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LOCAL AGENCY AGREEMENT

This Agreement is entered into as of March 27, 2003, by and among the Inland Empire
Utilities Agency (“IEUA”™), a municipal water district duly organized and existing under the laws of
the State of California, , and the Local Agency (“Local Agency”), Cucamonga County Water
District, duly organized and existing under the laws of the State of California

WITNESSETH:

WHEREAS, in March 2000, California voters approved Proposition 13 (“Prop. 13”)
authorizing the State of California to sell $1.97 billion in general obligation bonds for water related
projects throughout the State. The Governor’s Budget Act for 2000, Chapter 52, Statutes of 2000,
appropriated to the California Department of Water Resources (“DWR”) local assistance grants for
groundwater storage and supply reliability projects in the amount of $161,544,000 by budget item
3860-01-6027, payable from the Interim Reliable Water Supply and Water Quality Infrastructure and
Managed Subaccount; and

WHEREAS, Metropolitan was subsequently selected by DWR as a grant recipient for $45
million (the “Prop. 13 Funds”) to be used for groundwater storage projects within its service area. In
a letter dated October 13, 2000, DWR set forth the specific terms and conditions of the grant to
Metropolitan; and

WHEREAS, on September 20, 2000, Metropolitan sent a letter to its twenty-six member
public agencies (consisting of cities, municipal water districts and a county water authority within its
5,155 square-mile service area covering portions of Los Angeles, Orange, San Diego, Riverside,
San Bernardino and Ventura Counties), requesting a list of groundwater storage projects to be
considered for Prop. 13 Funding. On November 1, 2000, Metropolitan delivered to those member
public agencies that indicated an interest in the Prop. 13 groundwater storage programs, a Request for
Proposals for Participation in Groundwater Storage Programs Using Proposition 13 Funds, RFP No.
WRM-2 (the “RFP”); and

WHEREAS, Metropolitan anticipated that programs funded by the Prop. 13 Funds would
store water (by various methods) that Metropolitan imports from the State Water Project and the
Colorado River. This stored water would be pumped by the member agency (or a sub-agency) with a
corresponding reduction in surface water deliveries from Metropolitan. As a result, Metropolitan
would have a greater amount of water to distribute within its service area. In addition, such
groundwater storage programs are part of a larger effort to meet water supply demands in Southern
California, as specifically set forth in the Integrated Water Resources Plan approved by
Metropolitan’s Board of Directors in 1996, and the Groundwater Storage Principles adopted in
connection therewith by Metropolitan’s Board of Directors in January 2000; and

WHEREAS, IEUA has entered into a Groundwater Storage Project Funding Agreement (the
“Metropolitan Agreement”) with Metropolitan, Three Valleys Municipal Water District and Chino
Basin Watermaster whereby, among other things, funding will be provided to finance the facilities
listed on Exhibit A hereto (the “Local Agency Facilities”) which are necessary to enhance a
groundwater storage program in the Chino Basin; and



WHEREAS, IEUA desires to pass through to the Local Agency any amounts received by
IEUA under the Metropolitan Agreement which are allocable to the Local Agency Facilities for use
by the Local Agency to construct the Local Agency Facilities; and

WHEREAS, in exchange for such amounts, the parties hereto intend that the Local Agency
assume all obligations of IEUA under the Metropolitan Agreement and all obligations relating to the
Local Agency Facilities, whether such obligations are imposed by Metropolitan, DWR or another
entity, such obligations including but not limited to the obligations recited in Sections IIL, IV, V, VII,
X, XI and XII of the Metropolitan Agreement;

NOW THEREFORE, the parties hereto do agree as follows:

Section 1. Definitions. All capitalized terms used herein and not otherwise defined shall
have the meanings given in the Metropolitan Agreement.

Section 2. Effective Date; Termination Date. This Agreement shall become effective
upon the Effective Date of the Metropolitan Agreement and shall terminate upon the termination of
the Metropolitan Agreement.

Section 3. Funding_of Local Agency Facilities. All amounts allocable to the Local
Agency Facilities disbursed to IEUA under Section V of the Metropolitan Agreement shall be paid to
Local Agency for construction of the Local Agency Facilities.

Section 4. Local Agency Duties Generally. Local Agency hereby accepts and agrees to
perform all of IEUA’s duties under the Metropolitan Agreement relating to the Local Agency
Facilities, it being the intention of IEUA and Local Agency that Local Agency will be directly
responsible for all aspects of constructing, operating and maintaining the Local Agency Facilities in
accordance with the Metropolitan Agreement.

Section 5. Ilustrative List of Local Agency Duties. Among the duties Local Agency
shall perform are those set forth below in this Section. Such duties are merely illustrative of the
duties Local Agency shall perform and do not limit Local Agency’s responsibilities hereunder.

(a) Construction Duties. Local Agency shall perform all of IEUA’s duties with respect
to the construction of the Local Agency Facilities which are set forth in the Metropolitan Agreement.
Such duties include but are not limited to (i) obtaining the Required Approvals applicable to the
Local Agency Facilities pursuant to Section III{(C) of the Metropolitan Agreement, (ii) providing for
the planning and preconstruction requirements of Section IV(A) of the Metropolitan Agreement
which relate to the Local Agency Facilities, (iii) providing for the construction of the Local Agency
Facilities in accordance with Section IV(B) of the Metropolitan Agreement, and (iv) completing
construction of the Local Agency Facilities in accordance with the timeline set forth in Section IV(B)
of the Metropolitan Agreement including retaining and supervising qualified contractors.

(b) Cost Overruns. Local Agency agrees to pay for any cost overruns allocable to the
Local Agency Facilities pursuant to Section V(B). In addition, Local Agency shall pay any amounts
due to Metropolitan pursuant to Section V(B)(2) which are allocable to the Local Agency Facilities.

(c) Operation and Maintenance Duties. With respect to the Local Agency Facilities,
Local Agency agrees to perform those certain duties listed in the Metropolitan Agreement, namely:



(i) Cause the Local Agency Facilities to be operated and maintained in as good
and efficient condition as upon their construction, ordinary and reasonable wear and
depreciation excepted, and otherwise in accordance with industry standards (and DWR
standards and requirements, if any);

(i) Provide for all repairs, renewals, and replacements necessary to the efficient
operation of the Local Agency Facilities;

(iii)  To the extent existing facilities are utilized for the Program, provide for all
repairs, renewals, and replacements necessary to the efficient operation of such existing
facilities;

and

(iv) Upon call by Metropolitan for Stored Water Delivery, operate Facilities,
combined with the existing infrastructure, at Operational Capacity Thresholds necessary to
meet performance targets as outlined in Exhibit G of the Metropolitan Agreement.

(d) Delivery of Metropolitan Water. Watermaster and IEUA will allocate Metropolitan
water supplied by Metropolitan’s Storage Account (replenishment, injection or in lieu) through an
annual operating plan to be approved by I[EUA and Watermaster. To the extent that Local Agency is
allocated Metropolitan in lieu water, rate and charges paid by the Local Agency for such in lien
deliveries shall be based upon IEUA rates and charges adopted by its Board of Directors for the
Metropolitan Dry Year Storage Program from time-to-time.

(e) Groundwater and Pumping Responsibilities. Local Agency acknowledges that
Metropolitan has the right to demand the pumping of stored water in the Chino groundwater basin.
Local Agency shall provide for the pumping of stored water (on a pro rata basis determined by IEUA
on the basis of all applicable groundwater pumpers that have agreements with IEUA similar to this
Agreement) upon Metropolitan’s request of a Stored Water Delivery, all in accordance with
Section VII{C) of the Metropolitan Agreement, and consistent with Exhibit B hereto. Local Agency
shall be reimbursed by Metropolitan for operation and maintenance expenses incurred when pumping
stored water upon Metropolitan’s demand, all in accordance with Section VII(D) of the Metropolitan
Agreement.

(f) Recordkeeping, Reporting, Inspection and Audit Duties. Local Agency shall perform
all of IEUA’s recordkeeping, reporting, inspection and audit duties which relate to the Local Agency
Facilities, all in accordance under Section X of the Metropolitan Agreement.

(g0 Indemnity. Local Agency shall immediately reimburse IEUA for any amounts
expended for compliance with Section X1 of the Metropolitan Agreement which are allocable or
which in any way relate to the Local Agency Facilities.

(h) Insurance. lLocal Agency shall be responsible for providing and paying for all
insurance with respect to the Local Agency Facilities required by Section XII of the Metropolitan
Agreement.



Section 6. Representations, Warranties and Covenants. Local Agency represents,
warrants and covenants as follows:

(a) Power and Authority. That it is a Water District, duly organized and validly existing
under the laws of the State of California; that it has all necessary power and authority to enter into
this Agreement and to perform its obligations hereunder on the terms set forth in this Agreement, and
that the execution and delivery hereof by it and the performance of its obligations hereunder will not
violate or constitute an event of default under the terms or provisions of any agreement, document or
instrument to which it is a party or by which it is a party or by which it is bound.

(b) Authorization; Valid Obligation. That all proceedings required to be taken by or on
behalf of Local Agency to authorize it to make, deliver and carry out the terms of this Agreement
have been duly and properly taken, and that this Agreement is its valid and binding obligation
enforceable in accordance with its terms, except as the same may be affected by bankruptcy,
insolvency, moratorium or similar laws or by legal or equitable principles relating to or limiting the
rights of contracting parties generally.

(c) No Litigation. To the best of Local Agency’s knowledge, there is no litigation,
proceeding or investigation pending or threatened, to which it is or would be a party, or which does
or would bind or relate to the Chino Basin, directly or indirectly, which, individually or in the
aggregate, if adversely determined, might materially and adversely affect its ability to perform its
obligations under this Agreement, or which raises a question as to the vahidity of this Agreement, or
any action to be taken hereunder.

(d) Compliance with Laws. In the performance of its obligations hereunder, Local
Agency and its contractors and subcontractors will comply with all applicable laws, regulations and
ordinances, including, without limitation, those listed in Section IX of the Metropolitan Agreement.

Local Agency and its contractors and subcontractors will give written notice of its
obligations under this clause to labor organizations with which they have a collective bargaining or
other agreement. Local Agency and its contractors will include the nondiscrimination and
compliance provisions of this clause in all contracts and subcontracts let for the construction of the
Local Agency Facilities.

(e) Compliance with DWR_Requirements. The Plans will comply with any DWR
requirements, including any requirements set forth in the DWR Funding Letter. During the
performance of its obligations herein, Local Agency will comply with any DWR requirements,
including any requirements set forth in the DWR Funding Letter.

(f) No Construction. That construction of the Local Agency Facilities and related work
(including planning activities) did not commence prior to the Effective Date.

(2 Capacity. Local Agency and its contractors, subcontractors and its respective agents
will at all times act in an independent capacity and not purport to act as, or represent to others that
they are, officers, employees, representatives or agents of Metropolitan, DWR or the State of
California.



(h) Oversight and Supervision of Construction. Local Agency will oversee and supervise
all contractors and keep control of all work and provisions of services and materials in connection
with the Program.

(1) Maintain Ownership of Program Property. Local Agency will not sell, abandon,
lease, transfer, exchange, mortgage, hypothecate or encumber in any manner whatsoever all or any
portion of any real or other property necessarily connected or used in conjunction with the Program.

M Protection of Qthers’ Rights. Local Agency will fully protect and preserve the rights
of overlying landowners, other groundwater users or water rights holders, parties whose approval is
required by any judgment in an adjudicated basin, and all groundwater management agencies or other
applicable rtegulatory agencies, and will take the necessary actions (including groundwater
monitoring and mitigation and/or limiting extractions of groundwater) to protect such rights.

Section 7. Miscellaneous.

(a) Headings. The headings of the sections hereof are inserted for convenience only and
shall not be deemed a part of this Agreement.

(b) Partial Invalidity. If any one or more of the covenants or agreements provided in this
Agreement to be performed should be determined to be invalid or contrary to law, such covenant or
agreement shall be deemed and construed to be severable from the remaining covenants and
agreements herein contained and shall in no way affect the validity of the remaining provisions of
this Agreement.

(©) Counterparts. This Agreement may be executed in several counterparts, all or any of
which shall be regarded for all purposes as one original and shall constitute and be but one and the
same instrument.

(d) Governing Law. THIS AGREEMENT SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF CALIFORNIA,

(e) Notices. Any notices required or permitted to be given hereunder shall be given in
writing and shall be delivered (a) in person, (b) by certified mail, postage prepaid, return receipt
requested, (c) by Federal Express or another reputable commercial overnight courier that guarantees
next day delivery and provides a receipt, or (d) by telefacsimile or telecopy, and such notices shall be
addressed as follows:

If to IEUA: Inland Empire Ultilities Agency
9400 Cherry Avenue, Bldg. A
Fontana, California 92335
Attention: Richard W. Atwater, General Manager

With a copy to: Stradling Yocca Carlson & Rauth
660 Newport Center Drive, Suite 1600
Newport Beach, California 92660
Attention: Douglas Brown



If to Watermaster: Chino Basin Watermaster
8632 Archibald Avenue, Suite 109
Rancho Cucamonga, California 91730
Attention: John Rossi, Chief Executive Officer

Ifto Local Agency:  Cucamonga County Water District
10440 Ashford Street
Rancho Cucamonga, CA 91729
Attention: Robert A. DeLoach, General Manager/CEO

or to such other address as either party may from time to time specify in writing to the other party.
Any notice shall be deemed delivered when actually delivered, if such delivery is in person, upon
deposit with the U.S. Postal Service, if such delivery is by certified mail, upon deposit with the
overnight courier service, if such delivery is by an overnight courier service, and upon transmission,
if such delivery is by telefacsimile or telecopy.

(f) Merger of Prior Agreements. This Agreement and the exhibits hereto constitute the
entire agreement between the parties and supersede all prior agreements and understandings between
the parties relating to the subject matter hereof.

(2) Time of the Essence. Time is of the essence in the performance of this Agreement.



