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Ms. S. Gail Goldberg
Director of Planning

City Planning Department
Room 525, City Hall

200 North Spring Street
Los Angeles, CA 90012

Dear Ms. Goldberg:

Subject: Water Supply Assessment for the Mangrove Estates Mixed Use Development
Project

The Los Angeles Board of Water and Power Commissioners adopted the Water Supply
Assessment for the Mangrove Estates Mixed Use Development Project (Project) at its

January 19, 2010 meeting. Enclosedi py of the adopted Resolution No. 010 199 .
and Water Supply Assessment ;

The proposed Project site is within the Central City North Community Plan. The
proposed Project area is located adjacent to the new Little Tokyo/Arts District Gold Line
light rail transit station and is generally bounded by Temple Street on the north,
Alameda Street on the west, First Street on the south, and Hewitt Street on the east.

‘The Project will consist of approximately 22,000 square feet of cocktail bar,
approximately 22,000 square feet of coffee house (1,467 seats), approximately 20,100
square feet of nightclub dancing area, approximately 525,000 square feet of office
space with cooling tower, approximately 528 residential units including 83 live/work
units, approximately 22,000 square feet of restaurant space (1,467 seats),
approximately 113,800 square feet of retail use, and parking primarily in subterranean

(structure} levels.

This Water Supply Assessment will no longer be valid if modifications to the
Project require greater water demand than stated. A revised Water Supply .
Assessment will then be required, which the developer must request through the
City Planning Department.

The City Planning Department has acknowledged that all new projects in the City may
be subject to additional requirements as a condition of water service, including a
potential future fee to fund expansion of the recycled water program. The City Planning

. Department has also acknowledged that the issuance of a Water Supply Assessment
does not exempt the Project from this potential future fee.

Water and Power Conservation ...a way of life
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In an effort to maximize water-use efficiency within the City, the Los Angeles
Department of Water and Power (LADWP) has discussed with the City Planning
Department to encourage additional water conservation measures for this Project. The
water conservation measures listed below that will be implemented on the Project are in
addition to those required by law. A written commitment of the Project’'s water
conservation plans submitted by the City Planning Department is included in

Appendix B of the Water Supply Assessment.

Water Conservation Measures for

the Mangrove Estates Mixed Use Development Project
* Toilets - High Efficiency with flush volume of 1.0 galions of water per flush
+ Clothes washers (Residential) - High Efficiency with water savings factor of 4.0 or less
+ Urinals - Waterless
+ Showerheads - No more than one showerhead per stall
* Rotating sprinkler nozzles for landscape irrigation - 0.5 gallons per minute
+ Weather-based irrigation controllers
+ Drought tolerant plants - 40% of total landscaping
+ Clothes washers (Commercial) - High Efficiency with water savings factor of 7.5 or less
« Domestic water heating system located close proximity to point(s) of use
* Individual metering and billing for water use
« Tankless and cn-demand water heaters
'+ Cooling tower conductivity controllers or cooling tower pH conductivity controllers
+ Water-saving pool fitter &
+ Leak detection system for swimming pools and Jacuzzi
* Drip/Subsurface irrigation (micro-irrigation)
« Micro-spray : ' _
* Proper hydro-zoning {groups planis with similar water requirements together)
= Zoned irrigation
* Landscaping contouring to minimize precipitation runoff
* Rainwater Harvesting ‘
+ Faucets - all indoor faucets (other than City Ordinance No.180822 requirements) with flow rate of 1.5
gallons per minute or less
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LADWP requests that the City Planning Department make implementation of these
water conservation commitments a part of the approval process for this Project.

if you have any questions, please contact me at (213) 367-1338, or have a member of
your staff contact Mr. Thomas M. Erb, Director of Water Resources, at (213) 367-0873.

Sincerely,

&m ‘QM’/’TMA

S. David Freeman
Interim General Manager

JLH/TOM:Isf

Enclosures

c/enc: Ms. Patricia Diefenderfer, City Pianning Depar’tment\/
Mr. Thomas M. Erb






RESOLUTIONNO. 010 185

WHEREAS, on Novéember 5, 2009, the Los Angeles Department of City Planning . |

" (Planning Department), requested LADWP to conduct a Water Supply Assessment for
the Mangrove Estates Mixed Use Development Project (Project) pursuant to California
.Water Code Sections 10910-10915; and . SR

‘WH$REAS, the proposed Projectwill develop a property historically referred to as the
“Mangrove Estates” within the Central City North Community Plan for commercial, retail,
and residential land uses; and o > o

WHEREAS, LADWP h_és prepared a Water Supply Assessment for thé Project in
compliance with California Water Code Sections 10910-10815; and ‘ -

WHEREAS, LADWP estimates the annual increase in water demand from the Project
site to be 273 acre-feet based on review of information.submitted by the Plarining
Department; and ' o : ' ' : g -

WHEREAS, the Planning Depariment, the lead agency for the Environmental Impact
. Repott, has agreed 1o impose additional conservation measures for the proposed

. Project, as desciibed in the Water Supply Assessment, that are in addition to those
" required by law; and : ' -

- WHEREAS, lssuande of the Water;Su;jpi'yi Assessment does not exempt this Project
 from any future fees established by LADWP for recycled water infrastructure

“improvements; and
WHEREAS; the Planning Department acknowledges that all new projects in the City.of -
Los Angeles may be subject to additional requirements as a condition of water service,
including a potential future fee to.fund expansion of the recycled water program. The
Planning Department ackriowledges that the issuance of a Water Supply Assessment
‘does not exempt the Project from this potential future fee; and S

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

WHEREAS, the _pr_oje'cted' water -3amand éésociated with the Project is within the"rarige
of water demand projections anticipated in the City of Los Angeles’. Year 2005 Urban
' Watei‘ Management Plan; and. : ' B ‘ o

WHEREAS LADWP anticipates that its préj'_ééted water supplies available during
‘normal, single-dry, and multiple-dry water years as included in the 25-year projection
.. contained in its 2005 Urban Water Manadgement Plan can accommedate the projecied



~water demand associated with the Project, in addmon ’:o the existing’ and planned future-
demands on LADWP; and - :

WHEREAS, the Board of Water and Power Commlssmners (Board) has adopted
Shortage Year Rates for water service effective June 1, 2008, which rates are expected
to remain in effect until the water supply currently ava;lable to the City is found sufficient
_+ for normal demands. The Board firids that the City's current water shortage isa
_ transitory event consistent with historical multiple dry—year water cycles accounted forin

.. the 2005 Urban Water Management Plan. The Board further finds that the price signals .

contained in the Shortage Year Rates will result in reduced Cn:y~wxde demands
sufficient to meet the. pro;ected water demands of the Clty

NOW, THEREFO RE BE IT RESOLVED that the Board finds that LADWP can provide
- sufficient domestic water supplies to the Project and approves the Water Supply .

Assessment prepared for the Project, now on file with the Secretary of the Board, and

directs that the Water Supply Assessment and & certified copy of this resolution be

) transmltted to the Plannmg Department

I HEREBY CERT%FY that the foregomg isa fu[i true and correct copy ofa resolution
" adopted by the Board of Water and Power Commlss:oners of the City of Los Angeies at

its meeitng heEd A1 g 700

‘@@&mé‘ﬂ%&mf

Secretary

~

ARPROVED AS'TO FORM AND LEGALITY
) CARMFN A TRWN]CE’? OITY ATTORNEY

€29 2009
W

S. DAVID HOTCHKISS
ASSISTANT CITY ATTORNEY .




WATER SUPPLY ASSESSMENT

FOR THE MANGROVE ESTATES
MIXED USE DEVELOPMENT

Prepared by:
Water Resources Division

January 18, 2009






WATER SUPPLY ASSESSMENT — THE MANGROVE ESTATES MIXED USE DEVELOPMENT

Table of Contehts

TADIE OF COMENS c.... e eoeveeeeaereeeoeereeererem s oo aeeeeemeeseeeseereeeeeemen s seeeseemesereeeeseesseesssenen 2

EaiigeTo 11 o 11u] o O U SO S PR 4
13T £ o - SR 4 |

Project Descriplion............ccnn. e U 6

Project Water Demand Estimate..........oooorieiiicie e 6

Woater Demand FOreCast..... .o ettt crcnesss e e p s s 9

LADWP Water Supply Action Plan ... i JUTTURT 10

Short-Term Consenvation SIrategies .........oocecvervrivcrceee e 11

LONg-Term SHalegies . .ot tre e er et s 12

WALEE SUPPHES oo e es s eeeeeseeeeanseaeasnensesesssssnaresessmsessesssnssansessessesnserecsneces 18

Los Angeles AQUEAUCES ... e 19

GrOUNAWEALET et e ca s s n e b e anne 21

Metropolitan Water District of Southem California........cceeiiis, 22

Secondary Sources and Other Considerations ... 26

| 1L O OO O OO OO 28

Findings ........... SO USSR PP S 27

References
- City of Los Angeles Depariment of Water and Power
Urban Water Management Plan Year 2005

Upper Los Angeles River Area Watermaster Repori, dated May 2006
City of Los Angeles Department of Public Works, Bureau of Sanitation
Sewer Generation Rates Table

l.andscape Water Manager Program v1.4, developed by Irrigation Training
and Research Center

California Department of Water Resources California’s Groundwater
Bulietin 118 Update 2003 i

Green Book for the Long-Term Groundwater Management Plan for the
Owens Valley and Inyo County

LOS ANGELES DEPARTMENT OF WATER AND POWER,
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Appéendices

A The Los Angeles Department of City Planning Request for a Water Supply
Assessment letter, dated November 5, 2009 and confirming e-mail dated
November 30, 2009

B.  Water Conservation Commitment Letter

o

Project Location Maps

D. Water Supply Assessmenits Adopted by the LADWP Board of
Commissioners

E. Groundwater Pumping Right Judgments

F. Water Supply Assessment Provisions — California Water Code Section 10910
10915

G. Metropblitan Water District of Southern Caiifornia

T

Water Supply Assessment Checklist
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WATER SUPPLY ASSESSMENT — THE MANGROVE ESTATES MIDUED USE DEVELOPMENT

Introduction

Proposed major projects subject fo certain requirements in the California Water Code
require that the City or County identify any public water system thal may supply water. io
the proposed project and request the public water system to determine whether the
projected water demand associated with the proposed project was included as parf of the
most recenfly adopted Urban Water Management Plan per California Water Code
Section 10910.

The Los Angeles Department of City Planning (Planning Department), serving as the lead
agency for the proposed Mangrove Estates Mixed Use Development Project, has
identified the Los Angeles Depariment of Water and Power (LADWP) as the public water
system that will supply water to the Mangrove Estates Mixed Use Development Project.
In response to the Planning Department's request for a Waler Supply Assessment,
LADWP has performed the assessment contained herein.

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

This Water Supply Assessment has been prepared to meet the applicable requirements
of state law as set forth in California State Water Code Sections 10210-10915.
Significant references and data for this assessment are from the City’s 25-year water
resource plan, entitied City of Los Angeles Department of Water and Power 2005 Urban
- Water Management Plan (UWMP). The UWMP is incorporated by reference and is
available for review through LADWP’s website, www ladwp.com.

| Findings

The proposed Mangrove Estates Mixed Use Development Project (Project) is estimated
to increase water demand within the site by approximately 273 acre feet (AF) annually
based on review of information submitted by the Planning Department. The Planning
Depariment has committed to requiring implementation of additional water conservation
measures that are beyond those required by law.

The Planning Depariment has acknowledged that all new projects in the City of Los
Angeles may be subject to additional requirements as a condition of water service,
including a potential future fee to fund expansion of the recycled water program. The
Planning Depariment has also acknowledged that the issuance of a Water Supply
Assessment does not exempt the Project from this polential future fee.

LOS ANGELES DEPARTMENT OF WATER AND POWER 4



WATER SUPPLY ASSESSMENT — THE MANGROVE ESTATES MIXED USE DEVELOPMENT

LADWP's Water Supply Assessment finds that adequate water supplies will be available
to meet the water demands of the Project. LADWP anticipates that the projected water
demand from the Project can be met during normal, single-dry, and muitiple-dry water
years, in addition fo the existing and planned future demands on LADWP.

The basis for approving Water Supply Assessments for new developments is the City's
UWMP. LADWP’s water demand forecast as contained in the UWMP uses a long term
demographic projection such as land use, populatlon and employment. The California
Urban Water Management Planning Act requires water suppliers to develop an UWMP
every five years to identify shortterm and long-term water resources management
measures to meet growing water demands during normal, dry, and multiple-dry years.

The LADWP Board of Water and Power Commissioners has adopted Shortage Year
Rates and the Los Angeles City Council has implemented Phase Ill of the Water
Conservation Ordinance, both of which became effective June 1, 2009. Shortage Year
Rates and higher Phases of the Water Conservation Ordinance are expected to remain in
effect until it is determined that the water supply currently available to the City is found
sufficient for normaf demands. It is LADWP staff's judgment that the City's current water
shortage is a fransitory event consistent with historical multiple-dry year water cycles
accounted for in the LADWP’s 2005 Urban Water Management Plan.

The imposition of Shortage Year Rates and Phase Il conservation has reduced demands
consistent with what occurred in 1991, when the City first implemented water rationing
and associated financial penalties for overuse. Water rationing and financial penalties
began in March 1991, and remained in place until May 1992. During this period of time,
customers were required fo reduce water usage by 15 percent. Each customers
allotment of water was 85 percent of their historical usage. Water usage above a
customer’s allotment was a violation of the Ordinance and was billed at the penalty rate.
This action resulted in total City water conservation of approximately 25 percent. The
imposition of Shortage Year Rates and higher Phases of the Ordinance resulted in
reducing the water usage by 14.4-percent in June 2009, 17.2-percent in July 2008, 22.6-
percent in August 2009, 18.5-percent in September 2008, and 19.0-percent in October
2009.

The anticipated water demand from the Project falls within the UWMP’s projected water
supplies for nomal, single-dry, and multiple-dry years through the year 2030 and within
the UWMP’s 25-year water demand growth projection. Therefore, the Mangrove Estates
Mixed Use Development's Water Supply Assessment can be approved based on the fact
that this Project’s water need falls within the scope of the UWMP’s projected increase in
citywide water demands, while anficipating multi-year dry water supply conditions
oceurring at the same time.

LOS ANGELES DEPARTMENT OF WATER AND POWER. 5




WATER SUPPLY ASSESSMENT — THE MANGROVE ESTATES MIXED USE DEVELOPMENT

Project Description

The following project information was obtained from the Planning Department’'s Water
Supply Assessment Request Letter and confirming email {Appendix A).

Project Name: . The Mangrove Estates Mixed Use Development
Lead Agency: - - Planning Department
Planning Community:  Central City North

The proposed Project site is within the Central City North Community Plan. The proposed
Project area is located adjacent o the new Litlle Tokyo/Arts District Gold Line light rail
transit station area of the City of L.os Angeles, and is generally bounded by Temple Street
on the north, Alameda Street on the west, First Street on the south, and Hewitt Street on
the east. The Project consists of approximately 22,000 square feet of cocktail bar,
approximately 22,000 square feef of coffee house (1,467 seats), approximately 20,100
square feet of nightclub dancing area, approximately 525,000 square feet of office space
with cooling tower, approximately 528 residential units including 83 live/work units,
approximately 22,000 square feet of restaurant space (1,467 seats), approximately
113,800 square feet of retail use, and parking primarily in subterranean (structure) levels.

The site intended for development requires a General Plan Amendment and Zone
Change to conform to the density and use of the Project.

This Water Supply Assessment will no longer be valid if modifications to the Project
require greater water demand than staled above. A revised Water Supply Assessment
will then be required, which the developer will need to request through the Planning
Depariment.

Project Water Demand Estimate

The projected water demand increase for the Project is estimated to be approximately
273 AF annually which includes approximately 20 AF of annual water conservation. The
implementation of additional water conservation measures reduced the Project’s potable
water demand by approximately 6.7 percent. Table | shows a breakdown of current and
proposed types of use and the corresponding estimated volume of usage with the
implementation of the conservation measures commitied {o by the Planning Department.
The {ypes of use were derived from the Water Supply Assessment Request Letters in
Appendix A. The Project’s total water demand is based on the projected water use
taking into account the conservation measures planned for implementation on the
proposed Project. Table I estimates the total volume of water conservation based on
conservation measures committed to by the Planning Department.

LO3 ANGELES DEPARTMENT OF WATER AND POWER G



WATER SUPPLY ASSESSMENT - THE MANGROVE ESTATES MIXED USE DEVELOPMENT

TABLE
Mangrove Estates Mixed Use Development Project
Calculated Total Additional Water Demand

Existing Use' Quantify Unit Water Use Existing Water Use
Factor”
{gpdfunit) {gpd) {afty)
Office 19,500  sf 0.15 2,925 3.28
Parking (Surface) 182,225  sf 0.02 3,645 4.08
Existing Totat 6,570 7
i
14 . ., Water Use Base - Water :Efficiancy : -
Proposed Use Quantity ' Unif Factor® Demand R‘%quél'if;‘l?:gts Proposed Water Demand
Savings
{gpdiunif) | (gpd} {gpd} {gpd) (afty)
gfgf"d‘taﬁ' Public Table 22000  sf 050 14,000 637 10,363 11.61
g&iﬁ?ﬁ‘;ﬁﬁiﬁz Serves 1467 seat 30.00 | 44,010 2,548 41,462 48.45
3%‘;}‘:‘;}3;“‘95 of Bar ar 20,100 sf 060 | 12,060 358 11,702 13.11
Office Building with Cooling 535,000 o 018 | 94500 4,938 89,562 160.33
ﬁi’i‘j:‘gé"aﬁ Full Service - 1467 seat 3000 | 44,010 2,548 41,462 46.45
Retall Area 113,900  sf 008| 9112 284 8,828 9.89
Commercial/Office Total 214,692 11,313 203,378 227.83
Residential Apt. - 1 Bedroom M2 du 12000 | 37440 3,805 33,635 37.68
Residential Apt. - 2 Bedroom 133 du 16000 | 21,280 3,357 17,923 20.08
gﬁ%ﬁﬁfzfﬁr&j}%m@"w 62 du 80.00 | 4980 758 4221 473
R ontal ;;"ﬁsf Work (1/4 21 du 25000 | 5,188 253 4,934 553
Residential Total 58,888 8,174 60,714 68.01
Landscaping® Total 52490  sf 3,732 0 3,732 4.18
Total Potahle Water Demand 267,825 300
) Less Existing Use 6570 -f
Less Additional Conservation® 47,16 : -20
Total Additional Water Demand = 243339 gpd 273 afly

! Provided by the City of L.os Angeles Depariment of City Planning.
?Based on City of Los Angeles Department of Public Works, Bureau of Sanitation Sewar Generation Rates fabla.

Uses not listed are estimated by the closest type of use available in the fable,
* L andscaping water use is estimated by Landscape Water Managemant Program vi.4 developed by [rrigation Training and
Research Center of California Polytechnic State University, San Luis Obispo.
4 Water conservation due fo additional conservation commitments agreed by the City of Los Angeles Department of City Planning.

Sea Table il

Abbreviations:
gpd -~ gallons per day

sf - sqquare fest

affy - acre feet peryear  bd - badroom

du - dwelling unit

LOS ANGELES DEPARTMENT OF WATER AND POWER
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Table li
Mangrove Estates Mixed Use Development Project
Esfimated Additional Water Conservation

Conservation Measures. Quantity Uniis Walt:eal;j:}ing Water Saved
{gpdiunit) {gpd) {afly}
Toilet - Commercial/Office 147 ea 5.00 7137 080
Lkinal - Commercial/Office 45 aa 1387 615 0.69
Faucet (Kitchen) 172 ea 1040 1,789 2.00
Clothes Washer 58 ea aA6.00 1,740 1.95
Commercial/Office Conservation Total ' 4,856 544
Toilet - Residential: LiveWork 83 du 1.64 128 0.14
Toilet - Residential: 1 Bd 32 - du 1.54 480 0.54
Toilet - Residential; 2 Bd 133 du 3.85 512 0.57
Kitchen Faucet - Residential: Live/iVork 83 du T 284 235 0.26
Kitchen Faucet - Residential: 1 Bd 312 du 2 84 885 0.99
Kitchen Faucet - Residential: 2 Bd 133 du 7.09 943 1.08
Clothes Washer 595 eg 15.00 7,920 8.87
Residential Conservation Total 11,103 12.44
Weather Based Irrigation Controlfer 121  acre 892.74 1,076 1.21
Drought Tolerant Plants® and Rotating Sprinkier Nozzles 881 0.98
{40% Native Plants of 1.21 acres of landscaping}
Landscaping Total Conservation 1,957 219
Total Water Conserved = 17,916 2007 .

"\Water conservation measures agreed jo by the Los Angeles Department of City Planning. See Appendix B,

2 Based on the Handbook of Water Use and Conservation by Amy Vickers, MWD - Save A Buck Program, and LADWP estimates.

3 Native Plants and rotating sprinkler savings is estimated by Landscape Water Management Program v1.4 developed by
Irrigation Training and Research Center of California Polytechnic State University, San Luis Obispo.

