) — All Urban Consumers (Los Angeles-Riverside-Orange Co., CA
area) for the immediately preceding calendar year. Once the balance in the
NSWP Enterprise Fund Reserve reaches the maximum then in effect, the
annual reserve shall cease to be collected until such time as the NSWP
Enterprise Fund Reserve balance drops below the maximum. Should required
expenditures exceed the balance then in the NSWP Enterprise Fund Reserve,
the Advisory Committee will establish a plan for funding the deficit in a timely
manner. The maximum balance in the NSWP Enterprise Fund Reserve may be
increased or decreased subject to unanimous approval by the Advisory
Committee.

2. Subject to approval by the Advisory Committee, the balance in the
NSWP Enterprise Fund Reserve can be used to fund extraordinary unbudgeted
operations and maintenance expenses in those cases where the NSWP
Enterprise Fund does not have sufficient operating funds to cover the
expenditure.

3. Interest income earned on the NSWP Enterprise Fund Reserve shall
remain in the NSWP Enterprise Fund.

RATES AND CHARGES: Based on the Budget, NCSD shall allocate Costs to

and invoice the Water Companies as follows:
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