IN WITNESS WHEREOQF, IEUA has executed this Agreement with the approval of its
governing body, Watermaster has executed this Agreement with the approval of its governing body,
and Local Agency has executed this Agreement in accordance with the authorization of its governing

body.
INLAND EMPIRE UTILITIES AGENCY

By:

General Manager b '

CUCWA COUNT;Q:;‘Z DISTRICT
By: LJ\A"'

" “Genkral Managerfhief Executive Officer




EXHIBIT A

LOCAL AGENCY FACILITIES

CUCAMONGA COUNTY WATER DISTRICT

AMOUNT OF FUNDING CCWD WILL RECEIVE:
$7,102,368

FOR THE FOLLOWING FACILITIES

NORTH CENTRAL IX TREATMENT PLANT - 1,500 gpm
Reservoir 3 - Apricot Street & Amethyst Avenue - northeast corner

Ion Exchange for Nitrates (plus other possible  technologies - e.g. granular activated carbon
for DBCPs)

WELLS TO BE TREATED:
15,17, 31 (wells 13, 23, 26, 33 also available)

WATER LINES INSTALLED:

100 ft. 16” waterline on site
17,000 ft. 6" pipeline to connect treatment plant with existing non-reclaimable waste
water (NRW) line

CCWD NEW WELLS TO BE INSTALLED:

RESERVOIR 1C SITE
East Avenue & 1I-15 Freeway
2 - 2,000 gpm wells

RESERVOIR 1B SITE

Cleveland Avenue & 7th Street
1 - 2,000 gpm well

A-1



EXHIBIT B
PERFORMANCE TARGETS
Example
Cucamonga County Water District
Dry Year Shift obligation of 9,620 AF over 12-month period
9,620 AF reduced imported water reduction
9,620 AF pumped from MWD storage account
9,620 AF increase in CCWD overall local supply production

all three criteria must be met plus or minus 10 percent

Failure to perform would result in CCWD being charged a rate equal to two times the Tier 2 MWD
full service untreated rates or comparable rate in the future in effect at such time for each AF of the

Dry Year Shift obligation not met

B-1
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CUCAMONGA COUNTY WATER DISTRICT

North Central Water Treatment Facility
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CUCAMONGA COUNTY WATER DISTRICT

New Wells to Be Installed
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EXHIBIT B
PERFORMANCE TARGETS
Example
Cucamonga County Water District
Dry Year Shift obligation of 9,620 AF over 12-month period
9,620 AF reduced imported water reduction
9,620 AF pumped from MWD storage account
9,620 AF increase in CCWD overall local supply production
all three criteria must be met plus or minus 10 percent
Failure to perform would result in MVWD being charged a rate equal to two times the Tier 2 MWD

full service untreated rates or comparable rate in the future in effect at such time for each AF of the
Dry Year Shift obligation not met

B-1



EXHIBIT C

AGREEMENT NO. 49960

GROUNDWATER STORAGE PROGRAM
FUNDING AGREEMENT

BY AND AMONG

THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

AND

INLAND EMPIRE UTILITIES AGENCY

AND

THREE VALLEYS MUNICIPAL WATER DISTRICT

AND

CHINO BASIN WATERMASTER

C-1



December 6, 2002 DRAFT

GROUNDWATER STORAGE PROGRAM
FUNDING AGREEMENT

BY AND AMONG

THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

INLAND EMPIRE UTILITIES AGENCY

THREE VALLEYS MUNICIPAL WATER DISTRICT

AND

CHINO BASIN WATERMASTER

DATED AS OF ,200_

Items that need to be added or resolved:

p-2 Section LG. List of agreements currently in force

p.3 Section LK. TYMWD CEQA compliance

p.6 Section IV1d. Trust storage agreement language.

p- 16 SectionVI D. O&M costs covered by Met—add Brian’s language.

p.23 SectionIX B. Description of watermaster

p-32 SectionXIII B. Does Rich still want to add penalty langeage for failure to maintain well capacity?
Exhibit F Review rewrite. Exhibit H: Need additional info on program facilities as noted.



II.

III.

IV.

March 28, 2003 DRAFT

TABLE OF CONTENTS
Page
RECITALS ..ootoieirvcrreeeeeceetseseeates e ssseneesresaeameenre sesamssessesae s e ansae s b hetad s e e b e s smn s e em e smnenereaes 1
EFFECTIVE DATE AND TERM ....oooiiiiiiint et cn s s s 4
A. EATECtiVE DALE .o ceeeeieeeiccreeeciee e eireeeser s vae s rene s srre s e s s e e e e e saeae e s rmr e e e ran st rnenesas 4
B. TermINATION DATE ..ovvvievervirrreeeeeoee i erire e et ent ettt e st et r s s s coea s as e nissrisa i eesan 4
CONDITIONS PRECEDENT TO FUNDING OBLIGATION AND PROGRAM
IMPLEMENTATION ..ot nie et sre s s e en e sr e e sr e e seesme e e ecesreannes 4
A. CEQA oottt et e et ce s e es s s bbb bbb e b s bbb ed b b 4
B. DWR COMMITITIENL ..0vvreveeeeeeemeereessissmierrisninsnesae s srassrans srsasasssmsne sressranssnssesasonsne 5
C. Permits and ApprovalS ... e 5
D. NGO LIHEAHOM oot et eree et b bbb a e 5
PROGRAM PLANNING AND CONSTRUCTION ... 6
Al PIANNINEZ. .....oeviveeese oottt b e s b e bt b n e a 6
1. General Description of PrOBTAm ... e 6
2. Operational Capacity Thresholds...........cviivimnninvii i, 6
3. Submission of Plans, Schedule and Budget.........cooovcveeenviinvenninnc i, 7
4, Review and Approval of Schedule and Budget ........c.cocovvvinviininneninnes 7
B. CONSITUCHION 1eevveieveetiereeiaeesvanrsceee e e s e s oo i nesee e s deesbs b abasb s s br et bab s b es bbb st e eeeenen 8
I. COMITACKTIE . 1.t vevverreenenrreerererecreanssoesecrmeees e sreeesessmsaenen e smrseanssenemnesenseevenes 8
2. Construction Supervision and Responsibility ........ccoovciniinninninnnn. 9
3. Inspection RIGHt ... e 9
4, Completion of CONSIUCTION.......c..oviciiiri s s 9
5. Ownership of PTOJECt.. .o 10
PRQJECT CONSTRUCTION FUNDING (NOT INCLUDING OPERATION AND
MAINTENANCE/ENERGY COST FUNDING).....oocciviricce e 10
A, Metropolitan Funding Obligation ... 10
B. COSE OVEITUNS .....cveecceiveersveirrer e eein st sssran s s snnresernee s eeteere et s e e eeas 11



VL

VIL

VIIL

IX.

TABLE OF CONTENTS

{(continued)

Page
C. Disbursement Profoco]l... .ot s 12
1. INVOICE PAYIMENL. .vcoiviiiiee ettt 12
2. Certification of EXpenditures...............cccoiiiein i, 12
3. Disbursement of Program Funds...........coocvrnveieiniinicinnnnnnnn. 12
OPERATING COMMITTEE .......occiiiiireiriiiic i srs s s s 13
A. Operating COMIMIEIEE ......ovoviiiiiiiirrisirs i e sm e ar e g ses et ss s ne e 13
l. Composition of COMIMIHES...........occoiiiinicii e s 13
2. Meeting of Operating COMMUItIEE ...........oecvvvirinieriei e 13
3. Annual Operating Plan ..o 13
4. SPecific DULIES ..ot e e 14
B. IEUA and TVMWD ObBlgations..........cccconiimmiinininmii e ssns e 16
C. Watermaster OBlZatioNs........oovvriviniornn i e 16
D. Metropolitan OblZAtIONS .........cooeviiriirii 17
E. Payment of Operation and Maintenance Costs and Electrical Costs.................... 18
F. Annual ReconCilation .......ccoveeivriciniiises i e 18
GROUNDWATER STORAGE AND EXTRACTION ....occocieiviiniminn e 19
A Metropolitan’s Storage Account Rights....................... 19
B. Certification of Deliveries to Metropolitan Water Account ...........ocovevvicivinninns 20
C. Extraction of Stored Water. ...t s 20
D. Payment for Extraction of Stored WateT.....cviivimierenriesineearirs s 21
OTHER USES OF FACILITTIES ..ottt cre e e s sn s e nre s e nns 21
A. ANOWEA USE ...ooieeeciis ettt st st s saa e b s e ar e s e s s n s b snt s ere 21

REPRESENTATIONS, WARRANTIES AND AFFIRMATIVE COVENANTS OF
PARTIES ..ottt et e et et e se bt esaess e eeees et e e st e rmt s ob e e s hb e ae s s be b e bt ah b e b e s bt s hb e bt e s ans et beean 21
A. Of IEUA and TVMWD ..ot e s 21
l. Power and AUthoTity ..o s 21

i



TABLE OF CONTENTS

(continued)
Page
2. Authorization; Valid Oblgation ...........ccocovviiinie i vvae s 22
3. NO LIZALION . ...viicitiiei ettt et e ee e eeeres e ererae s srrssabbesesbeeb e asresenne 22
4, Compliance wWith LaWs ..o e 22
5. Compliance with DWR Requirements .............cocoivnimiiiinninniciniiicnne. 23
6. NO CONSIMUCEION ....ee et e n b vt e sne 23
7. CAPACILY ...t ses e e s bbb en e ee e 23
8. Oversight and Supervision of Construction...........cccccccoecvviivinrin e, 24
9. Maintain Ownership of Program Property .............c.cccomviniieenininieiniiinns 24
10. Protection of Others’ Rights ...oooivvr et 24
B. OFf WatEIMASKET. ......ee ettt et e te e se et e ts st e eeas 24
1. Power and AUtROTILY ...ooovvverei et 24
2. Authorization; Valid Obligation .........c...cccoeeoiiiiiieccn e, 25
3. INO LIIZAON ..ottt e 25
4, Compliance wWith Laws ..ot 25
5. Compliance with DWR Funding Letter .......c.coccoeieeiecririeec e 26
6. CAPACILY .ttt et crae s rar e e e et ra e s b e e 26
C. OFf Metropolitan .......cooieiieiiioici s e 26
1. Power and AUthOTILY ... et 26
2, Authorization, Valid ObliZation ........cccccoceeciniiiiniiiniiie e v s vanen s 27
3. INO LIHZATIOM ...ocoe et e s et e st 27
X. RECORD KEEPING, REPORTING, INSPECTION AND AUDIT ........ccoovivecenne. 27
A, Record KEEPINEG .....coviiiiiiniiiieiiniiia sttt s e sbe s sae et 27
B. REPOTHIIG ..o e et er e 28
1. Construction Progress REports.... ..o vvviericviieces e 28

i



XI.

XII.

XIIL

XIV.

XV.

TABLE OF CONTENTS

(continued)

Page

2. O&M REPOITS.....ociiiiiiiiriiiiie e vt et ses e e e re e 28

C. INSPECHION ettt ettt e e e e ae e veer e s s e s e nn st s eeneaeeee s 28
D. Audit Rights and Obligations ...........cccoccomiiirniiiniit e 28
INDEMNITY Lottt eimcene s s e sae et ettt e st nae s s s b ebe s sns s st s n e s enne 29
A General INAEmMMILY ..oc.oo et eer s e 29
B IEUA Specific Indemnity........cccoovvviiiieiniiieis vttt es 29
C. TVMWD Specific Indemmity......c.occoviiiniin e 29
D Watermaster Specific Indemnity ...........ccorivvvvneciesencieoiceeeee e 29
E Metropolitan Specific Indemnity.........cooooveriininieecie e 30
INSURANCE .......oooiiiimiiirriimisri st ittt sttt e see ety e s vt s sn e s b ens 30
A, General Required COVEIages.......cuvuieviiiiiiieie et st ve e e 30
B. Specific Policy ReqUITEMents ............cooevvmviremenre st eme s 30
C. Deductibles/Self-InSUrance. ........ccoovioiiieinicnieeci et 31
1. Insurance Certificates. ... 31

2. Acceptability of INSUTETS ... 31

D. Environmental Liability INSUTANCE .........occcvviinrirec vt 31
DISPUTE RESOLUTION; DEFAULTS AND REMEDIES...........cccoooiiviniiicisreeeinn, 32
A. Dispute RESOIULION. ..o e s st e 32
B. Defaults and RemMEdies..........c.cco it e 33
C. TErMINALION ..o et r e e e e ear s gt e et e e s e s 33
D. Remedies Are Cumulative .........coco et et e 34
FORCE MAJEURE EVENTS ...t ettt ee s 34
A. Excuse to Performance...........coccovviiiiiiienccsccnrn e 34
B. Responding to Force Majeure EVents..........ccoccvv et 34
MISCELLANEQUS ...ttt et ce e s es e st e e er b s b st eessbn e sst s e sabeenns 35
A. Entire ABIeement..........ociiiiiiiiii et e s 35
B. TATEIPTEIATION 1vviieiieiiiis et e st e e et s sb e s s ebeeosans s ebeteesmceeeeeeers 35

iv



I A 2 IR A~ e

TABLE OF CONTENTS

(continued)

Page
Further ASSUTANCES ...........cectveuiiiccentit et ee e 35
COUMEIPALTS ...ttt e s et oo 35
ASSIZIMENT oot ettt 36
VEBIIUE ..ottt e sttt ee e e ettt eees e 36
Governing Law; Attorneys Fees and COStS..............o.ooeeevueroveeoiosooo 36
INOLICE 1ottt et et et 36
BUCCESBOTS vttt ettt ettt ee s oo ees e 37
SEVETADIIEY 1.vve et e et 37
Time is 0f the ESSENCE .......cvviviieeceriee e e 37
AMENAMENE ..ottt e et e 37



March 28, 2003 DRAFT

GROUNDWATER STORAGE PROGRAM FUNDING AGREEMENT

THIS GROUNDWATER STORAGE PROGRAM FUNDING

AGREEMENT (this “Agreement™), dated as of March 1, 2003, is entered into by and among
THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA
(“Metropolitan™), a public entity of the State of Californiz, INLAND EMPIRE UTILITIES
AGENCY, a municipal water district of the State of California (“IEUA™), THREE VALLEYS
MUNICIPAL WATER DISTRICT, a municipal water district of the State of California
(*TYMWD”) and CHINO BASIN WATERMASTER, an entity established by the Superior
Court of the State of California as described in Recital F below (“Watermaster”),

L. RECITALS

A.