Abbteviations:
gpd - gallons perday  sf-sguare feel  afly - sore feetperyesr  bd-bedroom du - dwelling unit
one acre foot = 325,850 gallons

105 ANGELES DEPARTMENT OF WATER AND POWER 8



WATER SUPPLY ASSESSMENT — THE MANGROVE ESTATES MIXED USE DEVELOPMENT

Water Demand Forecast

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

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

The UWMP is updated every five years as required by California law. This process
entails, among other requirements, an update of water supply and water demand
projections for water agencies. In the 2010 update LADWP will develop a revised
demand forecast that will factor in the water demand for which all Water Suppiy
Assessments have been prepared in addition to future demands. Water supply planning
will be based on meeting these long-term demands.

Efforts are underway to increase water recycling, further conserve local stormwater
runoff, and expand LADWP’'s water conservation program to decrease reliance on
imported water for future demand. The City plans o meet all future increases in water
demand through a combination of water conservation and water recycling as explamed in
LADWP’s Water Supply Action Plan. :

Collaboration between LADWP and the Metropolitan Water District {(MWD) is critical in
ensuring that the City’s anticipated water demands are incorporated into the development
of MWD’s long-term Integrated Regional Plan (IRP). MWD's IRP directs a continuous
regional effort to develop regional water resources involving all of MWD's member
agencies.  Successful implementation of MWD’s IRP has resulted in reliable
supplemental water supplies for the City from MWD, '

State law further regulates distribution of water in exireme drought conditions.
Section 350-354 of the California Water Code states that when a governing body of a
distributor of a public water supply declares a water shortage emergency within its
service area, water will be allocated to meet needs for domestic use, sanitation, fire
protection, and other priorities. This will be done equitably and without discrimination
between customers using water for the same purpose(s).

10S ANGELES DEPARTMENT OF WATER AND POWER . 9




WATER SUPPLY ASSESSMENT -- THE MANGROVE BSTATES MIXED USE DEVELOPMENT

LADWRP - Water Supply Action Plan

In response to water supply uncertainties, including those impacting MWD, the Mayor
and LADWP released a Water Supply Action Plan {Action Plan) on May 17, 2008. The
plan, entitled “Securing L.A’s Water Supply,” serves as a blueprint for creating

- sustainable sources.of water for the future of Los Angeles to reduce dependence on

imported supplies. . it is an aggressive multi-pronged approach that includes: investments
in state-of-the-art technology; a combination of rebates and incentives; the installation of
smart sprinklers, efficient washers and urinals; and long-term measures such as
expansion of water recycling and investment in cleaning up the local groundwater
supply.’ The Action Plan also takes into account the realities of climate change and the
dangers of drought and dry weather.

The premise of the Action Plan is that the City will meet all new demand for water due to
projected population growth through a combination of water conservation and water
recycling. In total, the City will conserve or recycle 32.6 billion galions of water a year.?
By the year 2019, half of ali new demand will be filled by a six-fold increase in recycled
water saupplies and by 2030 the other half will be met through ramped-up conservation
efforts.

The Action Plan also specifically addresses current and future State Water Project (SWP)
supply shortages. The California Depariment of Water Resources estimates that the
December 15, 2008, U.S. Fish and Wildiife Service’s Biological Opinion on Delta Smelt
will limit MWD exports of their anticipated SWP supply by up to 50 percent in a normal.
year.* The Action Plan concludes, however, that MWD’s actions in response to this .
threat will ensure continued reliability of its water deliveries. The Action Plan further
states that “despite concerns about ongoing water shortages and higher costs, MWD has
upheld its pledge to plan for emergencies and natural disasters throughout this region.”
MWD’s calendar year 2009 non-emergency storage was 1,072,000 acre-feet in surface
and groundwater storage accounts - including Diamond Valley Lake near Hemet — plus
an additional 670,000 acre-feet of storage reserved for emergencies. MWD estimates its
calendar year 2010 non-emergency storage is currently projected fo be 935,000 acre-
feet.’ In total, this reserve of water supplies will be utilized to buifer the severity of a
potential shortage.® Furthermore, by focusing on demand reduction, implementation of
the Action Plan will ensure that long-term dependence on MWD supplies will not be
exacerbated by potential future shortages.

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

! Mayor Antonio Villaraigosa and LADWP, Securing L.A. 's Water Supply, at 1 (May 2008).
* Securing L.A.’s Water Supply at 1.

> Id.atl.

* Appendix G page 4-7.

* MWD’s Water Surplus and Drought Management Plan (November 19, 2009)

¢ Securing L.A.’s Water Supply at 8.

LOS ANGELES DEPARTMENT OF WATER AND POWER 10



WATER SUPPLY ASSESSMENT - THE MANGROVE ESTATES MIXED USE DEVELOPMENT

Short-Term Conservation Strategies

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

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

No water leaks are allowed to go unattended.
No outdoor irrigation between the hours of 9:00 a.m. to 4:00 p.m.
No outdoor irrigation that results in excess water flow leaving the property.
No outdoor irrigation during rain events,
No outdoor irrigation with spray head sprinkiers and bubblers for more than 10
minutes per station.
" = No outdoor irrigation with standard rotors and muitl-stream rotary heads for more than
" 15 minutes per cycle and up fo 2 cycles per station. '
No large landscape irrigation systems without automatic shutoff rain sensors.
No washing paved surfaces (sidewalks, walkways, driveways, or parking areas)
unless using a LADWP-approved water conserving spray cleaning device.
» No water for decorative fountains, ponds, or lakes unless the water is part of a
recirculating system.
No installation of single-pass cooling systems in new buildings. :
No installation of non-recirculating systems in new commercial laundry facilities.
No installation of non-recirculating systems in new conveyor car washes.
No car washing with a hose, unless an automatic shut-off device is attached.
No water served to customers.in eating establishments, unless requested.
No daily towel and linen service option must be offered to Hotel and Motel guests.

® 6 @& ¢ =
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In addition, the LADWP Board of Water and Power commissioners has adopted Phase Il
of water conservafion which went into effect on June 1, 2009. Phase Il conservation
prohibits landscape irrigation on days other than Monday and Thursday. This prohibition
excludes watering with a self-closing equipped hase, which is allowed everyday of the
week except between the hours of 9:00 a.m. and 4:00 p.m.

Extending outreach efforts. LADWP has commifted to $2.3 million for an aggressive
conservation outreach and education campaign. Some activities to promote conservation

7 i at1l.

LOS ANGELES DEPARTMENT OF WATER AND POWER 11



'WATER SUPPLY ASSESSMENT - THE MANGROVE ESTATES MIXED USE DEVELOPMENT

include: increased communication with ratepayers to include LADWP vehicle placards,
newspapers, radio, and television, among other types of media; outreach to Homeowner
Associations and Neighborhood Councils to promote water conservation; distribute Hotel
Towe! Door Hangers and Restaurant Table Tent Cards; train LADWP field staff as well as
field staff from Public Works, Recreation and Parks, and other appropriate City
departments in identifying and reporting prohibited uses of water; and ramp up marketing
of water conservation incentive and rebate programs

Encouraging reg:ona! conservation measures. Work with MWD to encourage all

water agencies in the region to adopt water conservation ordinances which include
prohibited uses and enforcement.’

L.ong-Term Strategies

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

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

Conservation Rebates and incentives:

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

Water Savings: 48,457 AFY by 2030.

Action Plan: LADWP is continuing fo expand rebates and incentives for
homeowners and business owners fo encourage them to purchase water-saving
technology.'® Rebate and incentive programs include the following:

High Efficiency Clothes Washer Program. LADWP increased the rebate offered
for residential high efficiency clothes washers from $250 to $300. Since the
program was launched in 1998, more than 68,000 water-saving clothes washers
have been installed in Los Angeles residents’ homes through the program.”
LADWP will further expand the program through a pilot “Point of Purchase” rebate
program, offering customers an instant rebate when they buy the appliance from a
Los Angeles retailer.

Commercial Rebate Program. Water conservation rebates and incentives were
increased significantly in 2007 {o offset the costs of replacing water-wasting toilets
and urinals with high efficiency models. The current rebates offset most or all of
the total replacement cost (including installation). LADWP will increase program
promotion fo raise awareness of these significant financial incentives, resulting in
increased program participation. Since this program’s inception, more than 32,800

& Id at 12.
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toilets have been replaced by commercial, industrial and institutional customers,
and LADWP is workmg to implement a grantfunded Cooling Tower program for
commercial customers.*?

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

Additional Water Saving Efficiency Measures and Programs. As part of the City’s
ongoing effort to encourage customers to adopt passive waler conservation
measures (i.e., measures that can help customers conserve water on a daily basis
without thinking about it) in their homes and businesses, LADWP confinues to
distribute water-saving bathroom and kitchen faucet aerators and shower heads
free-of-charge. LADWP also plans fo add rebates for products such as high-
efficiency dishwashers: for residential customers to help increase their daily
conservation efforts.™ In an effort to reduce outdoor water use, LADWP launched
the Residential and Commercial Drought Resistant Landscape Incentive Program
in 2009. This Landscape Program pays customers $1.00 per square foot of furf
removed and replaced with drought ftolerant plants, mulch, or permeable
hardscapes. A similar rebaie program exists for synthetic turf.

Action by Public Agencies:

Goal: Improving water efficiency at all City Deparfment facilities. LADWP provides
incentive funding and technical assistance to City Departments for the installation of
high efficiency urinals and smart irrigation controllers, and helps them identify other
opportunities to improve water use efficiency.

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

Action Plan: LADWP will assist City Depariments and other public agencies in
leveraging incentive funds to retrofit their facilities. Significant accomplishments
include the following highlights:

» [n January 2008, a MOU was signed between LADWP and City's General
Services Department (GSD) to install 600 water-efficient urinals and 250 high
efficiency toilets in city facilities. By the end of June 2009, over 60 percent of
these devices had been installed;

* In an effort to reduce water waste and identify areas of potential water
conservation, LADWP provided on-site water audit training for GSD Plumbers, .
Recreation and Parks (R&P) landscapers and Port of Los Angeles (POLA) staff
and conducted nearly 200 facility audits.

2
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» Ten high-use city facilities have been retrofitted with water efficient foilets,
urinals, and facets saving approximately 23 AFY. Locations include City Hall,
City Hall East, Pershing Square and LADWP Headquarters.

» Utilizing a $3Mlyr grant from LADWP, R&P installed 155 smart controllers at 67
Parks, resulfing in a savings of 12% of normal water usage.

Enhancing Conservation through Review of New Developments:

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

Water Savings: The Green Building Program can yield szgancant water savings
through water conservation measures.

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

Water Efficiency Requirements Ordinance: The City Council approved Ordinance No.
180822 prepared by LADWP, which modifies the City Municipal Code fo establish
new requirements for water conservation in construction of new buildings, and the
installation of new plumbing fixtures in existing buildings to minimize the effects of any
water shortages on the customers of the City, effective December 1, 2000.

2.0 Water Recycling

The City’s goal is to increase the total amount of recycled water used in the City of Los
Angeles six-fold by 2019—expanding from the current 1% to 6% of annual water
demand. This will result in a planned water savings of 50,000 AFY by 2019."® In order fo
achieve this goal, the City will take the following actions:

Develop a Recycled Water Master Plan. LADWP has begun in 2009 a detailed
Recycled Water Master Plan that will outline the steps and costs of boosting the City’s
recycled water level fo 6 percent of total demand for the City and concepts for going
beyond 6 percent. The Master Plan will provide a blueprint for reaching this goal by
expanding the existing recyc%ed water pipeline system and using recycled water for
groundwater replemshment

Increase Recycled Water for [rrigation and Industrial Use. LADWP's cumrent
Water Recycling Capital Budget provides funding for approximately 20 large capitai
projects that will increase recycled water deliveries from 4,500 AFY to 19,350 AFY by
2014, adding more than 106,300 feet of new pipe and saving potable water for nearly

5 rd at21.
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31,000 households throughout the City." Potential customers in future years include
several parks (Elysian, Branford, and Balboa parks); Harbor and Scattergood
Generating Stafions; Hansen Dam and Van Nuys golf courses; oil refineries in the
Harbor area; LAX cooling towers; schools in the Sepulveda Basin, and the Los
Angeles Zoo. Under the City’s Water/Wastewater Integrated Resources Plan, 30,250
AFY of freated water will continue to be used to support habftat ln the Japanese
Gardens, Lake Balboa, the Wildlife Lake and the Los Angeles River."

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

Initiate Recycled Water Advisory Group (RWAG). LADWP will engage
stakeholders through the Recycled Water Master Plan process in getting input from
the RWAG on altematives necessary for maximizing recycled water. These
alternatives include implermenting groundwater recharge with advanced treatment in
the San Fernando Valley as well as expandmg the purple pipe system to supply
recycled water for irrigation and industrial uses.?

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

3.0 Enhancing Stormwater Capture

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

- Big Tujunga Dam - San Fernando Basin Groundwater Enhancement Project:
On September 18, 2007, the LADWP Board approved Agreement No. 47717 to
provide $9 million to the Los Angeles County Flood Conirol District for the
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construction of the Big Tujunga Dam Project — an effort to seismically refrofit the dam,
increase its water storage capacity, improve its reliability as a supply source, enhance

_flood protection measures, and green the environment. The restoration of the dam is
conservatively estimated to result in the additional capture and recharge of 4,500 AFY
at the Hansen and Tujunga Spreading Grounds, and more in wet years. The project
will make structural improvements to Big Tujunga Dam to restore its historical
retention capacity of 6,000 acre-feet; currenily the dam is restricted to 1,500 acre-feet
of storage capacity.?*

= Schedule: In construction; scheduled o be completed by January 2011.
o Budget: $100 miliion of which LADWP is providing $9 million.
» Resources: Los Angeles County Flood Control District is the project manager.

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

Sheldon-Arleta Project — Cesar Chavez Recreation Complex Project Phase I:

On December 18, 2006, the Board of Water and Power Commissioners approved
Agreement No. 47448 to provide up to $5.25 million fo the City of Los Angeles
Depariment of Public Works for the construction of the project {the total project cost is
about $9 million). The project will upgrade the methane gas extraction system at the
Sheldon-Arleta Landfiil that is necessary to allow the full use of the adjacent Tujunga
Spreading Grounds. Currently, the spreading grounds are restricted to an operating
capacity of 50 cubic feet per second (cfs) or 20 percent of the full operaiing capacity
of 250 cfs.”®

» Schedule: Construction completed in November 2009.
s Budget: $9 million of which LADWP is providing $5.25 million.

» Resources: Los Angeles Department of Public Works is the project manager.

s Potential Water Savings: Caplure of an additional 2,000 to 8,000 AFY‘ of
stormwater for the adjacent Tujunga Spreading Grounds.

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

 Id w27,
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s Schedule: In construction; scheduled to be completed by December 2009.
s Budget: $10 milfion of which LADWP is providing up to $5 million.
-« Resources: Los Angeles County Flood Control District is the project manager.

s Potential Water Savings: Capture of ah additional 1,200 to 3,000 AFY of
stormwater.

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

 Schedule: Design 2010-11; construction in 2012-13.
« Budget: $1.0 million for design; $24 million for construction (LADWP funded).
« Resources: LADWP will be the project manager.

» Potential Water Savings: Capture of an additional 8,000 fo 12,000 AFY of
stormwater. -

Pacoima Spreading Grounds Enhancement Project This project proposes to
deepen the spreading basins, increase their storage capacity, replace existing
diversion structure, and add remote automation of the operating structures.?®

- @ Schedule: Planning and design 2011-12; construction in 2013-14.

« Budget: $1 million for design; $28 million for construction (LADWP may providé
some funding for this project).

« Resources: Los Angeles County Flood Contro! District will be the project manager. ;

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

4.0 Accelerating Clean-Up of the San Fernando Groundwater
Basin

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

7 Id at 28,
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Work with Regulatory Agencies and Governmental Officials: LADWP will
continue to encourage the EPA 1o develop a long-term, comprehensive solution for
existing and emerging contamination issues in the Basin. In addition to the EPA,
LADWP will work with the Los Angeles Regional Water Quality Control Board and the
California Department of Toxic Substances {o find and hold polluters accountable for
cleaning up the Basin.*

Groundwater System Improvement Study (GSIS): LADWP has begun a 6-year,
$19.0-million Groundwater System Improvement Study (GSIS) in the San Fernando
Basin (SFB) that will provide vital information to evaluate the groundwater quality in
the SFB and recommend treatment options to maximize the utility of the groundwater
supply.® As part of the GSIS, LADWP will be securing a moniforing well drilling
contract by mid-2010 to install approximately 40 new monitoring wells in the SFB that
will provide vital water quality information necessary for the Groundwater System
Improvement Study.*® The critical water supply picture in the region has forced
LADWP to initiate a fastfracked and ambitious undertaking to restore its lost
groundwater production. This undertaking will also prepare LADWP to safely manage
and extract water from future groundwater recharge efforts. LADWP is in the early
stages of developing a groundwater purification complex for the SFB. The
construction of the purification complex will greatly reduce LADWP's reliance on
costly and diminishing imported water supplies, and will compliment LADWP's
strategies for securing the City of Los Angeles’ future water supply through
sustainable means.

Interim Wellhead Treatment: LADWP has just completed the installation of interim
freatment for 2 wells in the Tujunga Well Field in order to maintain groundwater

" pumping production. A cafitat amount of approximately $7 million has been included
in the budget for this work.*

5.0 Expanding Groundwater Storage

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

LADWP is investigating the following opportunities: groundwater storage along the Los
Angeles Aqueduct; a groundwater conjunctive use storage project in the Los Angeles
County groundwater basins; and construction of an interconnection between the First Los
Angeles Aqueduct and the east branch of the State Water Project, located where the two
aqueducts infersect in the Antelope Valley. The interconnection will allow for water
transfers or exchanges, and could be used to help move water to facilitate groundwater
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storage opportunities. The design phase of the interconnection is almost complete.
LADWP is waiting for a permit to build on fand owned by DWR.* LADWP plans to begin
construction in late 2010.

Water Supplies

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

TABLE Ili
LADWP Water Supnly
Transfer,
Los Angeles Recydled | Spread, Spills,
Year |- Agueducts | Local Groundwater | MWD Water and Storage Total
1999 308,037 170,660 164,112 1,812 -3,507 649,128
2000 255,183 87,546 336,118 1,988 2,560 678,674
200 266,923 79,073 309,234 1,675 -1,984 658,889
2062 179,338 92,376 410,329 1,945 -1,405 686,392
2003 261,942 20,835 322,329 1,759 2,628 654,338
2004 202,547 71,831 391,834 1,774 - 2,558 670,944
2005 368,839 56,547 185,346 1401 3,140 608,993
2006 378,922 63,270 188,781 4800 | -1336 637,198
2007 129,400 89,018 439,438 3,639 1,044 660,449
2008 147,365 60,149 429,110 7,081 1,664 642,011

Note: Units are in AF

Los Angeles Aqueducts

. Snowmelt runoff from the Eastern Sierra Nevada Mountains is collected and conveyed to

the City of Los Angeles via the Los Angeles Aqueducts (LAA). LAA supplies come
primarily from snowmelt and secondarily from groundwater pumping, and can fluctuate
yearly due to the varying hydrologic condifions. In recent years, LAA supplies have been
less than the historical average because of environmental restoration obligations in Mono
and Inyo Counties.

The City holds water rights in the Eastern Sierra Nevada where LAA supplies originate.
These supplies originate from both streams and from groundwater. In 1905, the City
approved a bond measure for the purchase of land and water rights in the Owens River
Valley. By 1913, the First LAA began its deliveries of water to the City primarily from
surface water diversions from the Owens River and its tributaries. Historically, these
supplies were augmented from time to time by groundwater extractions from beneath the
lands that the City had purchased in the Owens Valley.

¥ 1 at31.
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in 1940, the First LAA was exiended north to deliver Mono Basin water fo the City
pursuant to water rights permits and licenses granted by the State Water Resources
Control Board. In 1870, the Second LAA was completed increasing total delivery
capacity of the LAA sysltem lo approximately 561,000 AF per year. The Second Los
Angeles Aqueduct was to be filled by completing the Mono Basin diversions originally
authorized in 1940, by a more effective use of water for agricultural purposes on City-
owned lands in the Owens Valley and Mono Basin and by increased groundwater
pumping from the City’s lands in the Owens Valley.

In 1972 Inyo County filed a California Environmental Quality Act lawsuit chailengmg the
City’s groundwater pumping program for the Owens Valley. The lawsuit was finally
ended in 1997, with the County of Inyc and the City of Los Angeles entering into a fong-
term water agreement for the management of groundwater in the Owens Valley. That
water agreement, entered as a judgment of the Superior Court in the County of Inyo
{County of Inyc vs. City of Los Angeles, Superior Court No. 12908) outlines the
management of the City's Owens Valley groundwater resources. As a result of this water
agreement and subsequent Memorandum of Understanding, LADWP has dedicated
37,000 AF of water annually for enhancement and mitigation projects throughout Owens
Valley which includes the rewatering of 62 miles of the Lower Owens River. LADWP also
provides approximately 80,000 AF of water annually for other uses in the Owens Valley
such as irrigation, town water supplies, stockwater, wildlife and recreational purposes.

Further, in September 1994 by virtue of the public trust doctrine, the State Water
Resources Control Board issued Decision 1631 which placed conditions on LADWP's
waler gathering activiies from Mono Basin. LADWP currently export approximately
16,000 AF of water annually from the Mono Basin. LADWP has implemented an
extensive restoration and monitoring programs in Mono Basin to increase the level of
Mono Lake and to improve stream conditions, fisheries and waterfow! habifats in Walker,
Parker, Rush and Lee Vining Creeks. With reduced diversions from the Mono Basin and
favarable hydrologic conditions, Mono Lake’s elevation has risen overtime. Once the
elevation of Mono Basin reaches 6,391 feet above mean sea level, a moderate increase
in water exports frorn the Mono Basin will be permitied pursuant fo the Decision 1631.
Cumrently, up fo 74,000 AF of water annually is being utilized for environmental
restoration in Mono Basin.

In July 1998, LADWP and the Great Basin Unified Air Pollution Control Disfrict
(GBUAPCD) entered into a Memorandum of Agreement to mitigate dust emissions from
Owens Lake. As of December 31, 2008, LADWP has mitigated dust emissions from 29.8
square miles of Owens Lake in accordance with the GBUAPCD's 2003 revised Siate
Implementation Plan. LADWP is currently working on mitigating dust emissions from an
additional 12.7 square miles of Owens Lake in accordance with the GBUAPCD’s 2008
State Implementation Plan. Upon completion of this latest phase by April 2010, LADWP
would have mitigated dust emissions from 39 square miles of Owens Lake requiring
approximately 95,000 AF of water annually to sustain the dust mitigation program.

Average deliveries from the LAA system have been approximately 239,100 AF of water
annually over the last five fiscal years. Based on computer modeling results, LADWP
projects that the average annual LAA delivery is expected to be hetween approximately
200,000 AF and 230,000 AF.
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Groundwater

LADWP fraditionally extracts groundwater from nine wellfields throughout the Owens
Valley and four local groundwater basins. LADWP owns approximately 315,000 acres of
property in the Owens Valley. Groundwater pumping by LADWP from beneath its lands
in Owens: Valley is used in Owens Valley and in Los Angeles in accordance with a
long-term groundwater management plan. Additionally, LADWP currently exercises its

adjudicated extraction rights in three local groundwater basins: San Fernando, Sylmar

and Centiral.

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

2004-2005 85,820 AF-
2005-2006 57,412 AF
2006-2007 58,621 AF
2007-2008 60,337 AF
2008-2009 68,149 AF

0o 0ooCo0

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

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

The San Femando and Sylmar basins are subject to the judgment in City of San
Fermando vs. the City of Los Angeles. Pumping is reported to the court-appointed Upper
Los Angeles River Area {(ULARA) Watermaster. The Ceniral Basin is also subject to

court judgments. Pumping is reparted to the California Department of Wafer Resources

(DWR) who acts as Watermaster.

The San Fémando Basin is the iérgest of four basins Mthin ULARA. The basin consisfs
of 112,000 acres of land and comprises 91.2 percent of the ULARA valley fili. LADWP
has accumulated nearly 406,313 AF of stored water credits in the San Fernando Basin as

- of October 2008 {120,560 AF of stored water credits that are available to be pumped now

and 285,753 AF that are held in reserve). This is water LADWP can withdraw from the
basin during nomal and dry years or in an emergency, in addition to LADWP's
approximately 87,000 AF annual entitlement in the basin. The majority of LADWP’s
groundwater is extracted from the San Fernando Basin. Sylmar Basin is located in the
northern part of the ULARA, consisting of 5,600 acres and comprises 4.6 percent of the
ULARA valley fill. LADWP currently has an annual entitement of 3,405 AF from the
Sylmar Basin.
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The court decision on pumping rights in the ULARA was implemented in a judgment on
January 26, 1979. Enclosed with the assessment are copies of those pages from the
judgment showing the entitlements (see Appendix E). Further information about the
ULARA is in the ULARA Watermaster Report. The ULARA Watermaster report and the
judgment are available for review at the office of the ULARA Watermaster.

LADWP additionally has adjudicated rights to extract groundwater from the Central Basin. .
Annual entitlement fo the Central Basin is 15,000 AF. See Appendix E for copies of

relevant portions of the judgments. The compiete judgments are available for review at

DWR.

For the pericd of October 2007 to September 2008, LADWP extracted 50,009 AF, 2,996

AF, and 10,754 AF from the San Fernando, Sylmar, and Central Basins, respectively.

LADWRP plans to continue production from its groundwater basins in the coming years to

offset reductions in imported supplies. Extraction from the basins will however be limited

by water quality and overdraft protection. Both LADWP and DWR have programs in

place to monitor wells to prevent overdrafting. LADWP’s groundwater pumping practice

is based on a “safe vield” operation. The objective, over a pericd of years, is fo exiract

an amount of groundwater equal to the native and imported water that recharges the

basin. Exiractions by LADWP from the San Fernando, Sylmar, and Central Basins for'
the last available 5 years are shown on Table IV.

_ TABLEWV
Local Groundwater Basin Supply

Water Year :
{Qct-Sep) San Fernando Sylmar Centrai
2003-2004 68,626 3,033 ) 15,208
2004-2005 49,085 1,110 13,401
200520086 38,042 2,175 13,725
2006-2007 . 76,251 3,918 13,609
- 2007-2008 50,068 2,997 10,754

Note: Unifs are in AF

Metrdpolitan Water District of Southern California (MWD)

MWD is the largest water wholesaler for domestic and municipal uses in Scuthern
California.  As one of 26 member agencies, LADWP purchases water from MWD fo
supplement LADWP supplies from local groundwater and the LAA. MWD imports a-
portion of its water supplies from Northern California through the State Water Project's
California Aqueduct and from the Colorado River through MWD’s own Colorado River
Aqueduct. LADWP wiil continue fo rely on MWD {o meet ifs current and future
supplemental water needs.

All 26-member agencies have preferential rights to purchase water from MWD. Pursuant
to Section 135 of the MWD Act, * Each member public agency shall have a preferential
right to purchase from the district for distribution by such agency, or any public utility
therein empowered by such agency for the purpose, for domestic and municipal uses
within the agency a portion of the water served by the district which shall, from time fo
time, bear the same ratio to all of the water supply of the district as the fotal accumulation
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of amounts paid by such agency to the district on tax assessments and otherwise,
excepting purchase of water, toward the capital cost and operating éxpense of the
district’s works shall bear to the total payments received by the district on account of tax
assessments and otherwise, excepting purchase of water, toward such capital cost and
operating expense.” This is known as a preferential right. As of June 30, 2006, LADWP
has a preferential right fo purchase 21.16 percent of MWD's total water supply.

LADWP has worked with MWD in developing a plan for allocating water supplies during
periods of shortage. On February 12, 2008 the MWD Board adopted. its Water Supply
Allocation Plan. LADWP supported the adoption of this plan and intends to work within
the plan to acquire its drought supplies from MWD in the future.

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

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

Recent Issues Related to the State Water Project

Federal Endangered Species Act (ESA) Litigation filed by several environmental interest
groups in the United States District Court for the Eastern District of Califomia alleged that
existing biological opinions and incidental take statements inadequately analyzed impacts
on listed species under the Federal ESA. On May 25, 2007, Federal District Judge
Wanger issued a dedision on summary judgment finding the United States Fish and
Wildiife Service's biological opinion for Delta smelt was invalid. On December 14, 2007,
Judge Wanger issued his Interim Remedial Order requiring that the State Water Project
and Central Valley Project operate according to certain specified criteria until a new
biological opinion for the Delfa smelt is issued. The United States Fish and Wildlife
Service released the new biological opinion on December 15, 2008. Based on the Water
Allocation Analysis released by the California Department of Water Resources (DWR) on
December 18, 2008, which analyzed the biological opinion’s effects on State Water
Project operations, export restrictions under median hydrologic condifions could reduce
deliveries to Metropolitan by 300,000 to 700,000 acre-feet for 2009. These events have
highlighted the challenges that water suppiiers throughout the state cumently face
regarding supplies from the Delta.
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On December 1, 2009, the DWR announced an initial 2010 SWP allocation of 5 percent
of total contracted water deliveries to the SWP contractors. Five percent of 1,911,500
AFY, which is the MWD's contracted water delivery amount, would be 95,575 AFY. Five
percent is the lowest initial allocation percentage since the SWP began delivering water
in 1967. The initial allocation figure reflects the low carryover storage levels in the state’s
major reservoirs, ongoing drought conditions and federally mandated environmental
restrictions  on witer deliveries from the Sacramenio-San Joaquin Delta to protect
endangered fish species. However, the initial allocation is a very conservative estimate
of what DWP expects it can deliver, and historically the initial allocation increased during
the year as supply conditions improved.

Delta Policy Legislation

in' November 2008, the Stale Legislature and Govermnor Arnold Schwarzenegger
passed the 2009 Comprehensive Water Package which consists of four policy bills
and an $11.14 billion bond proposal designed to address the water supply reliability
needs for California as well as to restore the Sacramento-San Joaquin Delta. Senate
Bill No. 1, the Delta Governance bill, repeals the current CALFED Bay Deita Authority
governing structure and mandates the creation or reconstitution of several entities
responsible for governing the Delta. These include the Delta Stewardship Council,
the Delta Ccnservancy, the Delta Protection Commission, the Delta Watermaster, and
the Delta Independent Science Board and Delta Science Program. These entities
would be tasked with the co-equal goals of providing for Califomia’s water supply
needs and restoring and enhancing the ecosystem of the Delta.

The responsibilities of the entfities created by the Delta Governance bill are as follows:

Delta Stewardship Council

- The Delta Stewardship Council will be an independent agency of the state
composed of seven members with the responsibility to oversee and coordmate
state agency actions within the Delta.

- The Council will develop a Delta Plan that will include all state and federal Delta
ecosystem, flood management, water supply, and local economic sustainability
efforts and will serve as a guide for state and local agencies to ensure that their
actions are consistent with the Council’s policies.

- The Council will develop Performance measures fo assess the progress of
achieving the goals of the Delta Plan.

- The Council will determine compliance with the Delta Pian and will serve as the
appellate bady in the event of disputes over the consistency of a project with the
Delta Plan.

- The Council will also-ensure the consistency of the Bay-Delta Conservation Plan
with the co-equal goals of water supply reliability and Delta restoration.

Delta Conservancy :
- The Delta Conservancy will be an eleven member entity with the responsibility to
~ develop and adopt a strategic plan that will coordinate investments in the Delta’s
" natural and cultural resources.
- The Conservancy shall promote the economic vitality in the Delta through
increased tourism and the promotion of Delta legacy communities.
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- The Conservancy shall also promote environmental education about, and the
public use of, public lands in the Delta.

s Delta Protection Commission |

- The Delta Protection Commission will reduce its membership from 23 to 15
members and will continue to provide a forum for Delfa residenis to engage in
decisions regarding actions {o recognize and enhance the cultural, recreational,
and agricultural resources of the Delta.

- The Commission is to also adopt an economic sustainability plan for the Delia,
which is to include flood protection recommendations to state and local agencies.
The economic sustainability plan developed by the Commission is to be included
in the Delta Stewardship Council’s Delta Plan.

s Delta Watermaster

- The Delta Watermaster will exercise of the authority of the State Water Resources

Control Board and will monitor and enforce Board orders as well as license and
permit terms and conditions relating to water diversions in the Delta.

» [elta independent Science Board and Delta Science Program
~ The Delta Independent Science Board will consist of no more than ten members
and will provide oversight of the scientific research, monitoring, and assessment
programs that support adaptive management of the Delta.
- The Delta Science Program will be led by a Delta Stewardship Council appcinted
lead scientist, and will provide unbiased scientific information {fo inform decision-
, making in the Deilta. '

In addition to the Delta Governance bill, the proposed $11.14 billion bond would allocate
$2.25 billion for projecis to assist in maintaining and restoring the Delta ecosystem. The
bond investment will help to reduce the risk posed by seismic activities to water supplies
from the Delta, protect drinking water quality and help to alleviate conflicts between water
management and environmental protection.

In response to these recent developments: in the Delta, MWD is engaged in planning
processes that will identify local solutions that, when combined with the rest of its supply
porifolio, will ensure a reliable long-term water supply for its member agencies. In the
near-term MWD will continue to rely on the plans and policies outlined in its Regional
Urban Water Management Plan (RUWMP)} and Integrated Water Resources Plan to
address water supply shortages and interruptions (including potential shut downs of SWP
pumps) to meet water demands. Campaigns for voluntary conservation, curtailment of
replenishment water and agricultural water delivery, and mandatory water allocations for
municipal and industrial water use are some of the actions currently being taken by MWD
which are outlined in their RUWMP, An in depth discussion of MWD is attached in
Appendix G.
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Secondary Sources and Other Considerations

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

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

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

public stakeholders in an open, participatory process;

multiple objectives such as reliability, cost, water quality, env:ronmental
stewardship, and quality of life;

risk and uncertainty; and

partnerships with other agencies, institutions, and non-govemmental
organizations.

Through integrated planning, not only water-use efficiency and recycling activities are
maximized, but potential alternative supplies such as waler transfer, seawater
desalination, and stormwater runoff reuse are considered and evaluated as part of the
City’s long-term water resources portfolio.

Rates

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

The Board is obligated by the City Charter o establish water rates and collect charges in
an amount sufficient fo service the water system indebtedness and to meet its expenses
of operation and maintenance.
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The water rate structure contains water procurement adjustments under which the cost of
purchased water from MWD, demand-side management programs which includes water
conservation programs, and reclaimed water projects are recovered. In addition, the rate
structure contains a water quality improvement adjustment to recover expenditures to
upgrade and equalize water quality throughout the City of Los Angeles and to construct
facilities to meet state and federal water quality standards including the payment of debt
service on bonds issued for such purposes.

LADWP Board-approved capital program expenditures are either financed through the

sale of revenue bonds or the cost of the program is transferred to LADWP customers
through rate adjustments.

Findings

The proposed Mangrove Estates Mixed Use Development Project is estimated to
increase water demand within the site by 273 acre feet annually based on review of
information submitted by the Planning Department.

The approximate 273 acre feet increase falls within the available and projected water
supplies for normal, single-dry, and multiple-dry years through the year 2030 as
described in LADWP’s year 2005 UWMP. LADWP finds that it will be able to mest the
water demand of the Mangrove Estates Mixed Use Development Project as well as
existing and planned future water demands of its service area.
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November 5, 2009

Mr. James McDaniel, Chief Operating Officer - Water System
1.08 ANGELES DEPARTMENT OF WA’I‘ER AND POWER .
111 Noxth Hope Street, Room 1453

Los Angeles, California 90012.

Re: Request for Water Supply Assessment — Mangrove Estates Mixed Use Development
Dear Mr. McDaniel:

California Senate Bill (SB) 610, effec‘mve Janunary 1, 2002, states that a water supply assessmeni
must be provided to local governments for inclusion in any environmental documentation for
certain pro;ects subject to the California Envirommental Quality Act (CEQA). Specifically,
5B 610 requires that for certain projects, the CEQA. lead agency must identify any public water
system that may supply water to the proposed project and request the public water system to
determine the water demand associated with the project and whether such demand was included
as patt of the most recently adopted Urban Water Management Plan (UW?MP) Per
Section 10912 of the California Water Code (hereinafter WC), a project which is subject to the
_ requirements of SB 610 includes; (1) a shopping center or business establishrnent that will
employ more than 1,000 persons or have more than 500,000 square feet of floor space; (2) a
commercial office building that will employ more than 1,000 persoms or have more than
250,000 square feet of space; or (3) any mixed-use project that would demand an amount of
water equal to or greater than the amount of water needed to serve a 500 dwelling unit project.

The City of Los Angeles is proposmg to sell an area of under-utilized city-owned land at the
northeast corner of 1% Street and Alameda Street. This property has historically been referred to
as the “Mangrove Estates” site.. The land would be sold with the intention that it be available for
a potential large-scale mixed-use development (the project) that meets the above thresholds
requiring the preparation of a water supply assessment. Thus, the Los Angeles Department of
Water and Power (LADWP) has been identified as a public water system [as defined in WC
Section 10912 and CEQA Guidslines Section 15083.5(e)] that would serve the proposed project.
Accordingly, the City Planning Department (CEQA lead agency for the proposed project)
tequests that LADWRP; (1) determine whether the estimated water demand associated with the
potential mixed-use development of Mangrove Estates site was included as part of LADWP’s
most recently adopted UWMEP; and (2) prepare and approve a water supply assessment using the
UWMP or new analyses for the Mangrove Estates Mixed-Use Development pursuant to WC
Section 10910 et seq.



The requirements for a water supply assessment include the identification of existing water
supply entitlements, water rights, or water service contracts held by LADWP’s public water
system, and prior years’ water deliveries received by LADWP’s public water systern. Please .
refer to WC Section 10910 (d)(2) for the documentation required to verify any identified rights
to water supply. If LADWP has not received water in prior years as described in WC
Section 10910 (&) or if groundwater is a source of supply as described m WC Section 10910 ),
please comply with the requirements of those sections.

The City Planning Department requests that the water supply assessment for the Mangrove

Estates Mixed-Use Development include a discussion of whether LADWP’s public water

system’s total projected water supplies available during normal, single dry, and multiple dry

watetr years during a 20-year projection will meet the projected water demand associated with the

proposed project, in addition to LADWP’s public water systera’s existing and plamned future
uses, including agricultural and manufacturing uses, pursuant to WC Section 10910 (c}(3).

The proposed project involves a General Plan amendment, zone change and other necessary
approvals to allow for the development of mixed retail, office, community space, creative
live/work units and residential development. Although no specific development is proposed at
this time, the Environmental Impact Report (FIR) will analyze 1.2 million square {(sf) feet of
floor space, which is the antxmpated maximum amount of development that the project site could
accommodate.

Table 1 shows the estimated water demand of existing uses to be demolished as part of the
proposed project, projected water demand associated with the estimated amount of each of
* specific use that could be accommodated at the site and the net increase in onsite water demand
(foture onsite development minus existing water demand).

Because no specific development is proposed at this time, specific types of reta;tl office,
community space, ereative live/work units and residential development are unknown at this time. -
As such, in order to provide a more conservative estimate of water demand associated with

futore opsite development, the retail, office, community space, creative live/work units and
residential development were broken down into more specific land uses based on projects of
similar size, scale and land uses in the City of Los Angeles (see Table 1). For example, the EIR
analyzes a maximum of 200,000 sf of general retail space. Based on the City’s water demand
factor of 80 gallons per day (gpd) per 1,000 sf of general retail space, the water demand of
200,000 sf of general retail space would be 16,000 gpd. However, in Table 1 the 200,000 sf of
retail use was broken down into more specific fypes of uses, Including: 22,000 sf of bar space,
22,000 sf of coffee house space, 20,100 sf of dancing area of bar or nightclub, 22,000 sf of full
service indoor restaurant space and 113,900 sf of general retail area. Based on the City’s water
demand factor of 500 gpd per 1,000 sf of bar space; 30 gpd per seat' for coffee house; 600 gpd
per 1,000 sf of dancing area of bar or might club; 30 gpd per seat for full service indoor
restanrant; and 80 gpd per 1,000 sf of general retail space, the water demand of the bar, coffee
house, restaurant and general retail arsa land uses would be 120,192 gpd. Therefore, the land use
assumptions provide a more conservative estimate of water demand that would be generated by
potential future onsite development.

The Notice of Preparation (NOP) for the proposed Mangrove Estates Mixed Use Devsloﬁment is
included as an attachment to assist in the preparation of the water supply assessment.

! Restaurant square footage converted to seats By dividing the squave footage by 15 per the Los Angeley Municipal
Code, http:/flacodes.tacity.org, section 57.33.02,



“WC Section’ 10910 (2)(1) requires submission of the assessment within 90 days of this request.
We would appreciate the receipt of the water assessment within that timeframe. If you have any
questions or need additional information, please give me a call at (213) 978-1179 or call the EIR
consultant, Sean Wazlaw, at Rincon Consultants, Inc. at (805) 641-1000, extension 29.
Regardless, please call Patricia Diefenderfer to confirm receipt of this request.