In March 2000, California voters approved Proposition 13 (“Prop. 13™)
authorizing the State of California to sell $1.97 billion in general obligation bonds
for water related projects throughout the State. The Govertior’s Budget Act for
2000, Chapter 52, Statutes of 2000, appropriated to the California Department of
Water Resources (“DWR?”) local assistance grants for groundwater storage and
supply reliability projects in the amount of $161,544,000 by budget item 3860-
01-6027, payable from the Interim Reliable Water Supply and Water Quality
Infrastructure and Managed Subaccount,

Metropolitan subsequently was selected by DWR as a grant recipient for

$45 million (the “Prop. 13 Funds”) to be used for groundwater storage projects
within its service area. In a letter dated October 13, 2000 (the “DWR Funding
Letter”) (see Exhibit A attached hereto), DWR set forth the specific terms and

conditions of the grant to Metropolitan.

On September 20, 2000, Metropolitan sent a letter to its twenty-six member
public agencies (consisting of cities, municipal water districts and a county water
authority within its 5,155 square-mile service area covering portions of Los
Angeles, Orange, San Diego, Riverside, San Bernardino and Ventura Counties),
requesting a list of groundwater storage projects to be considered for Prop. 13
Funding. On November 1, 2000, Metropolitan delivered to those member public
agencies that indicated an interest in the Prop. 13 groundwater storage programs
the Request for Proposals for Participation in Groundwater Storage Programs
Using Proposition 13 Funds, RFP No. WRM-2 (the “RFP™} (see Exhibit B
attached hereto). Metropolitan subsequently conducted a Pre-Submittal
Workshop, open to the public, on November 8, 2000, to address any concems or
questions regarding the RFP,

Metropolitan anticipated that programs funded by the Prop. 13 Funds would store
water (by various methods) that Metropolitan imports from the State Water
Project and the Colorado River. This stored water would be pumped by the
member agency (or a sub-agency) with a corresponding reduction in surface water
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deliveries from Metropolitan, As a result, Metropolitan would have a greater
amount of water to distribute within its service area. In addition, such
groundwater storage programs are part of a larger effort to meet water supply
demands in Southern California, as specifically set forth in the Integrated Water
Resources Plan (“IRP”) approved by Metropolitan’s Board of Ditectors in 1996,
and the Groundwater Storage Principles (see Appendix A of Exhibit B attached
hereto) adopted in connection therewith by Metropolitan’s Board of Directors in
January 2000.

IEUA and TVMWD are both municipal water districts formed in 1950 and have
been member agencies of Metropolitan since their formation. IEUA was formerly
known as Chino Basin Municipal Water District. IEUA serves a portion of San
Bernardino County and has one or more designated representatives on
Metropolitan’s Board of Directors. TVMWD was formerly known as Pomona
Valley Municipal Water District. TVMWD serves a portion of Los Angeles
County and has one or more designated representatives on Metropolitan’s Board
of Directors,

The Watermaster was established under the Judgment in the Superior Court of
California for County of San Bernardino, entitled, “Chino Basin Municipal Water
District v. City of Chino, gt al.,” entered into on January 27, 1978 (“Judgment”) .
The Watermaster is responsible for managing the Chino Groundwater Basin
(“Chino Basin”) in the most beneficial manner and for equitably administering
and enforcing the provisions of the Judgment.

Metropolitan has the following storage agreements with IEUA and Chino Basin

Watermaster beginning in 1979;

1. Cyclic Storage Agreement approved by the Court in January 1979.

2. The MWD Trust Storage Agreement approved by the Court in August 1986,

3. The Short-Term Conjunctive Use Agreement (CB-5) approved in September
1993,

On January 19, 2001, the Proposal for Chino Basin Groundwater Storage Project
(the “Proposal”) was submitted by IEUA for Metropolitan’s consideration (see
Exhibit C attached hereto). On April 10, 2001, Metropolitan notified IEUA that
the program described in its Proposal had been selected for further consideration
(see Exhibit D attached hereto) and that it was eligible for up to $9 million of the
Prop. 13 Funds. The Program is also eligible for disbursement of upto $ 18.5
million of other funds administered by Metropolitan. The Prop. 13 Funds plus the
Metropolitan funds specifically allocated to the proposed Program are referred to
herein as the “Program Funds.”

During further development of the Program, the City of Pomona was identified as
a participating retail agency (Operating Party) for implementation of the Program,
The City of Pomona is a sub-agency of TVMWD, and TVMWD has therefore
joined this Agreement.
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Accordingly, the parties hereto (each a “Party” and, collectively, the “Parties™)
desire to enter into a mutually beneficial agreement for a groundwater storage
program funded by Program Funds that will achieve reasonable and beneficial
conjunctive use of Metropolitan’s water supply to provide 33,000 acre-feet of
additional pumping capacity in the Chino Basin in accordance with this
Agreement and the Groundwater Storage Principles referenced above. This
Agreement describes the terms of the Program agreed to among Metropolitan, the
Watermaster, IEUA, and TVMWD which includes the terms for the storage and
delivery of stored water from Metropolitan, the construction of groundwater
production facilities, and the funding of such facilities. All of the elements
together as described in this Agreement shall constitute the “Program”,

Jursuant to the provisions of California Environmental Quality Act (CEQA)and .

the State CEQA Guidelines, IEUA, acting as lead agency, prepared and processed
a Final Program Environmental Impact Report (Final PEIR) for the Chino Basin
Watermaster Optimum Basin Management Program (OBMP) which included
conjunctive use Storage and Recovery Program of 500,000 acre-feet (the
“Storage and Recovery Program”). Among other things, the Final PEIR
evaluated the environmental effects associated with the construction activities that
are tied to and funded by this Agreement. On July 12, 2000, IEUA certified the
Final PEIR and approved the OBMP,

Subsequent to certification of the Final PEIR, IEUA found that it needed to make
minor modifications to the proposed construction activities, IEUA determined
that these modifications would not result in any significant new environmental
effects, substantially increase the severity of previously identified effects, or
Tequire any new mitigation measures beyond those examined by and proposed in
the Final PEIR. [EUA prepared a Finding of Consistency (i.e., Addendum)
documenting this determination, which it certified on December 18, 2002.

TVMWD and Metropolitan, acting as responsible agencies, have reviewed the
information contained in the Final PEIR and Finding of Consistency, and have
adopted IEUA’s findings concerning the environmental effects associated with
the construction activities that are tied to and funded by this Agreement.

As of the date of this Agreement, no legal action has been filed challenging the
Final PEIR, the Finding of Consistency, or any determination and approvals
issued by IEUA, TVMWD or Metropolitan that relate to the Program or this
Agreement.

IEUA and Watermaster are funding a $45 million Recharge Master Plan capital
improvement program, separate and apart from this agreement, that will increase
significantly the ability for Metropolitan to store water through direct
replenishment into Metropolitan’s storage account. Under the OBMP the parties
to the Judgment have agreed to expand the existing Chino T Desalter from 8 mgd

. { Deleted: s
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to 14 mgd and build the Chino II Desalter at a capacity of 10 mgd to produce and
treat approximately 25,000 AF per year of poor quality water to minimize
downstream water quality impacts on the Orange County Water District (OCWD)
consistent with the OBMP Program Environmental Impact Report and Chino 1
expansion/Chino II Desalter Environmental Impact Report and the Memorandum
of Understanding with OCWD.

NOW, THEREFORE, in constderation of the foregoing Recitals, and for other

good and valuable consideration the receipt and adequacy of which are hereby acknowledged,
the Parties hereby agree as follows:

1L

1118

EFFECTIVE DATE AND TERM

A,

Effective Date

Upon execution by all Parties, this Agreement shall be deemed effective as of
March 1, 2003 (the “Effective Date™),

Termination Date

This Agreement shall initially terminate on the date which is twenty-five years
after the Effective Date, unless sooner terminated in accordance herewith (the
“Initial Termination Date”). Notwithstanding the foregoing, this Agreement
will renew for a five-year period commencing on the Initial Termination Date,
and each fifth anniversary thereof (each, a “Renewal Date”), if written consent of
all parties is filed with Metropolitan at least 90 days prior to each termination
date. This Agreement shall absolutely terminate and be of no further force or
effect on the date that is fifty years after the Effective Date (the “Final
Termination Date™).

CONDITIONS PRECEDENT TO FUNDING OBLIGATION AND PROGRAM
IMPLEMENTATION

Metropolitan’s funding obligations with respect to construction of the Facilities (as set
forth in Article V below) are subject to the satisfaction of the following conditions
precedent, or waiver of the condition(s) precedent, by Metropolitan:

A.

CEQA.

Any and all environmental reviews and supporting documentation (“CEQA
Documents”) required to implement the Program and/or this Agreement shall
have been completed, certified and approved by the Parties in accordance with
CEQA and its guidelines. Further, the time period for commencing a legal action
challenging any of these CEQA Documents, or challenging any certifications,
findings, determinations, approvals or authorizations that are related to or based
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upon such CEQA Documents, shall have lapsed with no such legal action having
been filed.

DWR Commitment

The conditions necessary to receive Prop. 13 Funds under the DWR Funding
Letter shall have been satisfied, and DWR shall be committed to disbursing the
Prop. 13 Funds to Metropolitan in accordance with the DWR Funding Letter, the
Schedule and the Budget.

Permits and Approvals

Any authorizations, consents, licenses, permits and approvals from any
Governmental Authority (as defined hereafter) or person as may be required by
applicable law to construct and operate the Program (including, without
limitation, the approvals or consents from other groundwater users in the Chino
Basin, or parties whose approval is required by any judgment in an adjudicated
basin, and approval and recognition of this Agreement by the San Bernardino
Superior Court with continuing jurisdiction over the Judgment (collectively, the
“Required Approvals”) shall have been obtained. IEUA shall have delivered
reasonably satisfactory evidence of such Required Approvals to Metropolitan.
None of the Required Approvals shall impose any condition to such approval that
a Party finds unacceptable, and any acceptable conditions to the Required
Approvals shall have been satisfied or waived by the person imposing such
condition or will be satisfied by the Program as then contemplated.
“Governmental Authority” means any federal, state, local or other
governmental, regulatory or administrative agency, governmental commission,
department, board, subdivision, court, tribunal, or other governmental arbitrator,
arbitral body or other authority,

No Litigation

IEUA, TVMWD, and Watermaster shall have certified that, except as disclosed in
writing to Metropolitan and accepted by Metropolitan in its reasonable discretion,
there is no litigation, including any arbitration, investigation or other proceeding,
pending before any court, arbitrator or Governmental Authority, nor any such
litigation threatened, nor any decree, order or injunction issued by any court,
arbitrator or Governmental Authority and remaining in effect, which relates to
Program Funds or the Program or which prevents or hinders (or secks to prevent
or hinder) implementation of the Program, or which raises a question as to the
validity of this Agreement, or any of the other Program agreements.

The date upon which each of the foregoing conditions has been satisfied or waived by
Metropolitan, as set forth in a written notice from Metropolitan to [EUA, shall be the
“Funding Obligation Date.”
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IV.  PROGRAM PLANNING AND CONSTRUCTION

A, Planning

1. General Description of Program

The Program includes the following components:

a.

Metropolitan shall have the right to: (1) deliver and store imported
water supplies in the Chino Basin at up to a rate of 25,000 acre-feet
per year and up to 100,000 AF in storage at any time (*Maximum
Storage Amount”), subject to higher amounts if approved in
advance by the Chino Basin Watermaster, and (2) cause Chino
Basin stored water to be produced at a rate of 33,000 AF per year,
pursuant to the Exhibit G “Performance Criteria” of this
Agreement, the Chino Basin Judgment and the Watermaster Rules
and Regulations. Watermaster will provide for rights to store and
extract water from the Chino Basin.

The proposed groundwater storage Program consists of the
facilities described in Exhibit H (the “Facilities”). The agencies
within the service areas of IEUA and TVMWD responsible for
operating the respective Facilities (“Operating Parties™) are also
listed in Exhibit H. IEUA and TVMWD will enter into agreements
with the Operating Parties within their respective service areas
that will require such Operating Parties to operate and maintain
the Facilities,

Water provided for storage by Metropolitan hereunder (“Program
Water”) will be untreated water, as defined in Section 4104 of
Metropolitan’s Administrative Code, Water stored by spreading or
injection in the Chino Basin must meet the applicable water quality
requirements as required by the Watermaster and any other
regulatory agency with jurisdiction over the Chino Basin.

Metropolitan will fund the construction of the Facilities in
accordance with this Agreement.

2. Operational Capacity Thresholds

The Program “Operational Capacity Thresholds” are:

a.

Storage. Water can be stored in the following ways: (1) spreading,
(2) injection, (3) in-lieu deliveries (pursuant to the administration
procedures described in Exhibit F) and transfer from existing
Metropolitan storage accounts consistent with the Chino Basin
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Judgment. Metropolitan can store water in the Chino Basin at a
rate of 25,000 AF per year, uniess a greater amount is approved by
the Watermaster.

Extraction. At a minimum, the Facilities, when combined with the
existing groundwater production capacity of the Operating Parties
as defined in Exhibit H, if necessary, shall be designed to have the
capacity to extract water from the Chino Basin at a rate of 33,0600
AF per year. Prior to the completion of all Facilities, the minimum
extraction capacity shall be a pro rata portion of the extraction
capacity based on the Facilities then completed.

Submission of Plans, Schedule and Budget

On or before September 1, 2004, IEUA shall deliver to Metropolitan the
engineering and construction plans and specifications (the “Plans™), a
construction schedule (the “Schedule”) and a construction budget (the
“Budget”) for the Facilities . At a minimum:

a.

The Plans shall describe in reasonable detail the construction and
design of the Facilities, and shall conform to any requirements of
DWR;

The Schedule shall state the date of construction commencement,
the anticipated completion date (which shall occur no later than
March 8, 2008, ), key milestone dates in the interim (each a
“Milestone Date™) including timing of discrete program elements
(“Discrete Program Elements™) and major tasks (“Tasks”)
within them; and

The Budget shall contain an itemized summary of Program costs
mncluding costs of the contractors, consultants, and other service
providers, and all materials anticipated to be purchased in
connection with the Program. For the purpose of Metropolitan’s
payment of invoices from Program Funds (“Invoice™) pursuant to
Section V(D), the Budget shall be divided into phases
corresponding to the Milestone Dates, Discrete Program Elements
and Tasks set forth in the Schedule.

Review and Approval of Schedule and Budget

a. Metropolitan shall review and approve or disapprove, by written notice

to JEUA, the Schedule and Budget for the Facilities within ten (10)
business days after Metropolitan’s receipt thereof (once so approved,
the “Approved Budget” and the “Approved Schedule™). If
Metropolitan has not acted on the schedule or budget within ten (10)
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business days after Metropolitan’s receipt, the schedule or budget shall
be deemed approved.

b. For all Facilities funded in whole or part with Prop. 13 funds, ali
Metropolitan approvals shall be conditional upon DWR approvals.
IEUA acknowledges and agrees that Metropolitan intends to submit
the Schedule and Budget to the DWR for its review and approval, and
Metropolitan shall disapprove the Schedule and/or Budget upon
DWR’s disapproval of the Schedule and/or Budget.

¢. If Metropolitan (or DWR, if applicable) disapproves of the Schedule
and/or Budget, Metropolitan shall specify the reasons for the
disapproval in its disapproval notice to [EUA. Metropolitan shall
thereafter promptly meet with [EUA to correct any deficiencies to the
Schedule and/or Budget such that the Schedule and Budget are
reasonably acceptable to Metropolitan, DWR (if applicable} and
IEUA.

d. Notwithstanding any requirements of DWR as noted in clause (b)
above, or any other terms or conditions set forth herein, neither DWR
nor Metropolitan shall have any responsibility for reviewing or
approving the Plans, and IEUA assumes ail responsibility for the
proper design, planning, and specifications of the Facilities.

¢. IEUA, may, as warranted, update the Approved Schedule and
Approved Budget for the Facilities to reflect changes as necessary.
However, under no condition may the Completion Date exceed March
8, 2008, or the total budget exceed the specified amount allocated as
Program Funds unless such overages shall be the responsibility of
IEUA. Review and approval of the proposed update shall follow the
above procedure.

B. Construction

I

Contracting

IEUA shall retain, or cause to be retained through agreements with the
Operating Parties, qualified contractor(s) and consultants to design and
construct the Facilities. All contracts let for project construction shall be
let by competitive bid procedures that assure award of the contract to the
lowest responsible bidder, except as may be otherwise authorized under
the enabling authority for IEUAand/or the California Public Contract
Code.
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Construction Supervision and Responsibility

a. Diligent Prosecution of Facility Construction. IEUA agrees to
faithfully and diligently complete, or cause to be compieted, the
construction of the Facilities in accordance with the Plans,
Approved Budget and Approved Schedule.

b. Supervision. As among Metropolitan, IEUA, TVMWD, and the
Watermaster, IEUA shall be responsible for ail work in connection
with the construction of the Facilities and for persons engaged in
the performance of such work.

c. Compliance with Laws. 1IEUA shall ensure that all construction in
connection with the Program complies with any applicable federal,
state and local laws, rules and regulations, including, without
limitation, environmental, procurement and safety laws, rules,
regulations and ordinance.

d, Contracting Disputes, TEUA shall be responsible for any and all
disputes arising out of its contracts for work on the Program,
including, without limitation, any bid disputes and payment
disputes with contractors or subcontractors. Metropolitan will not
mediate disputes between IEUA, TVMWD, their Operating Parties
and any other entity in connection herewith.

Inspection Right

During reasonable business hours, Metropolitan and/or the DWR, with
respect to Facilities funded with Prop. 13 Funds (and any of their
designated representatives or agents), may enter upon the Program site and
inspect the on-going and/or completed construction activities.
Metropolitan agrees to exercise commerciaily reasonable efforts to deliver
advance written notice to IEUA of any such visit to the Program site (it
being acknowledged, however, by IEUA that the DWR may inspect the
Program site at any and all reasonable times without prior notice pursuant
to the terms of the DWR Funding Letter).

Completion of Construction

a. Completion Date. IEUA shall assure that Completion of the
Facilities occurs not later than March 8, 2008. “Completion”
means (x} performance of the construction in a good and
workmaniike manner, free and clear of mechanics’, materialmens’
and other liens or security interests, claims or encumbrances
relating to such construction, subject only to completion of punch
list items which do not materially interfere with the use or
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functionality of the Facilities, and (y) the payment of all costs to
the persons entitled thereto less retainage or reserves for punch list
items.

b. Completion Notification and Certification. TEUA shall notify
Metropolitan within ten business days after Completion of
Facilities by each Operating Party. Such notification shall include
a certification from the IEUA, the general contractor (if applicable)
and a California Registered Civil Engineer affirming Completion
and that the Facilities: (i) are as described in Exhibit H; (ii) have
been constructed substantially in accordance with the Plans; (iii)
have been adequately tested and meet the Operationat Capacity
Thresholds; and (iv) are otherwise sufficient to achieve the goals of
the Program (as stated in Exhibit H).

Ownership of Project

Metropolitan will have no ownership interest in the Facilities. The
Operating Parties shall have sole ownership and control of the Facilities,
and the real property interests in connection therewith, subject to the rights
and obligations of the Parties under this Agreement.

V. PROJECT CONSTRUCTION FUNDING (NOT INCLUDING OPERATION AND
MAINTENANCE/ENERGY COST FUNDING)

A, Metropolitan Funding Obligation; Shortfalls

I

by

After the Funding Obligation Date, subject to and in accordance with the
terms and conditions of Section V(C) below, Metropolitan hereby agrees
to fund the payment of eligible costs for constructing the Facilities in
accordance with the Approved Budget (the “Program Construction
Costs™) in an amount not to exceed $27.5 million, inclusive of design and
construction of Facilities and the costs to comply with CEQA “Funding
Obligation ™). However. IEUA, TVMWD and Watermaster understand
uand acknowledge that 89 million of these Program Construction Costs are
being funded by Prop. 13 Funds, (n the eveni thar DWR fails 1o provide
all or a part of such funds for elivible coxty as reguired by the DWER
Funding Letter, Metropolitan shall be entitled. at ity option. to make i
such shorifall through other finding sources (subject to URY NECEsSary
approvals oF authorizations for such funding) or to have the size of the
Program reduced, as set forth in paragraph (23 below.

Subject to paragraph (3) below. if less than $27.5 million is made
available wward eligible Program Construetion Cosis PUFSUGR! 10
Metropotitan’s Funding Obligarion (' Funding Shortfall ), then the size
of the Program shall be reduced in an appropriate manner as agreed upon

10
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by the Operating Committee. Reductions in Program size mav include
reductions in Facilities constructed, Operational Capacity Thresholds and
Muaxinwam Storage Amount. However, in no event shall such Program
reductions he greater in proportion than that which the Funding Shordull
hears to Funding Obligation. The Term of the Agrecment and other
operating terms will not be affected by any Funding Shortfall,

3. The size of the Program shall not be reduced where the amount of eligible
Program Construction Costs incurred by TEUA or TVAMIWD is Joss the
the amount of funds made available by Metropolitan. Similariv, the size of
the Program shafl not be reduced where the Program Construction Costs
incurved hy [EUA or TVMWD thai ure determined to be ineligible for
refmbursement under this Agreement,
Deleted: Of these Program )
Construction Costs, $9 million is funde
.. by Prop. 13 Funds. Metropolitan shall
fund the payment of Program
B. Cost 0verrun‘ _ _ Construction Costs from the Prop. 13
T R H R I Funds and from other funds provided b
1. IEUA agrees to pay, and Metropolitan shall have no liability for, any costs - ﬁil’i%i]ﬁ“ﬁffﬂ;’lmﬂ‘ii‘&?d?
of constructing the Facilities in excess of the amounts set forth in the -,  Metropolitan for disbursement).
applicable Approved Budget (on line-item and aggregate bases); provided, ( Deleted:
however, that upon written request from [EUA, Metropolitan shall
approve, conditional upon DWR. approval, reallocation of any
demonstrated costs savings from one line-item of the Approved Budget to
another line item in order to cover any cost overruns for the $9 million
funded by Prop. 13 Funds for specific Program facilities.
2. Should bids for construction of the Program Facilities exceed the
Approved Budget by more than 5%, IEUA may review such cost increase
with Metropolitan to determine the appropriate way to proceed with the
Program. Metropolitan and IEUA may mutually agree to a cost share, a
change in scope of the Program, or to discontinue the Program.
3. TEUA agrees to reimburse Metropolitan for any of its costs intended to be

reimbursed with Prop. 13 Funds that are disapproved by DWR, within
thirty {30) days of receipt of invoice from Metropolitan for such
reimbursement. IEUA agrees to pay interest computed at an annual rate
equal to that eamed by Surplus Money Investment Fund (SMIF) rate as
provided for in Government Code Sections 16480 et seq., caiculated
monthly, on any outstanding amounts so invoiced by Metropolitan,
beginning thirty days after the date such invoice is received until paid.

i1
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Disbursement Protocol

1.

Invoice Payment.

Commencing on the Funding Obligation Date, and continuintg not more
often than monthly thereafter, IEUA may submit for Metropolitan’s
consideration and payment from the Program Funds an Invoice for costs
incurred. Each Invoice shall set forth in reasonable detail those Program
Construction Costs that have been incurred since submittal of the prior
Invoice and shall reference Discrete Program Elements and Tasks as
outlimed in the Approved Budget and Schedule. Each Invoice shall be
accompanied by a Progress Report pursuant to Section X (BX1). Work
accomplished on each Discrete Program Element shal] be briefly
described, and the percent complete shall be presented with the percent
and actual amounts expended to date on each Discrete Program Element,
Metropolitan shall review and approve or disapprove (in part or whole) the
Invoice and provide payment of Program Funds to IEUA for all approved
portions of the Invoice within 30 days of receipt. If Metropolitan
disapproves any portion of an Invoice, it shall state its reasons for such
disapproval in writing and cooperate in good faith with IEUA, to promptly
achieve a mutually acceptable revision to the disallowed portion of the
Invoice. Metropolitan agrees to pay interest at the rate and in the manner
specified in Section V(B)(2) on approved portions of invoices paid more
than thirty (30) days after receipt of such invoice by Metropolitan,

Certification of Expenditures

With each Invoice submitted for Program Construction Costs, [EUA shall
also provide its written certification and a written certification from the
general contractor, if any, affirming that invoiced amounts were utilized
exclusively for construction of the Facilities in accordance with the Plans
and Approved Budget. Such certification shall be accompanied by
evidence of payment for services and/or materials delivered in connection
with the construction of the Facilities.

Disbursement of Program Funds

Upon Metropolitan’s payment of Program Funds pursuant to an Invoice,
Metropolitan shall have fulfilled its obligation with respect to such
payment, and shall have no obligations to ensure disbursement to the
appropriate Party(ies) entitled thereto.
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Vi. OPERATING COMMITTEE

A, Operating Committee

1.

Composition of Committee.

A committee (the “Operating Cammittee”) shall be established for the
specific purposes specified herein. The Operating Committee shall have
five members, two representatives from Metropolitan and three
representatives chosen by IEUA, TYMWD, and Watermaster in any
manner determined by IEUA, TVMWD, and Watermaster. The local
agencies listed in Exhibit H may also attend meetings of the Operating
Committee, With respect to any matter on which the Operating
Committee cannot reach unanimous agreement, the Operating Committee
shall submit such matter for determination by a consultant and/or
arbitration panel in accordance with Section XIHI(A).

Meeting of Operating Committee
The Operating Committee shall meet;

a. as reasonably often as necessary to implement operations and take
other needed action pursuant to this Agreement. Such tasks will
include preparation of Operating Committee’s certification to
Watermaster regarding monthly storage achieved utilizing
methedology specified in Exhibit F (Accounting Methodology).

b. within thirty days after the execution of this Agreement; and
thereafier at least sixty days prior to the end of each fiscal year
{which fiscal year shall run from July | through June 30) to
develop Program Annual Operating Plan for the subsequent year
and to review need for adjustments to Electrical Costs and
Operation and Maintenance Costs; and

c. by August 31 of each year review prior fiscal year performance for
storage and/or extraction in conformance with the Annual
Operating Plan and Exhibit G, Performance Criteria; and for
assessment of per-acre-foot Electrical Costs and Operation and
Maintenance Costs to be paid by Metropolitan.

Annual Operating Plan

a. The Annual Operating Plan shall provide an estimated schedule
and location for all storage and extraction under this Agreement
and in conformance with Exhibit G (Performance Criteria) on a
monthly basis for the upcoming fiscal year and documentation of

13
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adequate available capacity with respect to the Program Facilities
capacity to accommodate Metropolitan’s rights pursuant to Section
VII hereof. Initial operation of the Metropolitan Storage Account
prior to completion of Facilities funded under this Agreement shall
be accomplished under the Annual Operating Plan. Until all
Facilities are completed, partial performance shall be pro rata
according to the proportion of Facilities listed in Exhibit H which
are then complete.