S. Gail Goldberg, AICP
Director of Planning

'Qm% RW

Patricia Diefenderfer
City Plammer, Metro/Central Unit
Community Planning Bureau

Enclosures:  Notice of Preparation

ce: HénorableCounciImember Jan Perry
S. Gail Goldberg, Director of Planning
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Table 1

a

oumn

Projected Water Demand
_ Amount of . . ‘ '
Land Use Development Generation Factor® . ‘Water Demand (gpd)
Anticipated Onsite : Tk ) Ty
Development® A
Buar; Cocktail Public Table-Area 22,000 8q. f1. 500 gpd/1,000 Gr. Sq. ft. 11,000
Coffee House: Serves Prepared 22,000 8q. £t (1,467
Rod ‘ . Seats)? SO‘gdeseat 44,010
Commereial Use 18,750 Sq. ft. 20 ppd/1,000 Gr. Sq. £, 1,500
g}‘;ﬁff;fg‘f’" Room of Office 25,000 Sq. ft. 180 gpd/1,000 Gr. Sq. ft. 4,500
Dancing Ares of Bar or Nightclub 20,100 Sq. f. 600 gpd/1,000 Gr. 8q. £ 12,060
Oflios Building with Cooling 500,000 Sq. . 180 gpd/1,000 Gr. Sq. 90,000
Residential Apt, ~ 1 Bedroom 370 unijts 120 gpdidwelling unit 44,400
Residential: Apt. - 2 Bedroom 138 units 160 gpd/dwelling unit 25,280
Restaurant: Full Service - Indoor 22,000 8q, f1. {1.467
Soat ; Seats) P 20 gl?dfseat 44,010
Retail Area ) 113,900 Sq, ft. 80 gpd/1,000 Gr, 8q. £, 9,112
Total Amticipated Onsite . '
Development 2858
Exicting {(io be demolislied}
Office {vacant®) 19,500 square feot 150 gpd/1,000 square foet 0
Parking 182,225 squars feet -20 gpd/1,000 square feet 3,645
‘Tofal Existing - 3,645
Net Increase in Onsite Water -
Demand (Total Anticipated : - . .
Onsite Development — Existing) : o - [ . 7 & .04

Based on City of Los Angeles L.A. CEQ4 Thresholds Guide, Exhibit }.2-12, "“Sewage Generation Factors” Tuble
dated 2006. : '

Anticipated onsite development includes an estimated 743,750 sf of non-residential space, icluding 200,000 sf of
retoil space, 500,000 sf of office space, 25,000 sf of communily space, and 18,750 sf commercial space within
livefwork units. The residential component of onsite development would encompass an estimated 456,250 sf It is
anticipated that 445 multiple family residences would be developed onsite and that the live/work component of
onsite development would include an additional 83 residential units, for a total of 528 residences. To provide a
more conservative extimate of water demand, the retofl, office, commumity space, commercial space and residential
units were broken down into more specific land uses bused on projects of similar sizs, scale and lond uses in the
City of Los Angeles.

This was considered to be the most appropriate category for the proposed community space as the proposed
community space is anticipated o be used for community events such-as meetings and workshaps.

Restaurant square footuge converted to seats by diﬁfdfng the square footage by 13 per the Los Angeles Municipal
Code, hitp:/flacodes.lacity.org, section 57.33.02. Assumed to be full service restaurants with indoor seating.

- There is no water demand associated with the existing onsite office builiing as it is currently vacant.



October 22,2009
NOTICE OF PREPARATION
~* ENVIRONMENTAL IMPACT REPORT -

EIR NO.: ENV-2008-3345-EIR

PROJECT LOCATION/ADDRESS: Northeast corner of Alameda Street and First Sireet, Clty of Los
Angeles, County of Los Angeles

COMMUNITY PLANNING AREA: Central City North

COUNCIL DISTRICT. 9 (Jan Perry)

DUE DATE FOR PUBLIC COMMENTS: November 23, 2008

The City of Los Angeles, Department of City Planning, will be the Lead Agency and will require the
preparation of an Environmental Impact Report (EIR) for the project Identified herein {the "Project’).
The Department of City Planning requests your comments as to the scope and content of the EIR.

The Project description, location, and the potential environmenta! effects are sef forth below, The
environmental file is avallable for review at the Department of City Planning, 200 Notth Spring Street,
Room 687, Los Angeles, CA 90012,

PROJECT DESCRIPTION: The proposed project involves a General Plan amendment and other
hecessary approvals fo allow for the development of mixed tetall, office, community space, creative
livefwork units and residential development adiacent to the new Little Tokyo/Arts District Gold Line
light rall transit staflon. Although no speclfic development is proposed at this time, it is anficipated that
the project site could accommodate a maximum of 1.2 million square (sf) feet of floor space. The
maximum amount.of each of spécific use that could be accommadated at the site is as follows:

. Retal: .200,000sf e e T S S P
Community Space: 25,000 sf '
Creative Live/Work: 75,000 sf (83 units}
Residential: 400,000 sf {445 unils}

B B N BN BN

The average size of the proposed residential units and creative live/work units is estimated af 900 sf.
it is anticipated that approximately 75% of the floor space of each creative livelwork unit would be
devoted to living area and 25% would be commercial space. Parking would be provided onsite,
primarily in subterranean levels. Howsver, # is expected that some parking, including
loading/unloading spaces, would be provided at-grade. The mammum height of onsite development is
ant:cipated fobe 18 stoﬂes above-grade. . .

Although the maximum amount of onsite development would be 1.2 millicn sf, the size of each project
component could vary from what is shown above, As such, an “equivalency table” will be developed
as part of the environmental review fo determine what changes in the mix of onsite uses would resuit
in impacts equivalent {o or lower than those studied as part of the environmental review,

As part of the proposed project, Hewitt Street would be extended north through First Street, up to East
Temple Sireet. The alighment of the proposed Hewlit Street extension forms the eastemn boundary of
the project site. In addition, the portions of Banning Street and Tumer Street that run through the
project site that are currently closed to traffic would be vacated.




In order to accommodate the proposed project, an existing 18,500 sf office building and surface
parking lot onsite would be demolished, In addition, future onsite construction would Include
excavation, grading and other site preparation activifies, :

PROJECT LQCAT!QN_: The project site is located at the bortheast corner of Alameda Street and First
Street on the edge of the Little Tokyo community, in the City of Los Angeles, County of Los Angeles.
The attached figure shows the location of the project site within the site vicinity.

REQUESTED PERMITS/APPROVALS: The City of Los Angeles has sole discration to approve the
Mangrove Estates Site Mixed Use Project. Project approval may entaif the approval of:

- General Plan Amendment
Zone and Height District change
Tract Map/Subdivision
Street Vacations (Tumer Street and Banning Strest; both of which are currently closed fo
trafiic) ‘ ‘
Site Plan Review _
Variances for Parking Reductions
» Other refated entitlements as necessary

* & & @

. &

ENVIRONMENTAL FACTORS POTENTIALLY AFFECTED:  An Initial Study (18) was completed to
determine the areas of focus for the EIR. As discussed in the I8, the following issues will be included
in the EIR: Assthetics, Alr Quality, Cultural Resources, Geology/Soils; Hazards and Hazardous
Materials, Hydrology/Water Quality, Land Use/Planning, Noise, Public Services, Recreation, -
Transportaticn/Trafflc and Utilitles/Service Systems, All other environmental issues have been found
to be less than significant,

You are being notified of the City of Los Angeles’ intent, as Lead Agency, to prepare an EIR for this
Proposed Project, which is located in an area of interest to you and/or the organization you represent.
This EIR will be prepared by outside consultants and submitted to the Department of City Planning,

Environmental Review Section, for certification.

PUBLIC SCOPING MEETING: Pursuant to the public participation goals of CEQA, the City of Los
Angeles will host an EIR Scoping Meeting to gather additional input on the content and focus of the
environmental analysis to be conducted and presented in the EIR. The scoping meeting will be
held on Tuesday, November 3, 2009, from 6:30 PM to 8:00 PM, in the Lotus Room at the Hompa
Hongwanji Buddhist Templs located at 815 East First Street, Los Angeles, California, 90012,
Parking is available at the temple. Enter through the Vignes Street driveway on the east side of the
temple, . : '

COMMENTING ON THE SCOPE OF THE EIR: The Envirbnmenta] Review Section welcomes all
comments regarding environmental impacts of the Project. All comments will be considered in the
preparation of the EIR. Written comments must be subniitted 1o this office by November 23, 2009,

Please direct your comments fo:

Steven Wechsler, Community Planner
Bepariment of City Plannihg, Mail Stop 395
200 N. Spring Street, Room 667

Los Angeles, CA 90012

{213) g78-1163 '

(213) 9781477 (Fax)
steven.wechsler@lacity.org



S ] :
$. Gall Goldberg, AICP
Director of Planning

Steven Wechsler ]
Community Planner

Enclosures: Site Map
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Hwang, Jin

From: Patricia Diefenderfer [Patricia.Diefenderfer@lacity.org]

Sent: ‘ Monday, November 30, 2008 10:59 AM

To; Hwang, Jin

Cc: Steven Wechsler; Hampson, Mark; Kassis, Natali; McCarthy, Terrence; Pettijohn, David; Erb,
Themas

Subject: ‘ RE: WSA - Mangrove Estates Mixed Used Development: scopeverification request

Attachments: " Patricia Diefenderfer.vcf

. Patricla
lefenéerfer.‘icf (325
Hi Tin,

This scope looks to be conslst@nt with the draft commitment letter so it is correct.
Please let me know if i can provide anything else.
Thanks,

Patricia

Patricia Diefenderfer

City Planner _

Community Planning Bureau .
Department of City Planning
.20C¢ N. Spring St., Room 667
Los Angeles, CA 980012

Mail Stop 395

213/978-1179 {note recent change in phone number)

1

. 213/978 TAFT (fax) RS L PTRREN i ..'_. e be tuw wm e et aetan L F PO YR P

please note recent changes to e~ma11 addreSS' patr1c1a d;efenderfer@lacmty oryg

>>> "Hwang,; Jin" <Jin. Hwang@ladwp com> 11/18/2009-1:00 PM >>>
Patricia,

Please note the rqviséd léndscaping area size below.

We are in the process of preparing the Water Supply Assessment (WSA) Board Package for the
Mangrove Bstates Mized Used Development Project (Project}. The WSA Request letter for this
project was received on .

11/9/2009 (dated 11/5/2009). To complete the process, the Los Angelies Department of Water and
Power (LADWE) would like to reguest the Planning Department to send ug the correct detailed
scope of the Project by e-mail.

The scope considered in the LADWP's water demand calculations, as received in the WSA Request
Letter and e-mails from the Planning Department, is as follows:




Existing (to be demolished)
Office (vacanty

»

Parking

.Propqsed,f‘

Bar: Cocktail, Public Tablé Area
Coffee House: Serves prepared food
Conference Room of‘Office Building
Dancing Area of Qar'or Nightclub
foice Building with Cboling Tower
Restaurant: Full Service - Indoor Seat
‘Retail Area

Residential Apt. ~ 1 Bedroom
unit

Residential Apt. - 2 Bedroom
unit . '

Residential: Live/WorE_spaaa
unit {75% living area, 25% commercial

Landscaping

19,500 sf
¥
182,225‘sf
22,000 sf
1,467 seat
25,000 sf
20,100 sf
500,000 ff_ﬂ‘
: i13;900 Sf

312 dwelling

133 dwelling

83 dwelling.

52,480 sf



Parking . ; .' .
prlmarlly in subterranean levels

1 . ¥

If the above listed scope is accurate and consistent with the Project, please include the
exact same scope and state so in the e—mall. If not, please edit the scope to ensure its
consistency with the Project.

Please send the e-mail to me at 4in. hwang@ladwp COm.

Your -e~mail will be included as pait of the WSA, and the project scope the Planning Department
verifies needs to match the exact scope we use for calculating the water demand.

Thank you, and please.let me know Lf vou have any guestions.