The Annual Operating Plan shall provide sufficient information to
allow the Operating Committee and Watermaster to assess
potential impacts from the Program on the Chino Basin and the
Judgment Parties, such as : (1) current and projected water levels
in the basin; and (2) short-term and long-term projections of Chino
Basin water supply and water quality. The Operating Committee
and the Watermaster may request additional information from the
Operating Parties.

Consistent with Section VIII{A) below, the Annual Operating Pian
shall not limit Metropolitan’s ability to modify its call for
extraction or storage of water upon fifteen (15) days advance
notice as provided in Sections VII(A) and VII(C). Watermaster
reserves the right to approve the location and amount of storage
and extraction pursuant to this Agreement, in accordance with the
Judgment, OBMP and its policies applicable to the Judgment
Parties,

Storage and extraction operations under this Agreement shall be in
accordance with the provisions of the Annual Operating Plan as
adopted or as amended to accommodate changed circumstances or
new information. The Annual Operating Plan may be amended:
(1) at the request of a member of the Operating Committee and
with the concurrence of the Operating Committee and approval of
the Watermaster (2) as a requirement of the Watermaster in the
implementation of the Judgment and OBMP with specific
adjustments proposed by consensus of the Cperating Committee
and approved by the Watermaster.

4. Specific Duties

Without limiting the foregoing, the Operating Committee shall:

a.

Properly account for the amounts of all water stored and extracted
and submit a report of these amounts achieved for the Metropolitan
Storage Account to Watermaster and Metropolitan on a monthly
basis but not more than two months in arrears. At the end of the

14
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fiscal year, an annual reconciliation shall be performed of storage
and extraction, and any adjustments to the monthly submittals shall
be submitted to the Watermaster and to Metropolitan in a timely
manner for consideration in the preparation of the Watermaster’s
annual assessment package.

Within two months following formal issuance of Watermaster’s
annual report, perform an annual reconciliation of Metropolitan
and IEUA’s and TVMWD’s records with Watermaster’s annual
report and Metropolitan’s water billing inclusive of credits for the
Operation and Maintenance Costs and Electrical Costs, and
prepare any needed paperwork for adjustments to the billing,

Consistent with Section VIIKA) below, confirm that sufficient
excess operable production capacity was maintained for the
conjunctive use Program during the prior year, unless different
critenia are agreed upon by the Operating Committee.

Prepare and deliver to the Parties, on or before September 1 of
cach year, a written annual report outlining the Program Annual
Operating Plan for the subsequent year, and the Operating
Committee’s actions during the prior year (the “Operating
Committee Annual Report”),

Every five years, commencing upon the Completion Date, the
Operating Committee shall review the maintenance charge set
forth in Section VI(D)(1) of this Agreement. To such end, the
Operating Committee shall conduct a survey of operation and
maintenance costs with respect to facilities within the Program
Basin and which are comparable to the Facilities. Based on such
survey and other information the Operating Committee deems
relevant, the Operating Committee shall approve a new Operation
and Maintenance Cost for the next five-year period.

Every year commencing upon Completion Date, determine the
electrical power unit rates(s) (dollars per AF of Stored Water
Deliveries) for the respective Operating Party(ies) to extract water.
The electrical power cost to extract Program Water (the “Electrical
Costs™) shail be equal to Stored Water Deliveries (as defined in
Section VII(C) below) for the applicable period multiplied by the
applicable electrical power unit rate(s) for the Operating Party(ies)
that extracted the water. The Operating Committee shal] ensure
that the electrical power unit rate per acre-foot of extracted water
calculated for each Operating Party is reflective of actual energy
costs,
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IEUA and TVMWD Obligations

Subject to Section VI(C), IEUA and TVMWD hereby agree to do, or to cause
through agreements with the Operating Parties in their Tespective service areas,
the following:

I.

Cause the Facilities to be operated and maintained in as good and efficient
condition as upon their construction, ordinary and reasonable wear and
depreciation excepted, and otherwise in accordance with industry
standards (and DWR standards and requirements, if any);

Provide for all repairs, renewals, and replacements necessary to the
efficient operation of the Facilities;

To the extent existing facilities are utilized for the Program, provide for all
repairs, renewals, and replacements necessary to the efficient operation of
such existing facilities;

Certify the amount of water in the Metropolitan Storage Account pursuant
to the Operating Committee accounting; and

Upon call by Metropolitan for Stored Water Delivery, operate Facilities,
combined with the existing infrastructure, at Operational Capacity
Thresholds necessary to meet performance targets as outlined in Exhibit
G.

Watermaster Obligations

Watermaster hereby agrees to:

1.

Maintain records of the amounts of all water stored in and extracted from
the Chino Basin pursuant to this Agreement and consistent with the
Judgment and Rules and Regulations, and provide to Metropolitan an
amount specified in an account to be designated as the Metropolitan
Storage Account. Watermaster will maintain a monthly statement
regarding the account as information becomes available and will
document in its annual report all water stored in and withdrawn from the
Metropolitan Storage Account. Watermaster shall account for
Metropolitan stored water as follows:

a. The amount of any water stored in the Chino Basin on behalf of
Metropolitan prior to the Effective Date of this Agreement shall be
credited to the Metropolitan Storage Account on the Effective Date
pursuant to the precedure set forth in Exhibit E.

b. Watermaster shall credit water which Metropolitan delivers for
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storage to the Metropolitan Storage Account on an acre-foot for
acre-foot basis, less any losses assessed.

c. Losses assessed by Watermaster against the Metropolitan Storage
Account will be equivalent to losses assessed Judgment parties for
participation in the Storage and Recovery Program,

d. Watermaster shail debit the Metropolitan Storage Account one
acre-foot for each acre-foot of water produced from the account,
Watermaster accounting for water produced from the Metropolitan
Storage Account shail specify quantities produced by each
Operating Party.

e. Watermaster shall obtain from Operating Committee on a monthly
basis its report of the amount of storage achieved using the
methodology specified in Section VII(B) and Exhibit F of this

Agreement,
2. Report the total active and inactive annual extraction capacity of the
Operating Parties in the Watermaster’s annual report.
Metropolitan Obligations

In accordance with the procedures set forth in clause (E) below, Metropolitan
hereby agrees to:

L.

Pay costs of operating and maintaining the Facilities at the unit 1ate
(dollars per AF of Stored Water Deliveries) determined by the Operating
Committee for the Operating Party(ies) that extracted water as adjusted
when and as required by Section VI(A)(4)(e) (the “Operation and
Maintenance Costs”). Operation and Maintenance Costs will include a
dollar per AF amount for each AF produced by an Operating Party from
Metropolitan’s Storage Account through the funded ion exchange facilities
equal to the Operating Party’s variable costs of treating Metropolitan’s
State Water Project surface deliveries (expressed as dollar per AF of
treating such water). Such variable costs shall exclude capital, debt
service, or replacement costs and include only variable operating and
maintenance costs at the Water Facilities Authority Treatment Plant,
CCWD Lloyd Michael Filtration Plant, or the Miramar Treatment Plant.
The dollar per AF cost shall be calculated by dividing the variable costs by
the quantity of water produced by the treatment plants. The doliar per
acre-foot shall be determined by the Operating Committee pursuant to
Section VI{A)(4)(e);

Pay the Electrical Costs as determined in Section VI(A)4)X1) to extract
water from the basin, if any, equal to Stored Water Deliveries (as defined
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in Section VII(C) below) for the applicable period for the Operating
Party(ies) that extracted the water; and

From and after the first full year in which water is stored in the Program
Basin on Metropolitan’s behalf, and on or prior to July | of each
subsequent year, pay an administrative fee in an annual amount of
$132,000 to the Watermaster (as such amount is adjusted on each
anniversary of the execution of this Agreement by the lesser of 2.5% or
the Retail Consumer Price Index for the City of Los Angeles published by
the Engineering News Record), for the incremental costs and expenses of
administering the Program during such year. Such administrative fee is
subject to adjustment from time to time as approved by the Operating
Committee.

E. Payment of Operation and Maintenance Costs and Electrical Costs

1.

Amounts owing by Metropolitan pursuant to Section VI(D) for Operation

and Maintenance Costs and Electrical Costs shall be paid through a credit
to Metropolitan’s monthly invoice for the Stored Water Delivery to
TVMWD or IEUA, as applicable, pursuant to Section VIKD). Upen the
credit to Metropolitan’s invoice for the Operation and Maintenance Costs
and Electrical Costs, Metropolitan will have satisfied its funding
obligations with respect thereto,

F. Annual Reconciliation

1.

Reconciliation of Metropolitan Storage Account and Costs.

As noted in Section VI(A)}4)a) above, the Operating Committee will
conduct an annual reconciliation of the prior year’s credits and debits to
the Metropolitan Storage Account. If such reconciliation reveals that the
actual amount of water delivered by Metropolitan for storage pursuant to
Section VII(A)(1), or the actual amount of Stored Water Deliveries, as
defined in Sectign VII(C) below, during the prior year were not accurately
accounted for, then the Operating Committee shall reflect this in its year-
end assessment of storage and extraction provided to the Watermaster.
The Watermaster shall determine the manner in which any credits or
debits to the Metropolitan Storage Account shall be made.

The Operating Committee shall complete its reporting and processing of
any prior year adjustments to the Metropolitan water invoice within two
months of the formal issuance of the Watermaster’s annual report, as
provided in Section VI(A)(4)(b).
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VII. GROUNDWATER STORAGE AND EXTRACTION

A. Metropolitan’s Storage Account Rights

During any fiscal year of the term of this Agreement, Metropolitan may
deliver up to 25,000 AF of Program Water for storage in the Program
Basin with an equivalent amount to be accounted for in the Metropolitan
Storage Account pursuant hereto; provided, however, that total Program
Water stored on behalf of Metropolitan in the Program Basin, pursuant to
this Agreement, shall never exceed the Maximum Storage Amount uniess
approved by the Watermaster, Deliveries shall be subject to the prior
approval of the Watermaster pursuant to the policies described in
subsection 5 below. Metropolitan shall not be obligated to pay any fees
associated with basin utilization.

Metropolitan may make such deliveries to IEUA or TYMWD on fifteen
(15) days advance notice to such Party and Watermaster. Watermaster
will credit the Metropolitan Storage Account by the amount of Program
Water delivered to IEUA or TVMWD.

Upon notification by Metropolitan pursuant to Section VII(A)(2), IFUA or
TVMWD and Watermaster may either: (a) directly store the amount of
any such delivery of Program Water in the Chino Basin (e.g., by injection
or spreading); or (b) store the amount of any such delivery of Program
Water in the Chino Basin by in lieu storage, i.¢., by reducing pumping
from the Chino Basin by the amount of such delivery.

The gquantity of Program Water delivered to the Metropolitan Storage
Account in any given month shall be determined in accordance with the
accounting methodology set forth in Exhibit F,

The Watermaster's Storage and Recovery Policies shall be applied to
Program Water stored under this Agreement in a non-discriminatory
manner consistent with the application of such policies to any other
participant in the Storage and Recovery Program, including all parties to
the Judgment. Furthermore, the Watermaster shall not impose any
policies upon the Program Water, whether or not imposed on other parties,
that would materially alter the benefits provided to or the obligations
imposed upon Metropolitan under this Agreement. Without limiting the
foregoing, the Watermaster shall not impose any policies that would create
any significant discrepancies between the amount of Program Water
delivered by Metropolitan for storage in the Program Basin and the
amount of Program Water that Metropolitan is entitled to extract from
such basin pursuant to this Agreement.
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B. Certification of Deliveries to Metropolitan Water Account

1.

Metropolitan shall deliver available Program Water to IEUA or TVMWD
at the appropriate service connection for storage in the Metropolitan
Storage Account consistent with the Annual Operating Plan. In any month
where imported water is delivered to the Chino Basin through a
Metropolitan service connection, the Party receiving Program Water shall
certify the facts concerning the quantities of such deliveries to
Metropolitan and Watermaster in writing or electronically in a format
satisfactory to Metropolitan by a responsible officer of such Party.

Metropolitan will credit the appropriate IEUA or TVMWD invoice at the
applicable rate for each acre-foot of water certified by such Party for that
service connection.

Certifications of Program Water for a given billing period must be
received by Metropolitan before 3:30 p.m. on the third waorking day after
the end of the month to receive credit on the bill for that billing period or
any preceding billing period.

No certification received after six months following the end of any month
in which a credit for Program Water is claimed will be accepted.

C. Extraction of Stored Water

1.

In lieu of providing all or some of its regular surface water deliveries to
IEUA or TVMWD, Metropolitan may, on fifteen (15) days advance
notice, deliver water to such Party on the first of the following month by
requesting such Party to debit the Metropolitan Water Account (each such
delivery being a “Stored Water Delivery”); provided, however, that
unless permitted by Watermaster, such Stored Water Deliveries shall not,
in any fiscal year exceed the lesser of (a) 33% of the Maximum Storage
Amount or (b) the amount then remaining in the Metropolitan Storage
Account. Metropolitan’s regular surface water deliveries to IEUA and
TVMWD will be reduced by the amount of such Stored Water Delivery.
During an emergency or unforeseen operational condition, IEUA and
TVMWD will use their best efforts in responding to Metropolitan’s
request for a Stored Water Delivery.

IEUA and TVMWD, as applicable, shall pump the amount of the Stored
Water Delivery from the Chino Basin in lieu of receiving its regular
surface water deliveries in accordance with specific direction from the
Watermaster.
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3. IEUA and TYMWD shall have twelve months to comply with
Metropolitan’s extraction request in accordance with the performance
criteria described in Exhibit “G” to this Agreement.