Jin Hwang
Civil Engineering Associate

Los-Angeleé Department of Water and Power

Water Resources Development Group

213-367-4845

~~~~~~~~~~~~~~~~~~~ ————n-Confldentlalzty Notlce~7~—~~———~——~—~~—~~~———~*— This electronic
message transmission contains information from the Los Angeles Department of Water and Power,
which may be confidential. If you are not the intended recipient, be aware that any
disclosure, copylng, distribution or use of the content of this information is prohibited. If
you have received this communication in error, please notify us immediately by e-mall and
delete the original message and any attachment without reading or saving in any manner.
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- DEPARTMENT OF EXECUTIVE OFFICES
CITY PLANNING _ CITY OF LLOS ANGELES < AL GOLDBERE Ace
200 N, SPRING STREET, ROOM 525 d 1
Los AnceLEs, CA ab012-4801 CALIFORNIA g T8
78-1271
6262 Van Murs Buvp., SUTE 357
VaRNOYS, CA 51401 VINCENT P, BERTONI, AICP
ks : DEPLITY DRECTOR
CITY PLANNING COMMISSION (213) 9781274
WILLIAM ROSCHEN JANE BLUMENFELD
ACHNG DEPUTY DIRECTOR
Rﬁﬁm Asgi :ffRNErER {213) 9781272
SEAN Cg;tgumosg ‘ . EVA YUAN-MCDANIEL
. DEPUTY DIRECTOR
FRUSPENCER T, KEZIOS 13) 9781274
YOLANDA OROZEO ANTONIC R. VILLARAIGOSA @13
BARBARA ROMERO MAYTOR EAX: (213} 5781275
MICHAEL K. WOO . ‘ '
VACANT INFORMATION
JAMES  WILLIAMS 213y 9781270
ECOMAMISSION EXECUTIVE ASSISTANT . s . "
(213) 9781300 wwnw. planning.facity.org
December 1, 2009

James McDaniel

Senior Assistant General Manager for Water Systems
Los Angeles Department of Water & Power

111 North Hope Street, Room 1455

Los Angeles, CA 90012-5701

Re:  WATER CONSERVATION COMMITMENTS FOR MANGROVE ESTATES
MIXED USE DEVELOPMENT

Dear Mr. McDaniel:

The City of Los Angeles is proposing to sell an area of under-utilized City-owned land at the
northeast corner of 1% Street and Alameda Street.  This propetty has historicaily been referred
to as the “Mangrove Estates™ site.  The land would be sold with the intention that it be available
for a potential large-scale mixed-use development (the project). Land uses surrounding the
project site include a Department of Water and Power facility located across East Temple Street
to the north of the site; a Veterans® Affairs Hospital located to the northwest of the site on the
northwest corner of Alameda Street and East Temple Street; the Little Tokyo/Arts District Gold
Line light rail transit station immediately adjacent to the west of the site; the Geffen
Contemporary at the Museum of Contemporary Art (MOCA) and the Japanese American
National Museum located across Alameda Street to the west of the project site; a restaurant and
surface parking lot to the southwest of the site on the southwest corner of First Street and
Alameda Street; multi-family residential buildings, 2 car wash and the Sogo/Chugokaya Hotel
located across First Street to the south of the site; and a fire station and the Nishi Hongwanji
Buddhist Temple located immediately east of the site. ' '



The proposed Mangrove Bstates Mixed Used Development (the Project) analyzed in the EIR
involves a General Plan amendment, zone change and other necessary approvals to allow for the
development of mixed retail, office, community space, creative live/work units and residential .
development. However, because the City has not yet selected a development proposal, no
specific development is proposed at this time. It is anticipated that the project site could
accommodate a maximum of 1.2 million sf of floor space. The estimated amount of each
specific use that could be accommodated at the site is shown in Table 1.

Because no specific development is proposed at this time, specific types of retail, office,
community space, creative live/work units and residential development are unknown at this time.
As such, in order to provide a more conservative estimate of water demand associated with the
proposed Mangrove Estates Mixed Used Development (the Project) analyzed in the EIR, the
retail, office, community space, creative live/work units and residential development were
broken down into more specific land uses based on projects of similar size, scale and land uses in
the City of Los Angeles (see Table 2).

. Table 1
Anticipated Onsite Land Uses
Use Amount
Retzil 200,000 sf
Office _ 500,000 sf
Communily Space 25,000 sf
75,000 sf
Creative Live/Work (83 residentlal units plus 18,750 sf of
commercial space)
' 400,000 sf
Muitiple Family Residential
. {445 units)
Total 1,200,000 sf

Nofe: The average size of the proposed residentiaf units and creative livefwork units is
assumed to be 800 sf. it is anficipated that 75% of the floor space of each creative
Ivedwark unit would be devofed to fiving area and 25% would be commercial space.

Pe. 2 0f6



Table 2
Anticipated Onsite Land Uses for Purpose of
Providing Conservative Estimate of Water Demand

Land Use Amount of Development
Bar: Cocktail Public Table Area 22,000 8q. .
Coffee House: Serves Prepared Food 22,000 Sq. fi. (1467 Seats)*
Commerdial Use 18,750 Sq. .
Conferance Room of Office Building 25,000 Sq. ft.
Dancing Area of Bar or Nightclub 20,100 Sq. ft.
Office Building with Cooling Tower 500,000 Sq. .
Residential: Apt. - 1 Bedroom : 370 unils
Residential: Apt. - 2 Bedroom 158 upits
Restaurant: Full Service - Indoor Seat 22,000 8q. f. (1467 Seats)*
Retail Area 113,800 Sq. ft.

*Restaurant square footage converfed fo seals by dividing the square fookage by 15
per the Los Angeles Municipal Code, hiip/facodes.lacity.org, section 57.33.02.

In order to accommodate furture onsite uses, the existing onsite 19,500 square foot medical office
building and 182,225 square foot surface parking fot would be removed.

The City of Los Angeles’ policy is that future water needs shall be met by expanding water
recycling and conservation. Consistent with that policy, the City of Los Angeles Planning
Department has committed to impose the following water conservation measures on the
proposed Mangrove Estates Mixed Used Development (the Project):

CO0OCOO0OO0OCOD0DO0O0DOODODODO

High Efficiency Toilets with flush volume of 1.0 gallons of water per flush

High Efficiency Clothes Washers (Residential) — water savings factor of 4.0 or less
Waterless Urinals - .

Showerheads — no more than one showerhead per stall

Rotating Sprinkier Nozzles for Landscape Irigation ~ 0,5 gallons per minute
Weather Based Irrigation Controller

Drought Tolerant Plants -~ 40% of total landscaping

High Efficiency Clothes Washers (Commercial) — water savings factor of 7.5 or less
Domestic Water Heating System located close proximity to point(s) of use-
Individual Metering and billing for water use

Tankless and on-demand Water Heaters

Cooling Tower Conductivity Controllers or Cooling Tower pH Conductivity Controllers
Water-Saving Pool Filter

Leak Detection System for swimming pools and Jacuzzi

Drip/ Subsurface Irrigation (Micro-Errigation)

Micro-Spray

Proper Hydro-zoning/ (groups plants with similar water requirements together)
Zoned Trrigation

Pg. 3 of 6




o Landscaping Contouring fo minimize precipitation runoff

Rainwater Harvesting

o Faucets - all indoor faucets (in addition to City Ordinance No.180822 requirements) with
flow rate of 1.5 gallons per minute or less -

0

The Planning Department has also committed to require the developer of the Project to comply
with the Standard Urban Stormwater Mitigation Plan (SUSMP) and to implement Best
Management Practices that have stormwater recharge or reuse benefits for the entire Mangrove
Estates Mixed Used Development (the Project) as applicable:

o Infiltration Basin {drainage area of 5-50 acres) — captures first-flush stormwater, removes
particulate pollutants and some soluble pollutants, and contributes toward recharging .
groundwater.

o Infiltration Trench (dramage area of less than 5 acres) — similar to infiltration basin but -
used for smaller drainage areas.

o Catch Basin Insert ~ a device that can be inserted into an existing catch basin design to
provide some level of runoff contaminant removal

o Catch Basin Screens

o Pervious Pavements — captures runoff by allowirig stormwater to infiltrate the surface of
pavement layer into a “reservoir” layer

o Cistern - captures stormwater runoff as it comes down through the roof gutter system.

o Greywater Systems '

o Primary (On-Site) Waste Water Treatment Systems

The following items are required by City Ordinance No.180822, effective Dec. 1, 2009, and the
City of Los Angeles Planning Department acknowledges compliance with the following -
requirements for the proposed Mangrove Estates Mixed Used Development (the Project):

o Faucets:
» Private Use Lavatory Faucets - 1.5 gallons per minute
> Public Use Lavatory Faucets — 0.5 gallons per minute, self-closing -
> Pre-rinse Spray Valve installed in Comomercial Kitchens —~ 1.6 gallons per minute
»  All Other Faucets — 2.2 gallons per minute
o Low-flow Showerheads — maximum flow rate not to exceed 2.0 gallons per minufe,
except emergency shower heads for health or safety purposes.
o Al Installed Dishwashers must be Energy Star Rated and in compliance with the
following:
»  The maximum water use for high efficiency commercial dishwashers shall be in
accordance with the following table:

Type High-Temperature Maximum Chemical-Maximum gallons
gallens per rack per rack
Conveyer 0.70 0.62
Door 0.95 1.6
Lindercounter 0.90 0.98

Pg. 40f6




» The maximum water use per washing cycle for high efficiency domestic
dishwashers shall be 5.8 gallons
© All cooling towers must operate at a minimum of 5. 5 cycles of concentration
o Single-pass cooling systems are strictly prohibited for use in devices, processes, or
equipment installed in commercial, industrial, or multi-family residential buildings. This
- prohubition shall not apply to devices, processes, or equipment installed for health or
 safety purposes that cannot operate safely otherwise. -

Included in Table 3 on the following page is the estimated number of plumbing fixtores for the
proposed Mangrove Estates Mixed Used Development (the Project).

The City of Los Angeles Planning Department acknowledges that all new projects in the City of
Los Angeles may be subject to additional requirements as a condition of water service, including

-a potential future fee to fund expansion of the recycled water program. The City of Los
Angeles Planning Department acknowledges that the issunance of a Water Supply Assessment
does mot exempt the proposed Mangrove Estates Mixed Used Development {the Project) from
this potential future fee.

Should you have any questions, please do not hesttate to call at (213) 978-1179.

SN

Sincerely,

Patricia Diefenderfer U/()J .

City Planner, Metro/Central Division
Community Planning Bureau

Pg. S of 6




930939

T

8N
esiojdLum)

sbuipiing
oHand

%.,.

.M_.w.

‘aBunon
_Em‘_:muwm.m

,mw. - :7. ._a. e «@uu 3
.m_.«w L f. e _,.mw

m"mﬁmu BEW 3iBdiay | mmmﬁ

TPUSERISIC | JOUSEM S8UI0IS | SPESLIoMoYS | Sjeontd USDIN | Sisones Wea | SEuNn SIONIOL SjuednDo0 | sjuednoag | PED | 103084
- aetue, Biey ano | peeq | o3un | Apuend asn

JUNOD |INIXIY JBJBAA - § QIqEL



Appendix C

Project Location Map '
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Appendix D -

LADWP Water Supply Assessment Worksl:aeet



CITY OF LOS ANGELES
DEPARTMENT OF WATER AND POWER
WATER SUPPLY ASSESSMENT WORKSHEET - YEAR 2005-2030

This workshest estimates water demands arising from water supply assessment request from davalopers.
Waler Supply Assessmenls are perfarmed in complance with Cafifornis Water Code Sections 10910-10915.

L]

) (& €= (B)- @A

LADWP Present Baseline | Projectad Tofal | MNet Increase/Degrease
Nurmoer Project Board Action
vard Action Date Waler Use Waier Use COver Baseline Use
_ (afv) (aly) : (e}
1 magglo Toscano Project 37222005 22 123 100
2 JUSC Health Sciences Campus 32202008 [ 277 277
3 9th & Flgueroa 32212005 0 T 424 124
L} University Galeway 1115/2005 10 123 113
5 Bth and Grand Project T1EB/2008 0 187 197
8 Panta Viste at San Pedro 12/8/2005 89 87 428
7 [Herald Exardner 1218/2005 48 148 102
-] Olympic & Soto 22112008 23 254 231
¢ pwilshire Center . 212172006 22 118 93
10 [Passn Plaza 3712008 18 146 121 -
11 [Grand Avenus 4f18/2008 | g a78 - 875
Amandment to the Bunker Hill Radevelo nt Project Design for -
2 |Developmant piment Proj % 5/2/2008 ) 2,561 2,551
13 [Tayior Yard Transit Village Project 5/2/2008 1] 13c 130
14 JPanorama Place 8/6/2006 23 202 - 178
45 JFigueroa Towers B/8/2008 ] 98 93
Amandment to the Laurel Canyon Commarelal Copritior .
18 Redevelopment Project Desig: for Development 1013/2008 84 : 3?9 s
17 |the New Cantury Plan 872007 181 328 137
18 Lexitgton ] §I6/2007 43 . 128 a8
18 JBundy Viliage and Medieat Park Draft Project 8152007 48 218 Vi)
20 Wilshire and La Breg Project FE2007 8 101 83
21 {Park 5th Mixed Use Project 1efzo07 0 1684 184
22 [Columbla Square Projent 2812008 33 186 153
23 IMebo Universal Projact 74512008 14 317 ) 303
24 Bixel and Lucas Project , 141 8/2008 14 . 119 ) \ 1G5
25 Port of Las Angeles San Padro Waterfront Project 8512008 377 542 185
268 JPort of Los Angeles Wilmington Walerfront Development Projact 5/5/2008 5 21 18
27 |Piuza at the Glen ) BI8/2008 a8 252 188
23 jvillage at Westfield Topanga ' 618/2009 38 203 185
28 601 South Main Strest . B/18/2009 1 130 129
30 jwashington Square Mixed-lise Development Project 712412008 38’ 124 a7
31 [Lorenzo Project ) 8/1/2009 ° 3 238 230
32 IHighiand Center Project 9112009 13 153 140
33 [Loycla Marymount University Master Plan Project BHS/2009 451 505 &4
a4 Iakdwin Hills Crenshaw Plaza 10/20/2009 180 483 333
35 [Bovie Helghts Mixed-Use Communlly Project 1112012008 337 780 443
36 |909 West Templa Street Project pending 3 a8 83 .
37 JUSC Specific Plan Project pending 744 1,200 558
38 [Mangrove Estates Mixed Use Development Project pending 7 280 273
otas:

{1} Projactad and placned for Increase In watar use is contained In LADWP's Yazr 2005 Urban Waler Managemant Plan, The Plan esfmatos for 8 17% ncroase (115,300 acre-faet) from
yoar 2005 freugh 2030, :
(2) Present Basoline Walor Uise is tha most recent water usa for the Peojuct site, peior to the proposed {ra)develapment, A
(3} Projesind Total Water Use is bassd on praposad (re)develupmant usage, using factors in the C2ty of Los Angeles Bureau of Sanliaton Sawar Genemion Rates tabla, wilh additicnal vnluatarywniar
savings, duding prejectyd conyarvation savings and e pro 1 30 of anry racyeled watsr, deductad form the total d ol ’
(4) Colurst (C) |8 the ned feh ind d with respact to the Pra2ant Busefire Water Uye shown in Column (A). The water demand projection In LADYVE'S Yaur 2005 Uthan
Walsr Mznagamens Plan is basad on citywide growth Tt watar dse. Whan taken ie its antina 2um, the prajacts fo dats in this table are within the anticlpmed and pianned growth in
water use withln the Clty of Las Aogales, All prijects above am withit e safcipstad aod planned oltywide geawlh rato of 17% through the yenr 2030.
The water damands shown i this tabia and ather watar use nat subjact io 2 YWater Supply Assassmaent withice LADYWE'S sarvica aren will be taken It acoount during LADWP'S
ot Lirban Watar Managomant Pien update i 2010, ’ '
{8 Dafiniiors afy - acrn feat par year,
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1)

: Adi'udicatéd Groundwater Basin Judgn‘ignts‘ -

» San Fernando Basin— Judgmént No. 650079
. "Sy'!mgr Basin — Jinigmeﬁf No, 650079
+ Central Basin — Judgment No. 786656 -
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4 23 Séaaratc (‘:.'v“mah& Water Basins. The ph;vs{ca{ and geologic characterstics 0!? aach

of the ground water basms Eagie rock, Sylmar, Vcrdugo and San Fermando, cause tmpcdtmmts

o mter—hasm gmund water ﬂow whercby thm: is crcatcd Scpa:atc utrderground reservoirs. EaCh.
of said basms csntams a common sotirce of walet supply to pamcs é:xtracung gmund watet, from

each of said basms Ths amouat of underﬂow fmm Sylcriar Basi, Verdugo Basm and E".agle

* Rock Basta to $20 chaﬁdo Basin 55 “relatively smatl, nn.d on the average has béen .
.apprommawly 540 a::te fee:t pcr ycar frofn the Sy[mar Basm 80 acre fce:t pcr year fram Vmiugo 1 .
. Bsin and 50 acge ‘Ecct pm: yéar from Ea_gle Reck Basm. Hach has physzogmphu: gcoiog:c an.d

' hydt’olegw dzf{crences one from the odw,r. and cach mécls t{m hydmlo gtc definition of “baSm

The cx“tracﬂons of wates irrthe respacuvc basins affect the othes watér usecs within that basin but |

' dc» not mgmﬁc:auﬂ;y or matmail Y affcct thd ground water ie:ve[s in any of the- other basins. Fhe
uade:rground feservoics of Bagle Rock, Ve:rtiugo ‘and Sylmic Basms Afe mdcpcndcnt ofone . -1

B ano{hcr aqd of thc San chando Basin.

A. 24 Safe Y‘cid and Nativi Safe Yield.. 'I‘hc Sufe ymld and native, safe yxa{d, stated in

"~ acre feet, of the thices targest basias for the year 1964°65 vas as foltovis:

Basia - . o SsfeYmld . NafiveSife Yield
SanFefando © 90,680 . 43660 .
Sylmar . : 6210 S . :i..E%e

, Vedugo - TS0 T o . on. 1390, )

: “['hc safe yncld of Eagic Rock: Basm: is dcqved t‘tqm lmpodcfl water delivered by Los Ange!cs

Thc:re. isno mc;asurablc native-safe yield.

4.?3 Scpataw Basins - Soparate Ri ;:hts;_ The cights of the part{c;s to extract grotmd

“Wa.lecr wzthm ULARA are sopicate and distinct as wzthm cach of the several gmund water basms RS

. . . y
within smd watershed. | - - .

426 Hvdrolomc Condition of Basins. The sevcrai ‘basins w:thm ULARA ae i varymg':.

hydrologic cond:!.{ons "which resultin dlfferent legai conscqucncw

" %26.1 San Fermando Basm. “The Fiest full year of overdraft i in Sau chando .

Basia was i9_54~55- It rqmamcd in overdraft continuously witil 1968, when an m;uncttcn

e
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of the close of thc» witer year snfimg Sr:ptember 30, 1978 in acCGrdaacs with the Watcrmastcr

Repoxts on fi f'lc with tius Court and the récords of tExa’P{amuEf Th:s tabulation does not fake i mto

" agcount addmons of subtmctxoux from aﬂ}’ Alioww Pumpmg Al Eocaﬂon of a produccr f0€ the

1978-79 wafcr year, sor ather adjusﬁnants aot fepresenting changc in fee nuc to Watcr rzghts

LV

such as feases of wa!:cr rights, mor . does itinckade thc namcs of léssees of IandQWners where thc

ie&socs ae exercmﬁg the watcr ng‘hts. The éxerczsc of ali water rights is subject, hovtcver, to the
i pmwslons of this ¥ udgmémt is heteinatter contained. Ail of said rights are of thc same [cgal ]

: forcc and offect and are withodf pnoaty x%f;thxefmncs to cach othar. Edch party whosc nax;nc s

h&mmaﬂer &af fm\th e thel mbulat;on set forth i Append(x n ot’ thls juégmcnt, ami after whose

'uame thére appcars unider thc ccxlu:mz "Tatat Watc: Rxght the ﬁgarc "0" owss 10 nghts to .
" éxteact any g::mmd water fmm Cs:ntmi Basm.:md has 0o mght fo éxiract amy gro(md watcr me
. Cmmfﬁmm

(b) Eﬁf(:udant The Czty of {ns Augeies is tfm owaer of thie ¥ight to: cxtfact fiftccu
thousand (5 000y acrc f;:ct per amlumﬂof ‘ground water from Czntml Basur- Dcfcadant
Departmmt, of Watcr and Power r.}f the: City of Las Angc!cs has no nght to czcttact ground watet”
ﬁ‘om Ccutral  Basin m:cc:pt m'*sofar asit has the righ, powu: duty ot obligaf.tqn on bchalf of- °

defentiant THE City: ofLos Kgigelés to cxcruss ihe watct rzghts in CcntraI Bsiacof dcfmdaut Thc

" City of Los- Angclcs '{‘ht: caxcmsc ot said nghw ate sub_:oct, hchvcr to ; e pmvismus of ttus
iz - juégrtmt ﬁamaﬂcr contame(t mc‘]udmg but rot timited § to, sharmg thh other pa:tms in any
_ sabsequent dccrcas::s or incieases iu thc quaﬂﬁty of extractions pmmttcd from Centra! BaSm

- puistant to con&numg juHSdICfEOII of tﬁe Couft, on the Basxs that fiftecn thousand (15,000} acre
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. Water Supply Assessment Provisions
California Water Code Section 1081010915 -




WATER CODE
SECTION 10910-10915

10918, (a) Any city or county that determines that - a project; as
defined in Section 10912, is subiject to the California. Environmental
Quality Act (Division 13 {commencing with Section 21000) of the
Public Resources Code) under Section 21080 of the Public Resources
Code ghall comply with this part.

{p} The city or county, at the time that it determines whether an
envirommental impact report, a negative declaration, or a mitigated
negative declaration is required for any project subject to the
Callfornla Environmental Quality Act pursuant to Section 2108C.1 of
the Public Resources Code, shall identify any water system that is,
or may become as a result of supplying water to the project
identified pursuant to this subdivision, a public water system, as
defined in Section 10912, that may supply water for the project. If
the city or county is not able to identify any public water system
that may supply water for the project, the city or county shall
prepare the .water assessment reguired by this part after consulting
with any entity serving domestic water supplies whose service area
. ineludes the project.site, the local agency formation commission, and
any public water system adiacent fo the project site. :

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

{2} If the proiected water demand associated with the proposed
project was accounted for in the most recently adopted urban water
management plan, the public water system may incorpcrate the
reguested informatich from the urban water management plan .in
preparing the elements of the assessment requlred to comply with
subdivisions (d), {e), (£f), and {g}.

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

{4) .If the city or county is regquired to comply with this part
pursuant to subdivision (b}, the water supply assessment for the
project shall include a discussion with regard to whether the total
projected water supplies, determined to be available by the city or
cotnty for the project during normal, 51ngle dry, -and multiple dry
water years during a 20-year projection, will meet the projected
water demand associated with the proposed project, in addition to
existing and planned future uses, including agricultural and
mapufacturing uses.

{d) {1} The assessment reguired by this section shall inglude an
identification of any existing water supply entitlements, watex
rights, or water service contracts relevant to the identified water



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

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

{A) Written contracts or other proof of entitlement to an
identified water supply. .

(B} Copies of a capital cutlay program for financing the delivery
of & water supply that has been adopted by the public water system.

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

{D) Any necessary regulatory approvals that are reguired in order
to 'be able to convey or deliver the water supply. .

fe} If no water has been received inr prior years by the public
water system, or the city or county if either is required to comply
with this part pursuant to subdivision (b), under the exlisting water
supply entitflements, water rights, or water gervice contrzots, the:
public water system, or the. city or county if either is required.to:
comply -with this part pursuant to subdivision (b), shall also include.
in its water supply assessment pursuant to subdivision (c), an
identification of the other public water systems or water service
contracthoiders that receive a water supply or have exlsting water
supply entitlements, water rights, or water service contracts, to the
same source of water as the public water system, or the city or
county if sither is required to comply with this part pursuant ta
subdivision (b), has identified ag a source of water supply within
its water supply assessmenls. ‘

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

(1) A review of any information contained in the urban water
management plan relevant to the identified water supply for the
proposed project. | .

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

{3} A detailed description and analysis of the amount and location
of groundwater pumped by the public water system, or the gity or
county if either is reguired to comply with this part puxrsuant to
subdivision (b), for the past five years from any groundwatex basin




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

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

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

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

{q) {1} Subject to paragraph (2}, the governing body of each

public water system shall submit the assessment to the city or county
not later than 20 days from the date on which the request was
resedwed. The governing body.-of each public water system, or’ the

- -ciyeor .county 1f-elther is required to comply with this‘act'?ursuant*"'“‘
to subdivision (b), shall approve the asseasment prepared pursuant C

to this section at a regular or special meeting.

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

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

{h} Notwithstanding ény other provision of this part, if a project
has been the subject of a water supply assessment that complies with
the requirements of this part, no additional watex supply assessment
shall be required for subsequent projects that were part of a larger
project for which a water supply assessment was completed and that
has complied with the requirements of this part and for which the
public water system, or the city or county if elther is required to
comply with this part pursuant to subdivisionm (b}, has concluded that
its water supplies are sufficient to meet the projected water demand
associated with the proposed project, in additlon to the existing
and planned future uses, including, but not limited to, agricuitural
and industrial uses, unless one or more of the following changes
oCCurs:

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

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

(3) Significant new information becomes available which was not
_known and could not have been known at the time when the assegsment’



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

{1} The estimated total costs, and the proposed method of
financing the costs, associated with acquiring the additional water
supplies. . ‘

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

{3) Based on the copsiderations .set forth in paragraphs. (1) and
{2y, the estimzted. timeframes within which the public water system,.
or the city or county if elther is required to comply with this part
pursuant to subdivision {b), expects to be able to acquire additional
water supplies.

(b} The city or county shall include the water supply assessment
provided pursuant to Section 10910, and any information provided
pursuant to subdivision (a), in any environmental document prepared
for the project pursuant to pPivision 13 {commencing with Section
21000) of the Public Resocurces Code. : : ' o

{c} The city or county may inglude in any eavironmental document -
an evaluation of any information included in that environmental
document provided pursuant to subdivision (p). The city or county
shall determine, based en the entire record, whether projected water
supplies will be sufficient to satisfy the demands of the project, in
addition to existing and plapned future uses. If the city or county
determines that water supplies will not be sufficient, the city oxr
county shall include that determination in its findings for the
project.

10912.  For the purposes of this part, the following terms have the
-following meanings: .

(a) "Project" means any of the following: .

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

{2) A proposed shopping center or business establishment employing
more than 1,000 persons or having more than 500,000 sguare feet of
floor space. . _

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

{4) A proposed hotel or motel, or both, having more tharn 500
rooms. ‘ ' _

{3} A proposed lndustrial, mapufacturing, or processing plant, or
industrial park planned to house more than 1,000 persons, occupying
more than 40 acres of land, or having more than 650,000 square feet




of floor area. ‘

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

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

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

{¢) "Public water system" means a system for the provision of
piped water to the public for human consumpticon that has 3000 or more
service comnections. A public water system’'includes all of the
following:

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

(2) Any collection or pretreatment storage facility not under the
“gonbrol of- the. operator. that is used primarily in connegtion with the
SYS{’;?mﬂ. - «:.., . - . . i N o .v [ , . ‘ o .

{3} Any person who treats watéer on beh#lf of cne or more public -
water systems for the purpose of rendering it safe for human
consumption. :

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

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

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

(d) This part applies only to a project for which a notice of
preparation is submitted on ox after January 1, 199s6.

1091%. The County of San Diego is deemed to comply with this part

if the Office of Planning and Research determines that all of the
following conditions have been met:

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

{b} The County of San Diego and the cities fn the county, by
agreement, deslgnate the San Diego Association of Governments as that
review board. ' ’

{(c} A regional growth management strategy that provides for a
comprehensive regional strategy and a coordinated economic
development and growth management program has been developed pursuant
to Proposition C.

{d} The regional growth management strategy includes a water



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

(e) The San Diego County Water Aunthority, by agreement with the
San Diego Association of Governments in its capacity as the review
board, uses the association’s most recent reglomal growth forecasts
for planning purposes and to implement the water element of the
strateqgy. .

(f) The procedures established by the review board for the
development and approval of the reglonal growth managenent strategy,
including the water element and any certification process established
£o ensure that a project is consistent with that element, comply
with the requirements of this part. . ’

{g) The environmental documents for a project located in the
County of San Diego include information that accomplishes the same
purposes as a watexr supply assessment +hat is prepared pursuant to
Section 10910,
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INTRODUCTION

Recent Development

On November 30, 2009, the California Department of Water Resources {(“DWR™) notified The
Metropolitan Water District of Southern California (“Metropolitan™) and other State Water Project contractors
that their initial allocation of water from the State Water Project would be five percent of each such
contractor's maximum contractual amount for calendar year 2010. For Metropolitan, the initial allocation is
95,575 acre-feet, or five percent of its 1,911,500-acre-foot contractual amount. See “METROPOLITAN’S
WATER SUPPLY——State Water Project—General” in this Appendix A.

Formation and Purpose

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

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

The mission of Metropolitan, as prommlgated by the Board, is to provide ifs service area with
adequate and reliable supplies of high quality water to meet present and future needs in an environmentally
and econoraically responsible way.

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

Member Agencies

Metropolitan is comprised of 26 member public agencies, including 14 cities, 11 municipal water
districts, and one county water authority, which collectively serve the residents and businesses of more than
300 cities and numerous unincorporated communities. Member agencies request water from Metropolitan at
various delivery points within Mefropolitan’s system and pay for such water at uniform rates ¢stablished by
the Board for each class of service. Metropolitan®s water is a supplemental supply for its member agencies,
most of whom have other sources of water. See “METROPOLITAN REVENUES—Principal Custorsers™ for
a listing of the ten member agencies with the highest water purchases from Metropolitan during the fiscal year
ended June 30, 2009. No member is required to purchase water from Metropolitan but all member agencies
are required to pay readiness-to-serve charges whether or not they purchase water from Metropolitan. See
“METROPOLITAN REVENUES—Rate Structure” and “—Member Agency Purchase Orders® for a
discussion of the voluntary ten-year purchase order by which a member agency may commit to purchase
water,
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The following table lists the current 26 member agencies of Metropolitan.

- o .o County
Municipal Water Districts Cifies Water Authorit
Calleguas Las Virgenes Anabeim Los Angeles San Diego-
Central Bagin Orange County Beverly Hills Pasadena
Eastern . Three Valleys Burbaok San Fernando
Foothill .. West Basin Compton. - San Marino
Inland Empire Utilities Agency Fullerton Santa Ana
Upper San Galwiel Valley Glendale Sanfa Monica
Western of Riverside County Long Beach Torrance
Service Area

Metropolitan’s service area comprises approximately 5,200 square miles and includes portions of the
six counties of Los Angeles, Orange, Riverside, San Bernardino, San Diego and Ventura. When Mefropolitan
began delivering water in 1941, its service area consisted of approzimately 625 square miles; its service area
has increased by 4,575 square miles since that time. The expansion is primarily the result of annexation of
the service areas of additional member agencies. '

Of the total population in the six-county area, almost 19 million people, or 85 percent, live within
Metropolitan’s service area. The California Department of Finance estimates that by the year 2030 the six-
county area will have a population of 27 million people, representing an increase of 5.5 million people over
2008 population levels,

The economy of Metropolitan’s service area is exceptiopally diverse. As measured m 2003, the
economy of Metropolitan®s service area has a gross domestic product larger than all but fourteen nations of
the world. Metropolitan provides between 40 and 60 percent of the water used within its service area in any
year. For additional economic and demographic information concerning Metropolitan’s service area, see
Appendix B~ “SELECTED DEMOGRAPHIC AND ECONOMIC INFORMATION FOR
METROPOLITAN'S SERVICE AREA.”

The climate in Metropolitan’s service area ranges from moderate temperatures throughout the year in
the coasta] areas to hot and dry summers in the inland areas. Annual rainfall in an average year is 13 to 15
inches along the coastal area, up to 20 inches in foothill areas and less than 10 inches inland.

METROPOLITAN'S WATER SUPPLY

Metropolitan faces a number of challenges in providing a reliable and high quality water supply for
southern California. These include, among others: (1) population growth within the service area; (2)
increased competition for low-cost water supplies; (3) variable weather conditions; and {4) increased
environmental regulations. Metropolitan®s resources and strategies for mesting these long-ferm challenges
are set forth in its Integrated Water Resources Plan, as updated from time fo time. (See “—Integrated Water
Resources Plan’ below.)

Metropolitan’s principal sources of water are the State Water Project and the Colorado River. Recent
court decisions have restricted deliveries from the State Water Project as described below under
“METROPOLITAN’S WATER SUPPLY—State Water Project—Endangered Species Act Considerations.”
A third consecutive year of dry conditions in the northern Sierra watershed for the State Water Project and
Jow storage levels in Lake Mead and Lake Powell resulting froma a multi-year drought in the Colorado River
Basin bave further affected water deliveries and storage in 2009. Programs and projects for addressing these
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challenges over the next five years are described under “METROPOLITAN’S WATER SUPPLY—Five-Year
Supply Plan” in this Appendix A.

Inteprated Water Resources Plan

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

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

Metropolitan is currently working on the next IRP update, to evaluate supply reliability while
mcarporahng changed conditions and new trends and managing uncertainties. It is expected to be completed
in April 2010.

The Preferred Resouree Mix

Metropolitan's principal sources of water are the State Water Project and the Colorado River. The
IRP’s Preferred Resource Mix identifies a balance of local and imported water resources within
Metropolitan’s service area. Metropolitan expects that the resource targets and capital expenditure strategies
for the Preferred Resource Mix will be continnally reviewed and updated at least every five years to reflect
changing demand and supply conditions.

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

Stete Water Project. State Water Project supplies are important for maximizing local groundwater
potential and the use of recycled water since State Water Project water has lower salinity contenf than
Colorado River Aqueduct water and can be vsed to increase groundwater conjunctive use applications. See
“METROPOLITAN’S WATER SUPPLY-State Water Project” in this Appendix A.

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

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

A-3
Appendix 4 to Metropolitan’s Official Statement dated December 1, 2009 -



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

Conjunctive Use. Conjunctive use is the coordinated use of surface water supplies and groundwater
storage. It entails storing surplus imported water daring the winter months or wet years in local surface
reservoirs and recharging local groundwater basins, then using the stored supplies during dry months and
dronghts, thus increasing the supply reliability of the region. See “REGIONAL WATER RESOURCES-~
Local Water Supplies” and “CAPITAL INVESTMENT PLAN—Other Major Projects of Metropolitan’s
" Capital Investment Plan—Groundwater Storage Programs” in this Appendix A.

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

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

Desalination. Desalination may evenfually become an important component in the Preferred
Resource Mix. Metropolitan has signed agreements with three of its member agencies to provide incenfives -
for pilot desalination projects anficipated to produce up to 606,000 acre-feet of desalted sea water annually.
(An acre-foot is the amount of water that will cover one acre to a depth of one foot and equals approximately
326,000 gallons, which represents the needs of two average families in and around the home for one year.)
Metropolitan is negotiating a similar agreement with the San Diego County Water Authority (“SDCWA™) for
its desalination project in Carlsbad, anticipated to produce 56,000 acre-feet per year. The Carlsbad project
has obtained permuits from the California Coastal Commission, State Lands Commission and San Diego
Regional Water Quality Control Board. However, litigation has been filed challenging these approvals.

State Water Project

General. One of Metropolitan’s two major sources of water is the State Water Project, which is
owned by the State of California (the “State”) and operated by DWR. This project transports Feather River
water stored in and released from Oroville Dam and unregulated flows diverted directly from the San
Fravcisco Bay/Sacramento-San Joaquin River Delta (“Bay-Delta”) south via the California Aqueduct to four
delivery points near the northern and eastern boundaries of Metropolitan’s service area. The fotal length of
the California Aqueduct is approximately 444 miles.

In 1960, Metropolitan signed a contract (as amended, the “State Water Confract”) with DWR.
Metropolitan is one of 29 agencies that have long-ferm contracts for water service from DWR, and is the
largest agency in terms of the number of people it serves (almost 19 million), the share of State Water Project
water that it has contracted to Teceive (approximately 46 percent), and the percentage of total annual payments
made to DWR by agencies with State water contracts (approximately 60 percent in 2008). For imformation
regarding Metropolitan's obligations under the State Water Contract, see “METROPOLITAN
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EXPENDITURES-—State Water Contract Obligations” in this Appendix A. Upon expiration of the State
Water Confract term (currently in 2035), Metropolitan has the option to continue service under substantially
the same terms and conditions. Metropolitan: presently intends to exercise this option to continue service to at
least 2052,

The State Water Contract, under a 100 percent allocation, provides Metropolitan 1,911,500 acre-feet
of water. Water received from the State Water Project by Metropolitan over the past seven years (2002
through 2008), including water from water transfer, groundwater banking and exchange programs, described
below under “METROPOLITAN'S WATER SUPPLY -—Water Transfer, Storage and Exchange Programs”,
varied from a low of 1,040,000 acre-feet in calendar year 2008 to 2 high of 1,794,000 acre-feet in 2004.
Below-normal precipitation in the northern Sierra Mountains in the winter of 2007 and spring of 2008, the
season when most of the annual precipitation. occurs, ended with record dry conditions during March and
April of 2008. Metropolitan’s allocation from the State Water Project for calendar year 2008, as determined
by DWR in accordance with the State Water Contract, was 35 percent of its contracted amount, or 669,000
acre-feet. Metropolitan received approximately 1,040,000 acre-feet of water using the State Water Project’s
California Aqueduct in 2008, including the allocation from the State Water Project and deliveries from water
transfers, groundwater banking and exchange programs. Management of the availability of State Water
Project supplies through water marketing and groundwater banking plays an important role in meeting
California water needs. See “METROPOLITAN’S WATER SUPPLY—Water Transfer, Storage and
Exchange Programs” in this Appendix A.

For calendar year 2009, DWR’s initial allocation estimate to State Water Project contractors was set
at 15 percent of contracted amounts. This estimate was adjusted upwards to 20 percent, 30 percent and 40
percent of contracted amounts as of March 18, 2009, April 15, 2009 and May 20, 2009, respectively. Since
May 20, 2009, the State Water Project allocation for 2009 has remained at 40 percent of contracted amounts.
This allocation reflects that water storage in the State’s major reservoirs and ruiioff projections remain below
average and regulatory restrictions on water exports from the Bay«Delta to protect listed fish species have also
reduced water deliveries from the State Water Project. (See “—Endangered Species Act Considerations™
below.) Under the 40 percent allocation of contracted amounts, Metropolitan will receive approximately
765,000 acre-feet from its basic allocation and approximately 923,000 acre-feet of total water from the State
Water Project in 2009, including supplies from water transfers, exchanges and related Five-Year Supply Plan
actions that will be delivered through the California Agqueduct. '

Following three dry years, DWR’s calendar year 2010 initial allocation estimate of water from the
State Water Project was announced on Novermber 30, 2009 as five percent of State Water Project contractors’
copfractual amounts. For Metropolitan, the initial allocation is 95,575 acre-feet, or five percent of its
1,911,500-acre-foot contractual amount. DWR stated that its initial allocation is a very conservative estimate
of what DWR expects it can deliver as a percentage of deliveries requested by State Water Project contractors
for 2010. This initial allocation figure reflects the low carryover storage levels in the State’s major reservoirs,
three years of drought conditions and federally mandated envirommental restrictions on water deliverties from
the Sacramento-San Joaquin Delta. Actual deliveries and revised allocations for 2010 are expected to
increase during the year once actual hydrologic and water supply conditions are known.

According to DWR, the five percent initial allocation is the lowest initial allocation percentage since
State Water Project deliveries began in 1967. The previous low initial allocation was ten percent in 1993.
The 1993 allocation was increased to 100 percent as supply conditions improved that year, however, federaﬂy '
mandated environmental restrictions on water deliveries from the Sacramento-San Joaquin Delta were not in
place at that time. See “—Endangered Species Act Considerations” and “—State Water Project Operational
Constraints” below. If the initial allocation of five percent remains, Metropolitan expects to meet regional
demands with Colorado River Aqueduct deliveries, storage reserves, supplemental water transfers and
purchases and, if necessary, continuation of Metropolitan®s Water Suppiy Allocation Plan (see “—Water
Supply Allecation Plan” helow).
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Due to drought conditions and the court-ordered restrictions described wuder “—FEndangered Species
Act Considerations™ below, California Governor Amold Schwarzenegger issued a proclamation on February
27, 2009 declaring a statewide drought emergency. The proclamation requests that all urban water users in
California increase water conservation and directs that various state agencies take action to address impacts of
the drought. These actions include expediting approvals for water transfers (provided that such transfers do
not injure other legal users of water or unreasonably affect fish and wildlife); pursning short-term efforts, such
as installation of temporary barriers in the Bay-Delta, to protect water quality and water supply; and
expediting regulatory consideration of proposed modifications to Bay-Delta water qualify standards. DWR’s
drought status update issued on November 30, 2009, stated that DWR is preparing for the likelihood of a
fourth year of drought in 2010. The Governor may issue additional orders, including rationing, if drought
conditions are not sufficiently mitigated. Some of the projects described under “METROPOLITAN’S
WATER SUPPLY—Five-Year Supply Plan” may be expedited under the emergency declaration. However,
Metropolitan is unable at this time to assess impacts of the emergency declaration on its State Water Project
stipplies. '

Endongered Species Act Considerations

General. The listing of several fish species as threatened or endangered under the federal or
California Endangered Species Acis (respectively, the “Federal ESA” and the “California ESA” and,
collectively, the “ESAs™) have adversely impacted State Water Project operations and limited the flexibility
of the State Water Project. An annual emvironmental water account established under the CALFED Bay-
Delta Program (described under “—Bay-Delta Regulatory and Planning Activities” below) as a means of
meeting environmental flow requirements and export limitations has helped fo mitigate these impacts.
Currently, five species (the winter-run and spring-run Chinook salmon, Delta smelf, North American green
sturgeon and Central Valley steelhead) are listed under the ESAs. In addition, on June 25, 2009, the
California Fish and Game Commission declared the longfin smelt a threatened species under the California
ESA. Profective measures adopted by the Fish and Game Commission for the longfin smelt are described
wnder “~California ESA Litigation” below. The United States Fish and Wildlife Service (“USFWS™)
announced on April 9, 2009, that the Bay-Delta population of longfin smelt does not qualify as a distinct
population segment and cannot be listed under the Federal ESA. The Federal ESA requires that before any
federal agency authorizes funds or carries out an action it must consult with the appropriate federal fishery
agency to determine whether the action would jeopardize the continued existence of any threatened or
endangered species, or adversely modify habitat critical fo the species® needs. The result of the consultation is
known as a “biological opinion.” In the biological opinjon the federal fishery agency determines whether the
action woukl cause jeopardy to a threatened or endangered species or adverse modification to critical habitat
and recommends reasonable and prudent alternatives or measures that would allow the action to proceed
without cansing jeopardy or adverse modification. The biological opinion also includes an “incidental take
statement.” The incidental take siatement allows the action to go forward even though it will result in some
level of “take,” including barming or killing some members of the species, incidental io the agency action,
provided that the agency action does not jeopardize the continued existence of any threatened or endangered
species and complies with reasonable mitigation and minimization measures recommended by the federal
fishery agency. In 2004 and 2005, the USFWS and National Marine Fisheries Service issued biological
opinions and incidental take statements that govern operations of the State Water Project and the fedeml
Central Valley Project with respect to the Delia smelt, the winter-run and spring-run Chinook salmon and the
Central Valley steethead. In July 2006, the Bureau of Reclamation reinitiated consultation with the USFWS
and Naiional Marine Fisheries Service with respect to the 2004 and 2005 biological opinions (with the
addition of the North American green sturgeon, which was listed in April 2006) following the filing of legal
challenges fo those biological opinions and incidental take statements described under “Federal ESA
Litigation” below. In a separate action on May 21, 2009, the National Marine Fisheries Service proposed to
adopt a rule under the Federal ESA, applying Federal ESA “take” prohibitions to the North American green
sturgeon. Existing restrictions on project operations for the benefit of other listed species will also protect the
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North American green sturgeon and it is wnclear whether additional restrictions and impacts on project
operations could result from the proposed rule. ‘

Under the Federal ESA, critical habitat also must be designated for each Hsted species. Critical
habitat has been designated for each of the currently listed species, including the North American green
sturgeon. The National Marine Fisheries Service issued critical habitat designation for the North American
green sturgeon on October 9, 2009. The habitat designated as critical for the sturgeon includes the lower
Feather River, which could have an adverse impact on State Water Project operations. . The extent of any such
impacts cannot be determined at this time.

Federal ESA Litigation. Litigation filed by several environmental interest groups (NRDC v.
Kempthorne; and Pacific Coast Federation of Fishermen’s Associations v. Gutierrez) in the United States
District Court for the Eastern District of California alleged that the 2004 and 2005 biological opinions and
incidental take statements inadequately analyzed impacts on listed species under the Federal ESA. On May
25, 2007, Federal District Judge Wanger issued a decision on summary jedgment in NRDC v. Kempthorne,
finding the USFWS biological opinion for Delta smelt to be invalid. On December 14, 2007, Judge Wanger
issned his Interim Remedial Order and Findings of Fact and Conclusions of Law requiring that the State
Water Project and Central Valley Project operate according to certain specified criteria until a new biological
opinion for the Delta smelt is issued. Under the Interim Remedial Order, State Water Project operations were
constrained in the winter and spring of 2007-08 by prevailing conditions and the status of the Delta smelt.
Export restrictions resulting from the Interim Remedial Order during the winter and spring of 2007-08
reduced State Water Project deliveries to Metropolitan by approximately 250,000 acre-feet, as water that
otherwise could have been diverted for delivery through the California Aqueduct bypassed the State Water
Project pumps.

. The USFWS released a new biological opinion on the impacts of the State Water Project and Central
Valley Project on Delta smelt on December 15, 2008. Based on the Water Allocation Analysis released by
DWR on December 19, 2008, which analyzed the biological opinion®s effects on State Water Project
operations, export resirictions could reduce deliveries to Metropolitan by 300,000 to 700,000 acre-feet for
2009 under median hydrologic conditions. The San Luis & Delta Mendota Water Authority, Westlands
Water District, Kern County Water Agency, Coalition for a Sustainable Delta and State Water Contractors, a
California nonprofit corporation formed by agencies contracting with DWR for water from the State Water
Project (the “State Water Confractors™) and the Family Farm Alliance have filed separate lawsuits in federal
district court challenging the biclogical opinion. Metropolitan filed its lawsuit challenging the biological
opinion on April 8, 2009, The complaints allege, among other things, that the biological opinion is nnlawful
and invalid because it failed fo use the best available scientific data and information and that the “Reasonable
and Prudent Alternative™ in the biological opinion, which imposes major water export restrictions, was
arbitraty and capricious, and lacked necessary findings. On May 29, 2009, the court in the San Luis & Delta
Mendota Water Authority lawsuit ruled that the plaintiffs were likely to sncceed on their claim that the
USFWS failed to comply with the National Environmental Policy Act in its preparation of the Delta smelt
biological opinion. The court issued a preliminary injunction requiring the USFWS to take into consideration