Paymeat for Extraction of Stored Water

Upon call by Metropolitan for Stored Water Delivery, Metropolitan shall invoice
IEUA or TVMWD for the amount reported as extracted by the Operating
Committee pursuant to Section VI(A)(4)(a), and such Party shall pay to
Metropolitan the then applicable full-service rate (or its equivalent, as determined
by Metropolitan in its reasonable discretion) as if such Stored Water Deliveries
were surface water deliveries through its service connection, The invoice from
Metropolitan shall include credits for the Operation and Maintenance Costs and
the Electrical Costs associated with the Stored Water Delivery. Where prior
storage accounts are credited to the Metropolitan Water Account pursuant to
Section VI(C)(1)(a), this water shall constitute the Stored Water Delivery prior to
any water credited to the Metropolitan Water Account after the Effective Date,
and shall be paid for at the appropriate rate indicated in Exhibit E.

OTHER USES OF FACILITIES

A,

Allowed Use

IEUA and TVMWD may use Program Facilities for purposes unrelated to the
Program so long as such use does not interfere with the Program and the excess
operable production capacity is maintained as necessary for performance under
this Program, unless monthly operable production capacity on other than a
monthly basis is agreed to by the Operating Committee,

IEUA and Watermaster shall certify to the Operating Committee that there will
exist at all times excess operable production capacity in the Chino Basin of at
least an annual extraction of 33,000AF or 33% of Maximum Storage Amount for
performance under this conjunctive use Program.

REPRESENTATIONS, WARRANTIES AND AFFIRMATIVE COVENANTS OF
PARTIES

A.

OfIEUA and TYMWD
IEUA and TVMWD respectively represent, warrant and covenant as follows:
1. Power and Authority

That it is a municipal water district, duly organized and validly existing

under the laws of the State of California; that it has all necessary power
and authority to enter into this Agreement and to perform its obligations
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hereunder on the terms set forth in this Agreement, and that the execution
and delivery hereof by it and the performance of its obli gations hereunder
will not violate or constitute an event of default under the terms or
provisions of any agreement, document or instrument to which it is a party
or by which it is bound.

Authorization; Valid Obligation

That all proceedings required to be taken by or on behalf of such Party to
authorize it to make, deliver and carry out the terms of this Agreement
have been duly and properly taken, and that this Agreement is its valid and
binding obligation enforceable in accordance with its terms, except as the
same may be affected by bankruptcy, insolvency, moratorium or similar
laws or by legal or equitable principles relating to or limiting the rights of
contracting parties generally.

No Litigation

To the best of its knowledge, there is no litigation, proceeding or
investigation pending or threatened, to which it is or would be a party, or
which does or would bind or reiate to the Program Basin, directly or
indirectly, which, individually or in the aggregate, if adversely
determined, might materially and adversely affect its ability to perform its
obligations under this Agreement, or which raises a question as to the
validity of this Agreement, or any action to be taken hereunder.

Compliance with Laws

In the performance of its obligations hereunder, such Party and its
contractors and subcontractors will comply with all applicable laws,
regulations and ordinances, including, without limitation:

a. the Fair Empioyment and Housing Act (Government Code, Section
12900 et seq.), and the regulations promulgated thereunder
(California Code of Regulations, Title 2, Section 7285.0 et seq.);

b. Article 9.5, Chapter 1, Part 1, Division 3, Title 2 of the
Government Code (Government Code, Sections 11135-11 139.5)
and the regulations or standards adopted by the DWR relating
thereto;

c. the nondiscrimination program requirements of Government Code,
Section 12990, and Title 2, California Code of Regulations,
Section 8103;
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d. Section 3700 of the California Labor Code, requiring every
employer to be insured against liability for workers' compensation
or to undertake self insurance in accordance with the provisions of
that code, and such Party affirms that it will comply with such
provisions before commencing the construction of the Facilities
and will exercise best efforts to make the its contractors and
subcontractors aware of this provision;

e the Drug-Free Workplace Act of 1990 (Government Code 8350 et
seq.) and have or will provide a drug-free workplace; and

f. the Americans with Disabilities Act of 1990 (42U.8.C. 12101 et
seq.) which prohibits discrimination on the basis of disability, as
well as alt applicable regulations and guidelines issued pursuant
thereto.

Such party and its contractors and subcontractors will give written
notice of their obligations under this clause to labor organizations
with which they have a collective bargaining or other agreement,
Such Party and its contractors will include the nondiscrimination
and compliance provisions of this clause in all contracts and
subcontracts let for the construction of the Facilities.

Compliance with DWR Requirements

The Plans comply with any DWR requirements, including any
requirements set forth in the DWR Funding Letter. During the
performance of its obligations herein, such Party will comply with any
DWR requirements, including any requirements set forth in the DWR
Funding Letter.

No Construction

That construction of the Facilities and related work (including planning
activities) did not commence prior to the Effective Date.

Capacity

Such Party and its contractors, subcontractors and their respective agents
will at all times act in an independent capacity and not purport to act as, or
represent to others that they are, officers, employees, representatives or
agents of Metropolitan, DWR or the State of California.
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Oversight and Supervision of Construction

Such Party will oversee and supervise all contractors and keep control of
all work and provisions of services and materials in connection with the
Program.

Maintain Ownership of Program Property

Such Party will not sell, abandon, lease, transfer, exchange, mortgage,
hypothecate or encumber in any manner whatsoever all or any portion of
any real or other property necessarily connected or used in conjunction
with the Program.

Protection of Others’ Rights

Such Party will fully protect and preserve the rights of overlying
landowners, other groundwater users or water rights holders, parties
whose approval is required by any judgment in an adjudicated basin, and
all groundwater management agencies or other applicable regulatory
agencies, and will take the necessary actions (including groundwater
monitoring and mitigation and/or limiting extraction of groundwater) to
protect such rights.

Of Watermaster

Watermaster and its contractors, subcontractors and their respective agents will at
all times act in an independent capacity and not purport to act as, or represent to
others that they are, officers, employees, Tepresentatives or agents of
Metropolitan, DWR or the State of California. Watermaster represents, warrants
and covenants as follows:

1.

Power and Authority

That Watermaster is a court-appointed entity created through the
Judgement, duly organized and validly existing under the laws of the State
of California; that it has all necessary power and authority to enter into
this Agreement and to perform its obligations hereunder on the terms set
forth in this Agreement, and that the execution and delivery hereof by
Watermaster and the performance by Watermaster of Watermaster’s
obligations hereunder will not violate or constitute an event of default
under the terms or provisions of any agreement, document or instrument to
which Watermaster is a party or by which Watermaster is bound.
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Authorization; Vaiid Obligation

That all proceedings required to be taken by or on behalf of Watermaster
to authorize it to make, deliver and carry out the terms of this Agreement
have been duly and properly taken, and that this Agreement is a valid and
binding obligation of Watermaster enforceable in accordance with its
terms, except as the same may be affected by bankruptcy, insolvency,
moratorium or similar laws or by legal or equitable principles relating to
or limiting the rights of contracting parties generally.

No Litigation

To the best of Watermaster’s knowledge, there is no litigation, proceeding
or investigation pending or threatened, to which Watermaster is or would
be a party, or which does or would bind or relate to the Chino Basin,
directly or indirectly, which, individually or in the aggregate, if adversely
determined, might materially and adversely affect the ability of
Watermaster to perform its obligations under this Agreement, or which
raises a question as to the validity of this Agreement, or any action to be
taken hereunder.

Compliance with Laws

In the performance of its obligations hereunder, Watermaster will conply
with all applicable laws, regulations and ordinances, including, without
limitation:

a. the Fair Employment and Housing Act (Government Code, Section
12900 et seq.), and the regulations promulgated thereunder
(California Code of Regulations, Title 2, Section 7285.0 et seq.);

b. Article 9.5, Chapter 1, Part 1, Division 3, Title 2 of the
Government Code (Government Code, Sections 11135-11 139.5)
and the regulations or standards adopted by the DWR. relating
thereto;

c. the nondiscrimination program requirements of Government Code,
Section 12990, and Title 2, California Code of Regulations,
Section 8103;

d. Section 3700 of the California Labor Code, requiring every
employer to be insured against liability for workers' compensation
or to undertake self insurance in accordance with the provisions of
that code, and Watermaster affirms that it will comply with such
provisions before commencing the construction of the Facilities
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and will exercise best efforts to make the its contractors and
subcontractors aware of this provision;

e. the Drug-Free Workplace Act of 1990 (Government Code 8350 et
seq.) and have or will provide a drug-free workplace; and

f. the Americans with Disabilities Act of 1990 (42 U.8.C. 12101 et
seq.) which prohibits discrimination on the basis of disability, as
well as all applicable regulations and guidelines issued pursuant
thereto.

Watermaster will give written notice of jts obligations under this clause to
labor organizations with which it has a collective bargaining or other
agreement.

Compliance with DWR Funding Letter

During the performance of its obligations herein, Watermaster will cotnply
with the terms and provisions of the DWR Funding Letter (Exhibit A), as
applicable.

Capacity

Watermaster and its contractors, subcontractors and their respective agents
will at all times act in an independent capacity and not purport to act as, or
represent to others that they are, officers, employees, representatives or
agents of Metropolitan, DWR or the State of California,

C. Of Metropolitan

Metropolitan represents, warrants and covenants as follows:

1.

Power and Authority

That Metropolitan is a public agency and quasi-municipal corporation,
duly organized and validly existing under the laws of the State of
California; that it has all necessary power and authority to enter into this
Agreement and to perform its obligations hereunder on the terms set forth
in this Agreement, and that the execution and delivery hereof by
Metropolitan and the performance by Metropolitan of Metropolitan’s
obligations hereunder will not violate or constitute an event of default
under the terms ot provisions of any agreement, document or mstrument to
which Metropolitan is a party or by which Metropolitan is bound.
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Authorization; Valid Obligation

That all proceedings required to be taken by or on behalf of Metropolitan
to authotize it to make, deliver and carry out the terms of this Agreement
have been duly and properly taken, and that this Agreement is a valid and
binding obligation of Metropolitan enforceable in accordance with its
terms, except as the same may be affected by bankruptcy, insolvency,
moratorium or similar laws or by legal or equitable principles relating to
or limiting the rights of contracting parties generally.

No Litigation

To the best of Metropolitan’s knowledge, there is no litigation, proceeding
or investigation pending or threatened, to which Metropolitan is or would
be a party, directly or indirectly, which, individually or in the aggregate, if
adversely determined, might materially and adversely affect the ability of
Metropolitan to perform its obligations under this Agreement, or which
raises a question as to the validity of this Agreement, or any action to be
taken hereunder.

X. RECORD KEEPING, REPORTING, INSPECTION AND AUDIT

A, Record Keeping

1.

IEUA shall maintain audit and accounting procedures and written
accounts with respect to the Program that are in accordance with generally
accepted accounting principles and practices, consistently applied. IEUA
shall keep complete and accurate records of all receipts, disbursements,
and interest earned on expenditures of Program Funds,

IEUA and its respective contractors and subcontractors shall maintain
copies of all contracts, agreements, and other documents relating to the
Program for a minimum of three years following Program completion.

IEUA and TVMWD shall keep on file, for the useful life of the Facilities,
as-built plans and the specifications of the Facilities. Such documents
shall be made available for inspection by the State, Metropolitan, and
upon reasonable notice.

IEUA shall require its contractors and subcontractors to maintain books,
records, and other documents pertinent to their work in accordance with
generally accepted accounting principles and practices, consistently
applied.
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Reporting

1.

Construction Progress Reports

During construction of the Facilities, a monthly progress report shall
accompany each Invoice submitted by IEUA to Metropolitan (each a
“Progress Report”), certified by a designated official of such Party,
providing in reasonable detail, a description of (a) the work accomplished
during the invoice period and the percent complete on each Discrete
Program Element (b} and the amount of Program Construction Funds
expended on each Discrete Program Element and Tasks, the purposes of
those expenditures, the total amount expended and remaining of the
budget for that Discrete Program Element. In the absence of a monthly
Invoice, IEUA shall deliver the Progress Report detailing progress and
expenditures for the month, and reporting on status of construction
activities within 30-days after the month.

O&M Reports

Commencing on the first day of the month which is ninety days following
the Completion Date, and unless otherwise determined by the Operating
Committee, on a semi-annual basis thereafter throughout the term of this
Agreement, IEUA and TVMWD shall deliver to Metropolitan and the
Operating Committee a report (an “O&M Report”) summarizing the
operational and maintenance activities conducted in connection with the
Program during the prior period.

Inspection

Metropolitan and the DWR may inspect the aforementioned books, records and
any other Program-related information at any time, upon reasonable advance
notice to [EUA or TVMWD, as applicable.

Audit Rights and Obligations

1.

Pursuant to California Government Code Section 8546.7, IEUA and its
contractors and subcontractors shall be subject to the examination and
audit by the State Auditor for a period of three years after Program
completion. TEUA agrees that, IEUA and its contractors and
subcontractors shall be subject to examination and audit by Metropolitan
and DWR for such period.

Within thirty days after the Completion of a Program Facility, IEUA shall,
at its expense, cause an audit of all Program Construction Costs and
expenses with respect to such Facility to be conducted by an independent
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certified public accountant and deliver to Metropolitan a report prepared
by such accountant in connection therewith.

XI. INDEMNITY

A,

General Indemnity

Each Party hereto shall indemnify, defend and hold harmless the other Party and
its elected officials, officers and employees from and against any and all lawsuits,
actions, causes of action, claims and damages and any and all court costs and
attorneys’ fees related thereto (“Claims”), in any way arising out of or connected
with the performance or nonperformance of the indemnifying Party’s duties or the
discharge of or failure to discharge that Patty’s obligations hereunder to the
maximum extent permitted by law.

IEUA Specific Indemnity

Without limiting the foregoing indemnity, IEUA hereby agrees to indemnify,
defend and hold harmless TVMWD, Metropolitan and Watermaster, their elected
officials, officers and employees from and against any and all Claims, in any way
ansing out of or connected with the Program, including any Claims by DWR or
any other branch, agency or department of the State of California in connection
with the Program (except for a breach of the DWR Funding Letter attributable to
Metropolitan) or breach of its obligations hereunder, or otherwise to the extent of
such Party’s responsibility hereunder or to the extent that such Party caused or
exacerbated such or other Claimgs).