vatious enviropmental impacts of reduced water exports to the federal Central Valley Project service area and
provide more detailed explanations when the USFWS imposed certain biological opinion restrictions on
exports. These requirements were effective until Jone 30, 2009. The spring 2009 export restrictions under
the Delta smelt biological opinion expired on June 30, 2009.

In another challenge to USFWS’ Delta smelt biological opinion, litigation was filed on May 21, 2009,
by the Pacific Legal Foundation on behalf of several owners of small farms in California’s Central Valley
(Stewart & Jasper Orchards et al. v. US. Fish & Wildlife Service et al.) in the United States District Court for
the Eastern District of California. The complaint challenges the validity of the biological opinion based upon
alleged Yimits to federal domestic regulatory power to persons, things or activities involved in or affecting
interstate commerce under the U. S. Constitution. The lawsuit requests an injunction against the Delta smelt
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protection measures in the biological opinion. The lawsuit also maintains that the USFWS failed to follow its
own regulations in the development and issuance of the biological opinion. '

The federal court has consolidated the six lawsuits challenging the Delta smelf biological opinion
under the caption Delta Smelt Consolidated Cases. The court beld a hearing on October 2, 2009, on certain
motions for summmary judgment. On October 8, 2009, the court denied a motion in the Stewart & Jasper
Orchards case that had contended that the Delta smelt biological opinion exceeded the Federal Government’s
power under the Commerce Clanse.. On October 15, 2009, the court also denied a motion by other water
contractor-plaintiffs that contended that the Reasonable and Prudent Alternative in the biological opinion
should have been supported by findings in the biological opinion ifself. The court bas scheduled a briefing
and a hearing on further motions for summary judgment that challenge the adequacy of the underlying
scientific justifications and analysis in the biological opirdon. The briefing of these motions and the hearing
will ocour during the period from December 2009 to April 2010.

On November 13, 2609, the Center for Biological Diversity filed separate lawsuits challenging the
USFWS’ failure to respond to a petition to change the Deltz smelt’s federal status from threatened to
endangered and, the USFWS® denial of federal listing for the longfin smelt. The Delta smelt and longfin smelt
cases were filed in the United States District Court for the Eastern and Northern Districts of California,
respectively.

On April 16, 2008, the court granted the plaintiffs’ motion for summary judgment in Pacific Coast
Federation of Fishermen’s Associations v. Gutierrez and invalidated the 2004 National Marine Fisherjes
Service’s biological opinion for the salmon and other fish species that spawn in rivers flowing into the Bay-
Delta. Among other things, the cowrt’s summary judgment found that the no-jeopardy conclusions in the
biological opinion were inconsistent with some of the factual findings in the biological opinion; that the
biological opinion failed to adequately address the impacts of State Water Project and Central Valley Project
operations on critical habitat and that there was a faiture to consider how climate change and global warming
might affect the impacts of the projects on salmonid species.

The National Marine Fisheries Service released its new biological opinion for salmonid species on
Fune 4, 2009. The salmonid species biological opinion contains additional restrictions on State Water Project
and Ceniral Valley Project operations. The National Marine Fisheries Service calculated that these
restrictions will reduce the amount of water the State Water Project and Central Valley Project combined will
be able fo export from the Bay-Delta by 5 to 7 percent. DWR estimated a 10 percent average water loss,
expected to begin in 2010; under this biological 0puuon The n:npact on State Water Project deliveries
aftributable to the Delta smelt and salmonid species biological opinions combined is estimafed fo be one
million acre-feef in an average year, reducing State Water Project deliveries from approximately 3.3 million
acre-feet to approximately 2.3 million acre-feet for the year under average hydrology.

Six lawsuits have been filed challenging the 2008 salmon biological opinion. These various lawsuits
have been brought by the San Luis & Delta Mendota Water Authority, Westlands Water District, Stockton
East Water District, Qakdale Irrigation District, Kern County Water Agency, the State Water Contractors and
Metropolitan. The court has consolidated the cases under the caption Consolidated Salmon Cases.

California ES4 Litigation. In addition to the litigation under the Federal ESA, other environmental
groups sued DWR on October 4, 2006 in the Superior Court of the State of California for Alameda Couaty
alleging that DWR was “taking” listed species without authorization under the California ESA. This
litigation (Watershed Enforcers, a project of the California Sportfishing Protection Allience v. Californin
Department of Water Resources) requests that DWR be mandated to either cease operation of the State Water
Project pumps, which deliver water to the California Aqueduct, in a manner that results in such “taking” of
listed species or obtain authorization for such “taking™ under the California ESA. On April 18, 2007, the
Alameda County Superior Court issued its Statement of Decision in Watershed Enforcers v. California
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Depariment of Water Resources. The Staterent of Decision finds that DWR is illegally “taking” listed fish
through operation of the State Water Project export facilities. The Superior Court ordered DWR to “cease
and desist from further operation” of those facilities within 60 days wnless it obtains take authorization from
the California Department of Fish and Game.

DWR appealed the Alameda County Superior Court’s order on May 7, 2007. This appeal stays the
order pending the outcome of the appeal.. On motion of all parties, the Court of Appeal also stayed further
processing of the appeal in 2009. This stay was intended to allow time for DWR to obtain incidenta] take
authorization under the California ESA, before the Court of Appeal decides the appeal. DWR applied for
mcidental take authorization for the Delta smelt and salmon under the California ESA, based on the
consistency of the federal biological opinions with California ESA requirements (“Consistency
Determinations™). The California Department of Fish & Game subsequently issued Consistency
Determinations under the California ESA authorizing the incidental take of both Delta smelt and salmon.
Based on having received Consistency Determinations that authorize incidental take under the California
ESA, appellants Department of Water Resources and State Water Contractors have dismissed their appeals of
the Watershed Enforcers decision. A motion to dismiss the remaining appeals in Watershed Enforcers on
grounds that the controversy is moot is also pending. The State Water Contractors and Kern County Water
Agency have filed suit in state court challenging the Consistency Delerminations under the California ESA
that have been issued for both Delta smelt and salmon. Those lawsuits challenging the Consistency
Determinations are pending and are awaiting preparation of the administrative record.

On March 4, 2009, the California Fish and Game Commission listed the longfin smelt for protection
under the California ESA. This initiated a review period that concluded with the California Fish and Game
Commission’s declaration of the Jongfin smelt as 2 threatened species on June 25, 2009. On February 23,
2009, in anticipation of the listing action, the California Department of Fish and Game issved a California
ESA section 2081 incidental take permit to DWR authorizing the incidental take of longfin smelt by the State
Water Project. This permit authorizes continued operation of the State ‘Water Project under the conditions
specified in the section 2081 permit. The section 2081 permit for longfin relies on an adaptive management
process to adjust the level of project exports to minimize the take of longfin at the pumps. This adaptive
management process uses a variety of information, including salvage data, modeling, fish surveys showing
the geographical distribution of longfin and other factors to select what level of project exports is appropriate.
The State Water Contractors filed suit against the California Department of Fish and Game on March 25,
2009, alleging that the export restrictions imposed by the section 2081 permit have no reasonable relationship
to any hatm to longfin smelt caused by State Water Project operations, are arbitrary and capricious and are not
supported by the best available science. The lawsuit is pending and the administrative record for the cases was
recently completed. .

State Water Project Operational Constraints. DWR has altered the operations of the State Water
Project to accommodate species of fish listed under the ESAs. These changes in project operations have
adversely affected State Water Project deliveries. Restrictions on Bay-Delta pumping under the Interim
Remedial Order in NRDC v. Kempthorne reduced deliveries of State Water Project water to Metropolitan by
approximately 250,000 acre-feet in 2008. The initial allocation to Statc Water Project contractors for 2009
was only 15 percent of their contracted amounts, based on below-average precipitation and regulatory agency
restrictions on water exports from the Bay-Delta to protect listed fish species. DWR revisited this allocation
as conditions changed through early 2009 and, on May 20, 2009, atnnounced anr allocation of 40 percent
(approximately 765,000 acre-feet). Metropolitan anticipates receiving approximately 923,000 acre-feet of
total water from the State Water Project in 2009, including its basic allocation and supplies from water
transfers, exchanges and related Five-Year Supply Plan actions that will be delivered through the California
Aqueduct. : '

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

Other issues, such as the recent decline of some fish populations in the Bay-Delta and surrounding
regions and cerfain operational actions in the Bay-Delta, may significantly reduce Metropolitan’s water
supply from the Bay-Delta. State Water Project operational requirements may be farther modified under new
biological opinions for listed species under the Federal ESA or by the California Depariment of Fish and
Game’s issuance of incidental take authorizations wnder the California ESA. Biological opinions or
incidental take authorizations under the Federal ESA and California ESA might further adversely affect State
Water Project and Central Valley Project operations. Additionally, new litigation, listings of additional
species or new regulatory requirements could further adversely affect State Water Project operations in the
future by requiring additional export reductions, releases of additional water from storage or other operational
changes impacting water supply operations. Mefropolitan cannot predict the ultimate outcome of any of the
litigation or regulatory processes described above but believes they could have a materially adverse impact on
the operation of the State Water Project pumps, Metropolitan’s State Water Project supplies and
Metropolitan’s water reserves. ' .

“drea of Origin” Litigation. Four State Water Project contractors located north of the State Water
Project’s Bay-Delta pumping plant filed litigation against DWR on July 17, 2008, asserting that since they are
located in the “area of origin” of State Water Project water they are entitled to receive their entire contract
amount before any water is delivered io contractors south of the Bay-Delta. If the plaintiffs are successful in
this litigation, State Water Project water available to Metropolitan in a drought period could be reduced by
approximately 25,000 acre-feet each year or by as much as 40,000 acre-feet in an exceedingly dry year.
Metropolitan and twelve other State Water Project contractors located south of the Bay-Delta filed motions to
infervene in this litigation, which were granted on February 25, 2009. A briefing and hearing on motions for
summary judgment is scheduled for January, 2010.

: Bay-Delta Regulatory and Planning Activities. The State Water Resources Control Board

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

Since 2000, SWRCB’s Water Rights Decision 1641 (“D-1641) has governed the State Water
Project’s ability to export water from the Bay-Delta for delivery to Mefropolifan and other agencies receiving
water from the State Water Project. D-1641 allocated responsibility for meeting flow requirements and
salinity and other water quality objectives established earlier by the WQCP. D-1641 was challenged in a
dozen lawsuits filed primarily by Bay-Delta interests and environmental groups. These cases were
consolidated in a single action. D-1641 was, for the most part, affirmed by the California Court of Appeal in
the State Water Resources Control Board Cases in Febmary 2006. The Court of Appeal decision stated that
the “public trust doctrine” does not mandate a preference for environmental purposes, but requires a balancing
of competing inferests; recognized the dual importance of the State Water Project to provide adequate supply
and water quality for the Bay-Delta as well as export supplies; and held that determining the appropriate
levels of water supply and Bay-Delta water quality requires a “balancing of all relevant factors and all of the
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competing interests in the water that flows through the Delta™ The Court of Appeal held that the SWRCB
appropriately weighed that balance in adopting D-1641, although it returned D-1641 to the SWRCB to
reconsider its allocation of responsibility for implementation of two of the water quality objectives under the
WQCP. The California Supreme Coust denied petitions for review of the Court of Appeal’s decision. In
December 2006, the SWRCB adopted limited amendments to D-1641 to cure the two issues identified by the
Court of Appeal (the flow regime for salmou and deferral of a salinity objective to protect Bay-Delta
agriculture). The SWRCB also identified additional issues to review, which could result in future changes in
water quality objectives and flows that could affect exports of water from the State Water Project. .

The CALFED Bay-Delta Program is a collaborative effort among 23 State and federal agencies to
improve water supplies in California and the health of the Bay-Delta watershed. On August 28, 2000, the
federal government and the State issued a Record of Decision (“ROID™) and related documents approving the
final programmatic environmental documentation for the CALFED Bay-Delta Program. The ROD includes,
among other things, pledges to restore the Bay-Delta ecosystem, improve water quality, enhance water supply
reliability, and assure long-term protection for Bay-Delta Jevees. (See “METROPOLITAN’S WATER
DELIVERY SYSTEM-Seismic Considerations—State Water Project Facilities” in this Appendix A.)
Three lawsuits were filed in the fall of 2000 challenging the sufficiency of the CALFED Bay-Delta Program
Environmental Impact Report (“EIR”) under the California Environmental Quality Act (“CEQA™). The EIR
was upheld by the trial court, but invalidated by the Court of Appeal largely because the CALFED agencies
failed to consider a project alternative of reducing exports from the Bay-Delta that, in the Court of Appeal’s
view, was feasible because it would curb population growth in southern California. On June 35, 2008, the
California Supréme Court found that an EIR is not required to consider an alternative which does not meet the
basic project objectives and ruled that the CALFED EIR fully complied with CEQA. The Supreme Court
also found that the Court of Appeal erred in not distinguishing between pre-existing environmental problems
in the Bay—Deita on one hand and the environmental effects of the CALFED Bay-Delta Program on the other.
While recognizing that reducing exports may help address the Bay-Delta’s existing environmental problems,
the Supreme Court held that addressing existing problems was not the proper role for CEQA’s alternatives.

The CALEED Bay-Delta Program has resulted in an investment of $3 billion on a variety of projects
and programs to begin addressing the Bay-Delta’s water supply, water quality, ecosystem, and levee stability
problems. To gunide future development of the CALFED Bay-Delta Program and identify a strategy for
managing the Delta as a sustainable resource, in September 2006, Governor Schwarzenegger established by
Executive Order a Delta Vision process. The Delta Vision process is tied to legislation that created a cabinet-
level committee tasked with developing a Strategic Vision for the Delta. The 41-member Delta Vision Blue
Ribbon Task Force issbed its Delta Vision Strategic Plan (the “Strategic Plan”) on October 17, 2008,
providing its recommendations for long-term sustainable management of the Bay-Delta. The Strategic Plan
was reviewed by the Delta Vision Committee, chaired by the State Secretary for Resources. The
Implementation Report summarizing the Delta Vision Committee’s recommendations was submitted to
Governor Schwarzenegger on December 31, 2008. These recommendations include completing the BDCP
and associated environmental assessments to permit ecosystem revitalization and conveyance water
improvements, identifying and reducing stressors to the Bay-Delta ecosystem, strengthening levees,
increasing emergency preparedness, continuing funding for the CALFED ecosystem restoration program,
updating Bay-Delta regulatory flow and water quality standards to protect beneficial uses of water and
working with the State Legislature on a comprehensive water bond package to fund Bay-Delta infrastructure
projects. On November 4, 2009, the State Legislature authorized an $11.1 billion water bond measure that
ncludes over $2 billion for Bay-Delta ecosystem restoration as well as $3 biltion for new water storage and
additional funds for water recycling, drought relief, conservation and watershed protection projects. The
bonds are subject to voter authorization and will be included on the November 2010 ballot. Related
legislation creates a new oversight council for the Bay-Delta and directs that the Bay-Delta be managed with
dual goals of water supply reliability and ecosystem protection, sets a statewide conservation target for urban
per capita water use of 20 percent reductions by 2020 (with credits for existing conservation), provides
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funding for increased enforcement of illegal water diversions and establishes a statewide groundwater
monitoring program.

The BDCP is scheduled for completion by the end of 2011, with acquisition of appropriate permits
and completion of the associated environmental impact statement/impact report concluding thereafter. On
April 13, 2009, Central Delta Water Agency and South Delta Water Agency filed suit in federal court
contending that the procedures and process being used to develop the BDCP violate the National
Environmental Policy Act, CEQA, the California Natural Community Conservation Planning Act, and the
California Open Meeting Act. - This lawsuit (Central Delta Water Agency et al. v. US. Fish & Wildlife
Service et al.) named as defendants the federal, State, water contractor and environmental organizations and
their officials and employees who are participating in the BDCP, and sought declaratory and injunctive relief
regarding the procedures used in the BDCP. The same plaintiffs filed a similar lawsuit in California state
court (Central Delta Water Agency et al. v. California Depl. of Water Resowrces) on June 19, 2009. On
September 8, 2009, the federal court dismissed the Central Delta Water Agency et al. v. US. Fish & Wildlife
Service lawsuit on various grounds, including lack of final agency action, ripeness and standing. On October
19, 2009, the plaintiffs voluntarily dismissed their state court lawsuit challenging the BDCP (Central Delta
Water Agency et al. v. California Dept. of Water Resources).

Monterey Agreement Litigation. On September 15, 2000, the Third District Court of Appeal for the.
State of California issued its decision in Planning and Conservation League; Citizens Planning Association of
Santa Barbara Cowmty and Plumas County Flood Control District v. California Depariment of Water
Resources and Central Coast Water Authority. This case was an appeal of a challenge fo the adequacy of the
environmental documentation prepared with respect to cerfain amendments to the State Water Contract (the
“Monterey Agreement”) which reflects the seftlement of certain dispates regarding the allocation of State
Water Project water. The Court of Appeal beld that the environmental documentation was defective in failing
to analyze the envirommental effects of the Monterey Agrecment’s elimination of the permanent shortage
provisions of the State Water Confract. Metropolitan intervened in the case in order to fully participate in the
issues before the trial court. The parties negotiated a seftlement agreement in the fall of 2002. All parties to
the litigation and all 29 agencies that have long-term confracts for water service with DWR execuled the
seftlement agreement, which allows contineed operation of the State Water Project under the Monterey
Agreement principles while a new EIR is being prepared. A draft EIR was issued for public review in
October 2007. Plaintiffs raised a number of objections with the administrative draft of the final EIR, which
DWR considered and rejected. Under the seftlement agreement, plaintiffs may refer their objections to
mediation, which could delay issuance of the Final EIR, which is expecied to be available in late 2009.

Colorado River Aquednct

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

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

California is apportioned the use of 4.4 million acre-feet of water from the Colorado River each year
plus one-half of any surplus that may be available for use collectively in Arizona, California and Nevada, In

addition, California has historically been allowed to use Colorado River water apportioned to but not used by .

Arizona or Nevada when such supplies have been requested for use in California. Under the 1931 priority
~ system that has formed the basis for the distribution of Colorado River water made available to California,
Metropolitan holds the fourth priority right to 550,000 acre-feet per year. This is the last priority within
California’s basic apportionment of 4.4 million acre-feet. In addition, Metropolitan holds the fifth priority
right to 662,000 acre-feet of water, which is in excess of California’s basic apportionment. See the table
“PRIORITIES UNDER THE 1931 CALIFORNIA SEVEN-PARTY AGREEMENT” below. Until 2003,
Metropolitan had been able to take full advantage of its fifth priority right as a result of the availability of
surplus water and apportioned but unused water. However, Arizona and Nevada increased their use of water
from the Colorado River, leaving no unused apportionment available for California since 2002. In addition, a
severe drought in the Colorado River Basin reduced storage in system reservoirs, such that Metropolitan
stopped taking surplus deliveries in 2003 in an effort to mitigate the effects of the drought. Prior to 2003,
Metropolitan could divert over 1.2 million acre-feet in any year, but since that time, Metropolitan’s net
diversions of Colorado River water have been limited fo a low of nearly 633,000 acre-feet in 2006 and a high
of approximately 905,000 acre-feet in 2008. Average annual net deliveries for 2003 through 2008 were
approxitmately 762,000 acre-feet, with annual volumes dependent primarily on availability of unused higher
priority agricultural water and increasing transfers of conserved water.. Metropolitan anticipates that its
Colorado River Aqueduct deliveries in 2009 will exceed 1 million acre-feet for the first time since 2002,
including diversions anticipated from new programs and transactions under the Five-Year Supply Plan. See
“—Quaniification Settlement Agreement”, “—lInterim Surplus Guidelines™ and “—Five-Year Supply Plan”
below. ‘
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PRIORITIES UNDER THE 1931 CALIFORNIA SEVEN-PARTY AGREEMENT®

Priority Description A! cre;ﬁ::le;t
1 Palo Verde Irigation District gross area of 104,500 acres of | ™
land in the Palo Verde Valley :
2 Yuma Project in California not exceeding a pross area of |-
" | 25,000 acres in California - >_ 3,850,000

3(a) Imperial frrigation District and other lands in Imperial and
Coachella Valleys'” to be served by All-American Canal

3 Palo Verde Irrigation District ~ 16,000 acres of land on the W,

| Lower Palo Verde Mesa

4 Metropolitan Water District of Southern California for use on 550,000
the coastal plain

SUBTOTAL ' 4,400,000

5(a) Metropolitan Water District of Southern California for use on 550,600
the coastal plain -

5(b) Metropolitan Water District of Southern California for use on 112,000
the coastal plain®

6(a) Imperial Irrigation District and other lands in Imperial and
' Coachella Valleys to be served by the All-American Canal

300,000
6(b) Palo Verde Irrigation District - 16,000 acres of land on the
Lower Palo Verde Mesa
TOTAL : 5,362,000
7 Agricultural use n the Colorado River Basin in California Remaining
' surplus

Saurce Metropolitan. :

Agreement dated August 18, 1931, among Palo Verde lirigation District, Imperial Irrigation District, Coachella Valley Connty
Water District, Metropolitan, the City of Los Angeles, the City of San Diepo and the County of San Diego. These priorities were
memorialized in the agencies’ respective water delivery confracts with the Secretary of the Tuterior.

The Coachella Valley Water District serves Coachella Valley.

In 1946, the City of San Diego, the San Diego Cowumty Water Authority, Metropolitan and the Secretary of the Interdor entered
inte 2 contract that merged and added the City and County of San Diego’s nghis 1o storage and delivery of Coiorado River water
to the rights of M(f!mpolﬁaﬂ

&
&
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Metropolitan has taken steps to augment its share of Colorado River water through agreements with
other agencies that have rights to use such water. Under a 1988 water conservation agreement {the “1988
Conservation Agreement”) between Metropolitan and the Ymperal Trrigation District (“IID”), ID has
constructed and is operating a number of conservation projects that are currently conserving 105,000 acre-feet.
of water per year. In 2008, the conserved water augmented the amount of water available to Metropolitan by
89,006 acre-feet and, by separate apreement, to the Coachella Valley Water District (“CVWD”) by 16,000