TVMWD Specific Indemnity

Without limiting the foregoing indemnity, TVMWD hereby agrees to indemnify,
defend and hold harmless IEUA, Metropolitan and Watermaster, their elected
officials, officers and employees from and against any and all Claims, in any way
arising out of or connected with the Program, including any Claims by DWR or
any other branch, agency or department of the State of California in connection
with the Program (except for a breach of the DWR Funding Letter attributable to
Metropolitan) or breach of its obligations hereunder, or otherwise to the extent of
such Party’s responsibility hereunder or to the extent that such Party caused or
exacerbated such or other Claim(s).

Watermaster Specific Indemnity

Without limiting the indemnity in clause(A) above, Watermaster hereby agrees to
indemnify, defend and hold harmless Metropolitan and IEUA and TVMWD, and
their elected officials, officers and employees from and against any and all
Claims, in any way arising out of or connected with the Program, including any
Claims by DWR or any other branch, agency or department of the State of
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California in connection with the Program (except for a breach of the DWR
Funding Letter attributable to Metropolitan or IEUA s and TVMWD’s breach of
its obligations hereunder), or otherwise to the extent of Watermaster’s
responsibility hereunder or to the extent that it caused or exacerbated such
Claim(s).

Metropolitan Specific Indemnity

Without limiting the indemnity in clause (A) above, Metropolitan hereby agrees
to indemnify, defend and hold harmless IEUA and TVMWD and Watermaster,
their elected officials, officers and employees from and against any and all Claims
arising out of or connected with a failure under or breach of the DWR Funding
Letter by Metropolitan, or otherwise to the extent of Metropolitan’s responsibility
hereunder or to the extent that it caused or exacerbated such or other Claimg(s).

XII. INSURANCE

A.

General Required Coverages

TEUA and TVMWD through agreement with their respective Operating Parties
shall procure, pay for and keep in full force and effect, at all times during the term
of this Agreement the following insurance (to the extent not already maintained
by IEUA and TVMWD or their respective Operating Parties):

1. Commercial general liability insurance insuring IEUA and TVMWD
against liability for personal injury, bodily injury, death and damage to
property (including the Facilities) arising from IEUA’s and TYMWD’s
performance under this Agreement. Said insurance shall include coverage
in an amount equal to at least Five Million Dollars ($5,000,000), and shali
contain “blanket contractual liability” and “broad form property damage”
endorsements insuring IEUA's and TVMWD’s performance of its
obligations to indemnify Metropolitan as set forth herein (the “CGL
Insurance”); and

2. Pursuant to Section 3700 of the California Labor Code, workers’
compensation insurance with employer’s liability in the amounts required
by any applicable laws (the “Workers’ Compensation Insurance”).

3. IEUA and TVMWD will provide proof of automobile liability insurance
as required by the State of California Department of Motor Vehicles.

Specific Policy Requirements
Each policy of insurance required to be carried pursuant to this Agreement:

(1) shall, except with respect to Worker’s Compensation Insurance, name
Metropolitan as an additional insured; (2) shall be in a form reasonably
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satisfactory to Metropolitan; (3) shall be carried with companies reasonably
acceptable to Metropolitan; (4) shall provide that such policy shall not be subject
to cancellation, iapse or change except after at least thirty (30) days prior written
notice to Metropolitan, and (5) shall, except with respect to the Environmental
Liability Insurance required under clause (D)below, be on an “occurrence” basis
and not on a “claims-made” basis.

Deductibles/Seif-Insurance.

The insurance required by this Section XII may contain deductibles or self-
insured retentions. TEUA and TVMWD through agreement with their respective
Operating Parties shall be solely responsible for any such deductibles and/or self-
insured retentions applicable to the coverages specified in Section XII(A).
Metropolitan, at its option, may require IEUA and TVMWD to secure a surety
bond or an itrevocable and unconditional letter of credit in order to ensure
payment of such deductibles or self-insured retention. Insurance policies that
contain deductibles or self-insured retentions in excess of $25,000 per occurrence
shall not be acceptable without the prior approval of Metropolitan.

l. Insurance Certificates.

Metropolitan reserves the right to require certified complete copies of any
insurance certificates required by this Agreement but the receipt of such
certificates shall not confer responsibility upon Metropolitan as to
sufficiency of coverage.

2, Acceptability of Insurers

All insurance required by this Agreement shall be placed with insurers
admitted to transact business in the State of California for the applicable
class of insurance, as required by §700 of the California Insurance Code.
Each insurer shall have a current Best Insurance Guide rating of not less
than AVTI, unless a lower rating is approved in writing by Metropolitan.
Similarly, each self-insurer (including, if applicable, IEUA, TVMWD
and/or its Operating Parties) shall have a self-insured liability program that
is based upon excess liability policies rated at AVTI or higher, uniess
otherwise approved in writing by Metropolitan.

Environmental Liability Insurance

If ITEUA, TVMWD and Metropolitan agree to procure environmental liability
insurance, IEUA and TVMWD shall obtain and Metropolitan shall pay 50% of
the cost of the policy of environmental liability insurance that, at a minimum,
shall cover: (1) the costs of on-site and off-site clean-up of pollution conditions
relating to or arising from the Program (including natural resource damages,
changes in water quality regulatory requirements and/or changes in the quality of
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water in the basin below original water quality readings); and (2) losses resulting
from tort claims for bodily injury and property damage resulting from pollution
conditions relating to or arising from the Program. Such insurance shail have
limits of liability and terms and conditions (including premiums) reasonably
approved by Metropolitan. Notwithstanding the foregoing, if Metropolitan
reasonably agrees that, despite IEUA’s and TVMWD's good faith and diligent
efforts to obtain such environmental liability insurance, the coverage required
herein is not available on commercially reasonable terms, [EUA and TVMWD
shall obtain the coverage that most closely approximates the coverage required
herein that is available on commercially reasonable terms or consider other risk
financing alternatives. Metropolitan shall pay 50% of the cost of any such
alternative coverage or risk financing alternative selected by IEUA and TVMWD,
provided that the terms and conditions (including premiums) have been
reasonably approved by Metropolitan.

For purposes of this Section XII(B), the “costs” of environmental liability
insurance, alternative coverage or risk financing alternatives to be shared by the
parties as provided in the prior paragraph shail include (1) insurance premiums
and other up-front or periodic costs of coverage; (2) deductibles payable in
connection with claims; and (3) any out-of-pocket costs (including court costs,
attorneys’ fees and other litigation expenses) incurred in connection with
enforcement or collection under the policy, alternative coverage or other risk
financing alternative.

XIII. DISPUTE RESOLUTION; DEFAULTS AND REMEDIES

A,

Dispute Resolution

If any dispute arises between or among the Parties regarding interpretation or
implementation of this Agreement (or the Operating Committee is unable to reach
agreement on a matter being considered by it), the Parties will endeavor to resolve
the dispute by using the services of a mutually acceptable consultant. The fees
and expenses of the consultant shall be shared equally by the Parties. Except for
disputes relating to exercises of Metropolitan discretion pursuant to Sections
V(C); VIKA); VII(C); VII(D); XII(A) and XHI(B), if a consultant cannot be
agreed upon, or if the consultant’s recommendations are not acceptable to all
Parties (or, in the case of the Operating Committee, to the members thereof), and
unless the Parties (or members of the Operating Committee) otherwise agree, such
dispute shall be settled by arbitration in accordance with the Rules of the
American Arbitration Association in the County of Los Angeles, California. The
arbitration panel acting pursuant to said ryles may order any legal or equitable
relief permitted by California law, including, without limitation, (1) declaratory
and injunctive relief, (2) SPECIFIC PERFORMANCE OF THE TERMS,
CONDITIONS AND OBLIGATIONS OF THIS AGREEMENT, (3)
monetary liability, or (4) any other reiief (including, without limitation,
termination of this Agreement, as set forth in Section XIII(B) below) consistent
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with the purposes of this Agreement and applicable to the matter. The arbitration
panel shall also be empowered to make final and binding determinations with
respect to matters before the Operating Committee, where the members of the
Committee were unable to reach agreement. Judgment upon the award rendered
by the arbitration panel may be entered and enforced by any court having
jurisdiction thereof.

Defaults and Remedies

1. Should IEUA or TVMWD, each acting through agreement with its respective
Operating Parties, fail to fully perform in the extraction of Program Water from
the Metropolitan Water Storage Account in accordance with Exhibit G in
response to a call from Metropolitan that has been approved by the Watermaster,
and upon a determination by the Operating Committee that full performance
could and should have occurred, then Metropolitan shall invoice to IEUA or to
TVMWD, as appropriate, water delivered equal to the quantity in acre-feet of
non-performance at two times the Tier 2 full service water rate {or its equivalent,
as determined by Metropolitan in its reasonable discretion) currently then in effect
(“Nonperformance Penalty™).

2. Should the Operating Committee in its review of incomplete performance, as
specified in paragraph B (1) above, determine that unanticipated operational or
water quality considerations precluded full performance, the Operating
Committee shall not recommend to Metropolitan that the Nonperformance
Penalty be assessed. In such case, IEUA or TVMWD, whichever is the
responsible Member Agency, shall work with the nonperforming Operating Party
to promptly set out a mutually agreeable course of action and schedule to correct
the deficiency and present such to the Operating Committee for its concurrence.
Future nonperformance outside of the agreed-upon schedule (provided that the
Operating Committee has concurred with such schedule) would be subject to the
Nonperformance Penalty.

Termination

L. Notwithstanding anything to the contrary herein, upon a breach of any
provision of this Agreement by IEUA, TVMWD or Watermaster or any of
them, Metropolitan may terminate this Agreement as to the breaching
Party, by written notice to IEUA, TVMWD and Watermaster. Upon such
termination, the breaching Party shall be required to reimburse
Metropolitan for all Program Funds advanced to such Party by
Metropolitan pursuant to this Agreement. Further, Metropolitan may
require the breaching Party to purchase in equal installments over a 5-year
period, at Metropolitan’s then applicable full-service rate (orits
equivalent, as determined by Metropolitan in its reasonable discretion), the
balance of any water then identified in the Metropolitan Water Account.
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Upon full reimbursement and payment of the amounts required pursuant to
this Section XITI(C), this Agreement shall be fully terminated as to the
breaching Party.

2. Notwithstanding anything to the contrary herein, upon a breach of any
provision of this Agreement by Metropolitan, IEUA and TVMWD may
terminate its participation in this Agreement by written notice to
Metropolitan. Upon such termination, the terminating Party shall be
responsible to purchase in equal installments over a 5 year period, at
Metropolitan’s then applicable full-service rate (or its equivalent as
determined by Metropolitan in its reasonable discretion), the balance of
any water then identified in the Metropolitan Storage Account,

Remedies Are Cumulative

The rights and remedies of the Parties are cumulative, and the exercise by any
Party of one or more of such rights or remedies shall not preclude the exercise by
it, at the same or different times, of any other rights or remedies for the same
breach or any other breach by the other Party.

XIV. FORCE MAJEURE EVENTS

A,

Excuse to Performance

In addition to specific provisions of the Agreement, lack of performance by any
Party shall not be deemed to be a breach of this Agreement, where delays or
defaults are due to acts of God, or the elements, accident, casuaity, labor
disturbances, unavailability or delays in delivery of any product, labor, fuel,
service or materials, failure or breakdown of equipment, strikes, lockouts, or other
labor disturbances, acts of the public enemy, orders or inaction of any kind from
the government of the United States, the State of California, or any other
governmental, military or civil authority (other than Metropolitan, IEUA,
TVMWD or Watermaster), war, insurrections, riots, epidemics, landslides,
lightning, droughts, floods, fires, earthquakes, arrests, civil disturbances,
explosions, freight embargoes, lack of transportation, breakage or accidents to
vehicles, or any other inability of any Party, whether similar or dissimilar to those
enumerated or otherwise, which are not within the control of the Party claiming
such inability or disability, which such Party could not have avoided by
exercising due diligence and care and with respect to which such Party shall use
all reasonable efforts that are practically available to it in order to correct such
condition (such conditions being herein referred to as “Force Majeure Events™).

Responding toe Force Majeure Events

The Parties agree that in the event of 2 Force Majeure Event which substantially
interferes with the implementation of this Agreement, the Parties will use their
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best efforts to negotiate an interim or permanent modification to this Agreement
which responds to the Force Majeure Event and maintains the principles pursuant
to which this Agreement was executed,

XV. MISCELLANEOUS

A,

Entire Agreement

This Agreement constitutes the entire agreement between the Parties pertaining to
the matters provided for herein and, except as herein provided, supersedes all
prior and/or contemporaneous agreements and understanding, whether written or
oral, between the Parties relating to the matters provided for herein.

Interpretation

The Parties have participated in the drafting of this Agreement and the Agreement
shall not be construed for or against any Party, The language in all parts of this
Agreement shall be in all cases construed simply according to its fair meaning and
not strictly for or against any of the Parties hereto and Section 1654 of the Civil
Code has no application to interpretation of this Agreement. In addition, this
Agreement shall be construed to the maximum extent possible in conformance
with Prop. 13, the DWR Funding Letter, the IRP, the Groundwater Storage
Principles, the RFP, and the Proposal. Notwithstanding anything to the contrary
herein, to the extent this Agreement conflicts with the RFP and/or Propaosal, this
Agreement shall control.

Further Assurances

Each Party, upon the request of the other, agrees to perform such further acts and
to execute and deliver such other documents as are reasonably necessary to carry
out the provisions of this instrument.

Counterparts

This Agreement, and any document or instrument entered into, given or made
pursuant to this Agreement or authorized hereby, and any amendment or
supplement thereto may be executed in two or more counterparts, and by each
party on a separate counterpart, each of which, when executed and delivered, shail
be an original and all of which together shall constitute one instrument, with the
same force and effect as though all signatures appeared on a single document.
Any signature page of this Agreement or of such an amendment, supplement,
document or instrument may be detached from any counterpart without impairing
the legal effect of any signatures thereon, and may be attached to another
counterpart identical in form thereto but having attached to it one or more
additional signature pages. In proving this Agreement or any such amendment,
supplement, document or instrument, it shall not be necessary to produce or

35



March 28, 2003 DRAFT

account for more than one counterpart thereof signed by the Party against whom
enforcement is sought,

Assignment

No Party shall transfer this Agreement, in whole or in part, or any of its interests
hereunder, to any other person or entity, without the prior written consent of the
other Parties. Any attempt to transfer or assign this Agreement, or any privilege
hereunder, without such written consent shall be void and confer no right on any
person or entity that is not a Party to this Agreement. Nothing contained herein
shall prevent the Parties from subcontracting for the performance of obligations
hereunder, provided, however, no such subcontracting shall relieve the Parties
from the performance of their respective obligations hereunder,

Venue

Any legal actions initiated pursuant to this Agreement or otherwise with respect to
its subject matter must be instituted in the Superior Court of the County of Los
Angeles, State of Califomia, or in the Federal District Court in the Central District
of California.

Governing Law; Aftorneya Fees and Costs

The laws of the State of California shall govern the interpretation and
enforcement of this Agreement. The non-prevailing party in any claim, suit or
other action, including use of the dispute resolution as provided for in Section
XHKA), brought by such party shall pay to the prevailing party the costs of such
prevailing party’s attorneys fees and expenses and ali other costs and expenses
incurred by the prevailing party in defense of such action.

Notice

Formal written notices, demands, correspondence and communications between
the Parties authorized by this Agreement shail be sufficiently given if personaily
served or dispatched by registered or certified mail, first-class, postage prepaid,
return receipt requested, to the Parties as follows:

To IEUA: Inland Empire Utilities Agency
General Manager
P.0O. Box 697
Rancho Cucamonga, CA 91729

To TVMWD: Three Valleys Municipal Water District
General Manager
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1021 E. Miramar Avenue
Claremont, CA 91711

To Watermaster: Chino Basin Watermaster
Chief Executive Officer
8632 Archibald Avenue, Suite 109
Rancho Cucamonga, CA 91730

To Metropolitan: The Metropolitan Water District
of Southern California
Chief Executive Officer
700 No. Alameda Street
Los Angeles, California 90012

Such written notices, demands, cormespondence and communications may be sent
in the same manner to such other persons and addresses as either Party may, from
time to time, reasonably designate by mail as provided in this Section. Notice
shall be deemed given when received by mail or when personally served.

Successors

This Agreement shall bind and inure to the benefit of the Parties, and their
respective successors and assigns.

Severability

Should any provisions of this Agreement prove to be invalid or illegal, such
invalidity or illegality shall in no way affect, impair or invalidate any other
provisions hereof, and such remaining provisions shall remain in full force and
effect; provided, however, if the illegality or invalidity of any provision
undermines the intent of the Parties, then the Parties shall attempt in good faith to
amend the agreement in order to fulfill the intent of the Parties. If the Parties are
unable to so amend the Agreement, then the Agreement shall terminate and be of
no further force or effect.

Time is of the Essence

Time is of the essence with respect to the performance of every provision of this
Agreement in which time of performance is a factor.

Amendment

This Agreement may be amended only in writing duly executed by the Parties
hereto. Notwithstanding the foregoing, individual items listed in Exhibit 1 are
subject to adjustment pursuant to the procedure set forth in Exhibit H.
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{Remainder of Page Intentionally Blank — Signature Pages Follow]
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IN WITNESS WHEREOF, the Parties have caused this Agreement to be

executed as of the date first set forth above.

THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

By:

Ronald R. Gastelum
Chief Executive Officer

Date:

INLAND EMPIRE UTILITIES AGENCY

By:

Richard Atwater
General Manager

Date:

THREE VALLEYS MUNICIPAL WATER
DISTRICT

By:

(Name)
General Manager

Date:

CHINO BASIN WATERMASTER

By:

{Name}

Watermaster

Date:
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APPROVED AS TO FORM:
Jeffrey Kightlinger
General Coungel

By:

(Name)
Asgistant General Counsel

Date:

APPROVED AS TO FORM:

By:

(Name)

General Counsel

Date:

APPROVED AS TO FORM:
By:

(Name)

General Counsel

Date:

APPROVED AS TO FORM:

By:

{(Name)

General Counsel

Date:




EXHIBIT A

DWR FUNDING LETTER



Exhibit B

REQUEST FOR PROPOSAL



Exhibit C

THE PROPOSAL



Exhibit D

METROPOLITAN AWARD LETTER



Exhibit E

PROCEDURE FOR INITIAL CALCULATION OF
METROPOLITAN STORAGE ACCOUNT



Exhibit E is to itemize a pre-existing storage account to be rolled over into the conjunctive use Program
Metropolitan Storage Account. This rollover water is to be called and sold to IEUA on a first in/first out
basis. The applicable water rate to be paid for each rolled over account is specified in this exhibit, as is

the responsibility for extraction costs, facility maintenance fees, efc.

Responsibility
Quantity of | Water Rate to be Paid for Costs:
Water Water when called under this | Electrical and Losses
Account | Transferred| Agreement for firm Operation &
(Acre-feet) delivery Maintenance
Costs
Trust St Untreated replenishment rate
Tust wtorage 4,739 at the time the water is called IEUA None
Account :
under this Agreement
Losses
Trast St Untreated firm rate at the asmgnted att
rust Storage X' time the water is called under Metropolitan same rate as to
Account . other storage
this Agreement . :
water in Chinol
Basin

! Acre-feet of water stored by Metropolitan in the Chino Basin with the authorization of the
Watermaster during the period beginning March 1, 2003 through the Effective Date.



Exhibit F

ACCOUNTING METHODOLOGY

Annual Operating Plan

Commencing upon the Effective Date of this Agreement and thereafter prior to the beginning of
each fiscal year, the Operating Committee will develop an Annual Operating Plan to forecast
IEUA’s and TVMWD's operations for the coming year in terms of groundwater production and
imported water delivery absent the Program, as well as intended storage through in-lieu
deliveries, injection and direct spreading, and extraction. Deliveties to the Metropolitan Storage
Account through in-lieu deliveries, injection, or direct spreading will be determined using
methodologies detailed in this Exhibit F.

The Annual Operating Plan must refiect IEUA's and TYMWD’s monthly operations in terms of
groundwater production and imported water deliveries absent the Program. If water is to be
stored through direct injection or spreading or in-lieu deliveries, the Annual Operating Plan must
indicate the months when the deliveries to the Chino Basin are expected to occur. If water is to
be extracted, the operating schedule must reflect the amount of imported water that will be
delivered from the Metropolitan Storage Account each month.

Upon call by Metropolitan for storage or extraction, the Operating Committee shall prepare a
revision to the Annual Operating Plan for submission to Metropolitan, IEUA, TVMWD, and
Watermaster, which would indicate the revised monthly storage or extraction amounts for the
Metropolitan Storage Account. Metropolitan shall invoice for extracted Stored Water Delivery
on a monthly basis at the firm water rate minus pumping and Operations and Maintenance Costs,
according to the revised Annual Operating Plan. Any adjustments to the quantities billed shall
be made during the year-end reconciliation.

Calculation of Sterage and Extraction

IEUA and TYMWD shall account for all water stored and extracted in the Chino Basin by their
respective subagencies and each submit its certification of these total amounts and the subset of
these amounts achieved for the Metropolitan Storage Account. IEUA and TVMWD shall each
submit this certification to Metropolitan and the Watermaster on a monthly basis. At the end of
each fiscal year, IEUA and TVMWD shall perform an annual assessment of total storage and
extraction and the subset achieved for the Metropolitan Storage Account. Any adjustments to
the monthly submittals shall be provided by IEUA to Metropolitan and to the Watermaster in a
timely manner for consideration in the preparation of the Watermaster’s annual report.

All accounting for the Metropolitan Storage Account shall conform to the following unless
otherwise agreed by Metropolitan, IEUA, TVMWD, and Watermaster:



a. Initial storage balance upon execution of this Agreement shall be consistent with Exhibit E
“Procedure for Initial Calculation of Metropolitan Storage Account”. This initial storage balance
is firm water to be billed at the rate designated in Exhibit E upon its extraction. This water,
when extracted, shall be part of IEUA’s firm water allocation pursuant to the rate structure. This
water shall be first in, and first out of the Metropolitan Storage Account.

b. All other water delivered to the Metropolitan Storage Account shall be “new wet-water
storage” to the Chino Basin, and not accomplished through an accounting transfer of pre-existing
storage. New storage is achieved through demonstrated in-lieu delivery spreading, or injection
of imported water supplied by Metropofitan.

¢. Monthly amounts certified by IEUA or TVMWD as in-lieu storage cannot exceed:

1. extraction capacity available within IEUA’s or TVMWD’s service area in the month
certified, and

2. amount of firm water purchased by IEUA or TVMWD from Metropoiitan in the
month certified.

In-lien storage amount will be equal to the difference between the amount pumped during the
year and the sum of the pumping rights, but in no case shall be larger than the quantity of water
purchased from Metropolitan or the pumping capacity.

Within two months following the formal issuance of Watermaster’s annual report, the Operating
Committee shall perform an annual reconciliation of Metropolitan and IEUA’s and TVMWD’s
records with the Watermaster report with respect to total storage and/or extraction from the
Metropelitan Stotage Account and Metropolitan’s water billing inclusive of credits for the
Operation and Maintenance Costs and Electrical Costs, and prepare any needed paperwork for
adjustments to the billing.



Exhibit G

Chino Basin Conjunctive Use “Dry Year” Storage Project
Performance Criteria

Metropolitan may, on fifteen (15) days notice, require Program Agency to meet the objectives of
the project as follows:

1) IEUA and TVMWD agree to reduce imported water deliveries by approximately
33,000 AF from the preceding 12 month period during the next 12 month period; and

2) IEUA, TVMWD and Chino Basin Watermaster through their agreements with
Operating Parties will cause to be pumped during the next 12 months 33,000 AF from
the Mefropolitan Storage Account; and

3) Chino Bagin pumping by the Operating Parties in the Dry Year program within the
Chino Basin appropriative pool will increase over the previous year by 33,000 AF.

All three performance targets do not need to be met precisely ( + or — 10 percent.) Asan
example, IEUA and TVMWD would meet the objectives of the program if all three of the
following occurred:
30,000 AF Reduced imported full service deliveries when compared to the preceding
12 months.
31,000 AF  Pump from Metropolitan Storage Account.
34,000 AF  Increase pumping by Operating Parties, when compared to the preceding
year.

However, the Operating Committee may mutually agree that performance targets are met even
though a performance target is not met(a scenario when retail conservation were to exceed 15 -
25 percent or if other local supplies were developed, e.g., dramatic increase in recycled water
use, may reduce the opportunity for the retail agencies to pump 33,000 AF from the Metropolitan
Storage Account.) In this case, the Operating Committee would need to agree on the variance
procedures for accepting a modified performance target after the episode. It should be generally
agreed that additional use and production of all local supplies native to the Chino Basin area
should not be restricted or cause IEUA, TVMWD or Chino Basin Watermaster (or the Operating
Parties) to be out of compliance of the performance target. It should also be agreed that if [EUA
and TVMWD retailers demand firm water from Metropolitan over the twelve month period, the
pumped water would come from the Metropolitan Storage Account up to 33,000AF.

The objective of the program is to provide 33,000 acre-feet of additional pumping capacity in the
Chino Basin for dry year use, to allow Metropolitan, IEUA and TVMWD the flexibility to utilize
the Facilities in the most efficient manner possible (including normal year and wet years) and to
ensure that upon a call of Metropolitan’s stored water, Facilities will be used to provide an
additional supply of water to meet [IEUA’s and TVMWD’s needs. A partial call wili be
addressed through a pro rata performance of all three objectives .



Exhibit H

DESCRIPTION OF PROGRAM FACILITIES & OPERATING PARTIES

[NOTE: Need to include updated list of Operating Parties, the Facilities to be constructed, operated and
maintained by each, the yield to be produced by each, and the funding amount and source allocated to
each. IEUA to provide final version of exhibit.]

Agency Facility Name Loatin 7

Southwest A | Phillips Bivd & Central Ave

. : Southwest A .
City of Chino alternative Benson Ave, south of Francis St
Northwest B Palo Verde St & Benson Ave
. . . Southwest C State St & Ramona Ave
City of Chino Hills Southwest D Chino Hills Pkwy & Ramona Ave
cCwD North Central | Apricot St & Amethyst Ave
Monte Vista Ave, btwn Phillips Blvd &
MVWD Southwest B Grand Ave
Northwest B Palo Verde St & Benson Ave
City of Ontario Central Cucamonga Ave, btwn Fourth St & | St
City of Pomona West First St & San Lorenzo St
City of Upland Northwest A Ninth Ave, west of Mountain Ave
CCWD 2 East Ave & |-15 Fwy
MVWD 1 Monte Vista Ave & Richion St
1 Monte Vista Ave & Richton St
1 Seventh St & Grove Ave
1 1150 Hellman Ave
. - 1 Concours & Milliken Ave
City of Ontario 1 1335 Holt Bivd
1 G St & Grove Ave
1 Belimont St & Grove Ave
1 Jurupa St & Dupont Ave
Eight St, btwn San Antonio Ave &
SAWC 1 Euclid Ave




*City of Ontario will select four of the seven listed well sites

The foregoing list is a preliminary list based on reasonable expectations of the Parties as of the Effective
Date. Individual items on this Exhibit H may be adjusted from time to time by written notice from IEUA
or TVMWD, as applicable, and Watermaster to Metropolitan. Each such notice shall specify the items to
be adjusted and the amount of adjustment and shall certify to Metropolitan that after making such
adjustment the Operational Capacity Thresholds continue to be met. Each notice which meets the
requirements of this paragraph shall modify this Exhibit H to the extent provided in the notice.
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