acre-feet.

In 1992, Metropolitan enfered into an agreement with the Ceniral Arizona Water Conservation
District (“CAWCD™) to demonstrate the feasibility of CAWCD storing Colorado River water in central
Arxizona for the benefit of an entity outside of the State of Arizona. Pursuant to this agreement, CAWCD
created 80,909 acre-feet of long-term storage credits that may be recovered by CAWCD for Metropolitan.
Metropolitan, the Arizona Water Banking Authority, and CAWCD executed an amended agreement for
recovery of these storage credits in December 2007. In 2007 and 2008, 16,804 and 28,442 acre-feet were
recovered, respectively. Metropolitan anticipates recovery of as much as 30,000 acre-feet in 2009, and
expects to request the balance of the storage credits in 2010, Water recovered by CAWCD under the terms of
the 1992 agreement allows CAWCD tfo reduce its use of Colorado River water, resulting in Arizona having
uwnused apportionment. The Secretary of the Interior is making this unused apportionment available to
Metropolitan under its Colorado River water delivery contract.

Metropolitan and the Palo Verde Irrigation District (“PVID”) signed the program agreement for a
Land Management, Crop Rotation and Water Supply Program in Angust 2004. This program provides up to
133,000 acre-feet of water to be available to Metropolitan in certain years. The term of the program is 35
years. Fallowing of approximately 20,000 acres of land began or January 1, 2005, In 2005, 2006, 2007 and
2008, approximately 108,700, 105,600, 72,300 and 94,300 acre-feet of water, respectively, were saved and
made available to Metropolitan. The fallowing program is projected to save 132,500 acre-feet of water in
2009. In March 2009, Metropolitan and PVID entered into a one-year supplemental fallowing program
within PVID that provides for the fallowing of additional acreage, with savings projected to be as much as
another 61,200 acre-feet. Of that total, about 23,000 acre-feet of water is anticipated in 2009, with the balance
to be made available in 2010.

In May 2008, Metropolitan provided $28.7 million to join the CAWCD and the Southern Nevada
Water Authority (“SNWA™) in funding the construction of a new 8,000 acre-foot off:stream regulating
reservoir near Drop 2 of the All-American Canal in Imperial County. The reservoir is under construction by
the Bureau of Reclamation and is anticipated to be completed in 2010. The Drop 2 Reservoir is expected to
-save up to 70,000 acre-feet of waler per year by capturing and storing water that otherwise would not be
diverted for irrigation. In return for its funding, Metropolitan received 100,000 acre-feet of water that is
stored in Lake Mead, with the ability to deliver up to 34,000 acre-feet of water in any one year. Besides the
additional water supply, the new reservoir will add to the flexibility of Colorado River operations.

Management of California’s Colorade River Water Supply. With Arizona’s and Nevada’s increasing
use of their respective apportiomnents and the wcertainty of continued Colorado River surpluses, in 1997 the
Colorado River Board of California, in consultation with. Metropolitan, IID, PVID, CVWD, the Los Angeles
Department of Water and Power and the SDCWA, embarked on the development of a plan for reducing
California’s use of Colorado River water to its basic apportionment of 4.4 million acre-feet when use of that
basic allotment is necessary (“California Plan™). In 1999, 11D, CVWD, Metropolitan and the State agreed to a
set of Key Terms aimed at managing California’s Colorado River supply. These Key Terms were
mcorporated into the Colorado River Board’s May 2000 California Plan that proposed to optimize the use of
the available Colorado River supply through water conservation, transfers from higher priotity agricultural
users to Metropolitan®s service area and storage programs.
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Quantification Settlement Agreement. Many of the core elements of the California Plan are being put
into effect under the October 2003 Quantification Settlement Agreement (the “QSA™) executed by CVWD,
D and Metropolitan. The QSA establishes Colorado River water use limits for IID, CVWD and
Metropolitan, provides for specific acquisitions of conserved water and water supply arrangements for up to
75 years, and restores the opportunity for Metropolitan fo receive any “special surplus water” under the
Interim Surplus Guidelines. (See “~Interim Surplus Guidelines” below.) The QSA also allows Metropolitan
to enter into other cooperative Colorado River supply programs. Related agreements modify existing
conservation and cooperative water supply agreements consistent with the QSA, and sef aside several disputes
among California’s Colorado River water agencies.

Specific programs under the QSA include lining portions of the All-American and Coachella Canals,
which are projected to conserve 96,000 acre-feet annually. As a result, 80,000 acre-feet of conserved water is
projected to be delivered to SDCWA by exchange with Metropolitan and 16,000 acre-feet is projected to be
delivered for the benefit of the San Luis Rey Settlement Parties by exchange under a water rights setflement
ammually. An amendment to the IID-Metropolitan 1988 Conservation Agreement and the associated 1989
Approval Agreement extended the term of the 1988 Conservation Agreement and limited the amount of water
used by CVYWD to 20,000 acre-feet. In 2021, the transfer of wafer conserved annually by 11D to SDCWA is
expected to reach 205,000 acre-feet (see discussion below under the caption “—Sale of Water by the Imperial
Irrigation District to San Diego County Water Authority”). With full implementation of the programs
identified in the QSA, at times when California is limited to its basic apportionment of 4.4 million acre-feet
per year, Metropolitan expects o be able fo anmally divert to its service area approximately 850,000 acre-feet
of Colorado River water plus any unused agricultural water that roay be available. This is further augmented
by the PVID program, which provides up to 129,800 acre-feet of water per year. (Amounts of Colorado
River water received by Metropolitan in 2003 through 2008 are discussed under the heading “—Colorado
River Aqueduct—General” above.)

A complicating factor in completing the QSA was fhe fate of the Salfon Sea. The Salton Sea is an
important habitat for a wide variety of fish-eating birds as a stopover spot along the Pacific flyway. Some of
these birds are listed as threatened or endangered species under the State and Federal BSAs. Located at the
lowest elevations of an inland basin and fed primarily by agricultural drainage with no outflows other than
evaporation, the Salton Sea is trending towards hyper-salinity, which has already impacted the Salfon Sea’s
fishery. This fishery has historically been suitable habitat for the fish-eating birds. The transfer of water from
IID to SDCWA, one of the core programs implemented under the QSA, would reduce the volume of
agricultural run-off from IID into the Salton Sea, which in turn would accelerate this natural trend of the
Salton Sea to hyper-salinity. See “—Sale of Water by the Imperial Irrigation District o San Diega County
Water Authority” below. The appropriate mitigation for impacts to the Salton Sea from the ID-SDCWA
transfer and the larger issue of Salton Sea restoration was addressed by State legislation facilitating
implementation of the QSA. In passing that legislation, the Legislature committed the State to undertake

‘restoration of the Salton Sea ecosystem. Restoration of the Salton Sea is subject to selection and approval of
an alternative by the Legislature and funding of the associated capital improvements and operating costs. The
-Secretary for the California Natural Resources Agency submitted an $8.9-billion preferred alternative for
restoration of the Salton Sea to the Legislature in May 2007. While withholding authorization of the
preferred alternative, the Legislature has appropriated funds from Proposition 84 to undertake demonstration
projects and investigations called for in the Secretary’s recommendation. The QSA implementing legislation
also established the Salton Sea Restoration Fund, which will be funded in part by payments made by the
parties to the QSA and fees on certain water transfers among the partics to the QSA. Under the QSA
agreements Mefropolitan will pay $20 per acre-foot into the Salion Sea Restoration Fund for any special
sarplus Colorado River water that Metropolitan elects to take under the Inferim Surplus Guidelines.
Metropolitan also agreed to acquire up to 1.6 million acre-feet of water conserved by [ID, excluding water
transferred from 1D to SDCWA (see “—Sale of Water by the Imperial Irrigation District to San Diego
County Water Awuthority” below), if such water can be transferred consistent with plans for Salton Sea
restoration, at an acquisition price of $250 per acre-foot (in 2003 dollars), with net proceeds to be deposited
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into the Salton Sea Restoration Fund. No conserved water has been made available to Metropolitan under this
program. Metropolitan may receive credit for the special surphys water payments against future contributions
for the Lower Colorado River Multi-Species Conservation Program (see “—ZEnvironmental Considerations”
below). In consideration of these agreements, Metropolitan will not have or incur amy liability for restoration
of the Salton Sea. As part of an effort to mitigate the effects of the drought in the Colorado River Basin that
began in 2000, Metropolitan elected not to take delivery of special surplus Colorado River water that was
available from October 2003 tbrough 2004 and from 2006 through 2007. No special surplus watér was
available in 2008 or 2009.

Sale of Water by the Imperial Irrigation District to San Diego County Water Authority. On April 29,
1998, SDCWA and IID executed an agreement (the “Transfer Agreement™) for SDCWA’s purchase from 1D
of Colorado River water delivered to IID. An amended Transfer Agreement, executed as one of the QSA
agreements, set the maximum transfer amount at 205,000 acre-feet in 2021, with the transfer graduaily
ramping up to that amount over an approximately twenty-year period, stabﬂmg at 200,000 acre-feet per year
bepginning in 2023,

No facilities exist to deliver water directly from IID to SDCWA. Under the Transfer Agreement,
conserved water from XD is delivered to SDCWA through existing facilities owned by Metropolitan.
Metropolitan and SDCWA entered into an exchange contract that provides for conserved Colorado River
water acquired by SDCWA from [ID and water conserved from Iining the Al-American and Coachella
Canals to be made available to Metropolitan for diversion at Lake Havasu. By exchange from the sources of
water available to Metropol;tan an equal volume of water is delivered to SDCWA through Metropolitan’s
distribution system, The price payable by SDCWA for these deliveries is calculated using the charges set by
Metropoljtan’s Board from time to time that are applicable to the conveyance of water by Metropolitan on
bebalf of its member agencies. See “METROPOLITAN REVENUES-Wheeling and Exchange Charges” in
this Appendix A. In 2007 a total of 73,125 acre-feet were delivered to SDCWA under the exchange contract,
consisting of 50,000 acre-feet from IID and 23,125 acre-feet as a result of the completion of the Coachella
Canal lining project In 2008, 80,582 acre-feet were deltvered for exchange, 50,000 acre-feet of D
conservation plus 23,197 acre-feet and 7,385 acre-feet of conserved water from the Coachella Canal and All-
American Canal lining projects, respectively. Total 2009 exchange deliveries are projected to reach over
131,000 acre-feet.

OS54 Related Litigation. On November 5, 2003, IYD filed a validation action in Tmperial County
Superior Court, seeking a judicial determination that thirfeen agreements associated with the TIYSDCWA.
water transfer and the QSA are valid, legal and binding. Other lawsuits also were filed challenging the
execution, approval and subsequent implementation of the QSA on various grounds including failure to
comply with CEQA, violations of the Water Code, breach of trust and fiduciary duties, unconstitutional
taking of property rights, and deprivation of federal civil rights under 42 U.S.C. section 1983. Metropolitan
filed an answer in IfD’s validation proceeding, and has been named as a defendant/respondent/cross-
defendant in certain cases pertaining to the QSA and its related agreements. All of the QSA cases have been
coordinated in Sacramento Superior Court. Two rounds of pleading challenges that ended in January 2005
narrowed the cases and claims in the coordinated proceedings. In 2005, the Third District Court of Appeal
granted the County of Imperial’s petition for review of rulings dismissing one County case and dismissing the
CEQA causes of action from another. The Court of Appeal then stayed all lower court proceedings pending
appellate review. On June 14, 2007, the Court of Appeal affirmed the Superior Court’s. decision. The Court
of Appeal denied a petition for rehearing in July 2007, and the time to pehtmn the California Supreme Court
expired. The QSA litigation then resumed in the Superior Court.

During 2007 and 2008, there were a number of pretrial rulings that narrowed the claims in fthe QSA.
litigation and set the stage for trial. These rulings included the denial of motions for a preliminary mjunction,
for class action certification, and for disqualification of certain counsel; granting of only limited discovery of
certain parties and issues; resolution of disputes over the scope and content of the administrative record;
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issuance of court guidance on the scope of the validation proceeding and the dismissal of one¢ of the QSA
cases. An appeal of that dismissal is now pending before the Court of Appeal. In December 2008, some of the
plainiiffs challenging the QSA also petitioned the Court of Appeal for a writ of mandate fo overturn various
pre-trial rulings of the Superior Court. Those writ petitions were denjed by the Court of Appeal in January
2009. In April 2009, the parties filed 18 dispositive motions aimed af further limiting the scope of the QSA
litigation. With one exception, all of these motions were denjed, largely on procedural grounds. One party
subsequently filed a pefition for writ of mandate seeking to overturn the judge’s denial of its motion, which
related to the constitutionality of certain funding commitments made by the State. That writ was summarily
denied by the Court of Appeal.

The Superior Court has scheduled trial of the outstanding issues in phases, with all clairus pertaining
to the validity of the QSA and its related agreements to be tried first and any claims related to CEQA
compliance to be tried second. Phase 1A, addressing all claims pertaining to the validity of the QSA and its
related agreements, began on November 9, 2009. Phase 1B, addressing any CEQA claims related to the QSA
Programumatic BIR, is scheduled to begin on December 14, 2009, and Phase 1C, addressing any CEQA claims
refated to the IID Transfer Project EIR, is scheduled to start on January 4, 2010. Any remaining unresolved
claims or issues will be iried in subsequent phases, which have not yet been scheduled. '

Success by plaintiffs in the QSA lawsuits described above could delay the implementation of
programs authorized under the QSA (described under “-Quantification Settlement Agreemeni” above) or
result in increased costs or other adverse impacts. The impaet that an adverse judgment in any of the QSA
cases might have on Metropolitan or its Colorado River supplies cannot be adequately determined at this
time.

The Navajo Natjon has filed litigation against the Department of the Interior, specifically the Burean
of Reclamation and the Bureau of Indian Affairs, alleging that the Bureau of Reclamation has failed fo
determine the extent and quantity. of the water rights of the Navajo Nation in the Colorado River and that the
Bureau of Indian Affairs has failed to otherwise protect the inferests of the Navajo Nation. The complaint
challenges the adequacy of the environmental review for the Interim Surplus Guidelines (as defined under “— .
Interim Surplus Guidelines” below) and seeks to prohibit the Department of the Interior from allocating any
“surplus” water until such time as a determination of the rights of the Navajo Nation is completed.
Metropolitan has filed a motion to intervene in this action. In October 2004 the court granted the motions to
intervene and stayed the litigation to allow negotiations among the Navajo Nation, federal defendants and
Arizona parties. The stay has been extended until April 13, 2010. The intervening parties may observe, but
may not participate in the negotiations. Negofiations are continuing. This litigation has not delayed
implementation of the QSA. Any adverse impact of this litigation on Metropolitan or its Colorado River
supplies, if setflement negotiations are not successful, cannot be adequately determined at this time.

Interim Surplus Guidelines. Tn Januaty 2001, the Secretary of the Inferior adopted guidelines (the
“Interim Surplus Guidelines™) for use through 2016 in defermining if there is surplus Colorado River water
available for use in California, Arizona and Nevada. The purpose of the Interim Surplus Guidelines is to
provide a greater degree of predictability with respect to the availability and quantity of surplus water through
2016, The Interim Surplus Guidelines were later extended through 2026 (See “—Lower Basin Shortage
Guidelines and Coordinated Management Strategies for Lake Powell and Lake Mead” below). The Interim
Surplus Guidelines contain a series of benchmarks for reductions in agricultural use of Colorade River water
within California by set dates.

Under the Interim Surplus Guidelines, Meftropolitan initially expected to divert up to 1.25 million
acre-feet of Colorade River water amnually under foreseeable runoff and reservoir storage sceparios from
2004 through 2016. However, an exfended drought in the Colorado River Basin rednced these initial
expectations. From 2000 to 2004, snow pack and runoff in the Colorado River Basin were well below
average. Although runoff was slightly above average in 2005, the runoff in 2006 and 2007 was apgain below
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average, making 2000 through 2007 the driest eight-year period on record. Slightly above-average runoff
occurred in water year 2008 and below-average runoff is projected for water year 2009. As of October 18,
2009, storage in Lake Mead was at 42 percent of capacity and Lake Powell was at 63 percent of capacity.
Metropolitan’s initial 2009 diversion approval from the Bureau of Reclamation totaled 849,709 acre-feet plus
any unused Priority 1 through 3 water (see the table “PRIORITIES UNDER THE 1931 CALIFORNIA
SEVEN-PARTY AGREEMENT” above). Metropolitan anticipates its ultimate 2009 diversion approval from
the Bureau of Reclamation will exceed 1 million acre-feet.

SN'WA and Metropolitan entered into an Agreement Relating to Implementation of Interim Colorado
River Suvrplus Guidelines on May 16, 2002, in which SNWA and Metropolitan apreed to the allocation of
unused apportionment as prov:ded in the Interim Surplus Guidelines and on the priority of SNWA for
interstate banking of water in Arizona. SNWA and Metropolitan entered into a storage and interstate release
agreement on October 21, 2004. Under this program, Nevada can request that Metropolitan store unused
Nevada apportionment in California. The amount of water stored through 2008 under this agreement was
70,000 acre-feet, with ancther 50,000 acre-feet expected to be stored in 2009. In subsequent years, Nevada
may request recovery of this stored water. As part of a recently executed amendment, it is expected that
Nevada will not request return of this water until 2022. The stored water provides flexibility to Metropolitan
for blending Colorado River water with State Water Project water and improves near-terra water supply
reliability.

Lower Basin Shortage Guidelines and Coordinated Management Strategies for Lake Powell and Lake
Mead. In November 2007, the Bureau of Reclamation issued a Final Environmental Impact Statement
{“EIS™) regarding new federal guidelines concerming the operation of the Colorado River system reservoirs.
These new guidelines provide water release criteria from Lake Powell and water storage and water release
criteria-from Lake Mead during shortage and surplus conditions in the Lower Basin, provide a mechanism for -
the storage and delivery of conserved system and non-system water in Lake Mead and extend the Interim
Surptus Guidelines through 2026. The Secretary of the Interior issned the final gunidelines throngh a Record
of Decision signed in December 2007. The Record of Decision and accompanying agreement among the
Colorado River Basin States protect reservoir levels by reducing deliveries during drought periods, encourage
agencies to develop conservation programs and allow the states to develop and store new water supplies. The
Colorado River Basin Project Act of 1968 insulates California from shorfages in all but the most extreme
* hydrologic conditions.

Intentionally-Created Surplus Program. Metropolitan and the Burean of Reclamation executed an
agreement on May 26, 2006 for a demonsfration program that allowed Metropolitan to leave conserved water
- in Lake Mead that Mefropolitan would otherwise have used in 2006 and 2007. Only “intentionally-created
surplus” water (water that has been conserved through an extraordinary conservation measure, such as land
fallowing) was eligible for storage in Lake Mead under this program, See the table “Metropolitan’s Water
Storage Capacity and Water in Storage” under the heading “—Storage Capacity and Water in Storage” below.
Metropolitan may store additional intentionally-created surplus water in Lake Mead under the federal
guidelines for operation of the Colorade River system reservoirs described above under the heading “Lower
Basin Shortage Guidelines and Coordinated Management Strategies for Lake Powell and Lake Mead” 'The
Secretary of the Interior will defiver intentionally created surplus water to Metropolitan in accordance with
the terms of a December 13, 2007 Delivery Agreement between the United States and Metropolitan.

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

The non-profit conservation organization Grand Canyon Trest filed fitigation in December 2007
against the Bureau of Reclamation in the United States District Court for the District of Arizona, alleging that
the Bureau of Reclamation’s planning for, and operation of, the Glen Canyon Dam (which impounds Lake
Powell) does not comply with requirements of the National Environmental Policy Act and the Federal ESA.
The Trust claims that the Burean of Reclamation has failed to implement a reasonable and prudent alternative
in the USFWS’ 1994 Biological Opinion for Glen Canyon Dam operations to protect endangered humpback
chub and razorback sucker. Grand Canyon Trust alleges that the Burean of Reclamation must develop and
implement a water release program with steady high flows in the spring and low steady flows in the summer
and fall during low water years. Grand Canyon Trust later named the USFWS as a defendant. Metropolitan,
HD and CAWCD have intervened in this case. On May 27, 2009, the court ordered the Bureau of
Reclamation to reconsider how the dam flows may harm the endangered fish and develop a new operating
plan.

Quagga Mussel Control Program. Tn Yanuary 2007 quagga mussels were discovered for the first time
in Lake Mead, Quagga mussels can reproduce quickly and, if left unmanaged, can clog infakes and raw wafer
 conveyance systems, alter or destroy fish habitats and affect Jakes and beaches. Quagga mussels were
- infroduced in the Great Lakes in the late 1980s. These organisms infest much of the Great Lakes basin, the
St. Lawrence Seaway, and much of the Mississippi River drainage system. The most likely source of the
quagga mussel infestation is recreational boats from water bodies around the Great Lakes, which were
transported over 1,000 miles west to Lake Mead. In response to the Lake Mead finding, the California
Department of Fish and Game created a multi-agency task force with Mefropolitan as one of its members.
The initial survey of the Colorado River to ascertain the extent of the quagga mussel colonization defected
low densities in Lake Mead, Lake Mchave and Lake Havasu and in the intake of the Central Arizona Project.
Quagga mussels were also detected at the Colorado River Aqueduct intake pumping plant, Gene Wash and
Copper Basin reservoirs, in portions of the Colorado River Aqueduct and in Lake Skinner. A three-week
shutdown of the Colorado River Aqueduct for rehabilitation and repairs in March 2007 also permiited
inspection for quagga mussels. Desiccation of mussels from emptying the agueduct during the shutdown,
followed by 2 week of chlorination fo kill or limit spread of any remaining mussels after the aguedunct was
placed back in service, helped control mussels found there. Shutdowns of the Colorado River Aqueduct in
Tuly 2007, October 2007 and March 2008 permitted additional quagga mussel inspection and facilitated
control measures. ‘

Metropolitan is working to enhance its ability to detect the mussels, studying mmussel transport and
settling in Metropolitan conveyanece systems, assessing additional, more cost-effective methods to control
mussels and developing and iroplementing control strategies for mussels in Metropolitan’s lakes and
reservoirs. The California Department of Fish and Game has approved Metropolitan’s recreational facilities
and boating plan for Diamond Valley Lake and Lake Skinmer, which requires inspection of boats and
quarantive of those that are potential carriers of mussels, and Metropolitan’s water releases management plan,
which should minimize the potential for mussels o be introduced into new water bodies while allowing for
water releases associated with dewatering of aqueducts and pipelines for maintenance, repair, or upgrades. In
addition, the California Department of Fish and Game provided Metropolitan with a permit approving
laboratory research on quagpa mussels to advance the understanding of mussel biology in California and
benefit future efforts fo manage the invasive species. Future quagga mussel confrol efforts are expected to
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include infrastructure upgrades and recommendations on boating practices or additional facilities to control -

the spread of mussels in' the Colorado River Agueduct systemn and additional long-ferm measures. In
September 2007, the Board appropriated $5.91 million for design and construction of interim chlorination
facilities at Copper Basin and Lake Mathews, design of permanent chlorination facilities at Copper Basin,
Lake Mathews and Diamond Valley Lake and related quagga mussel control measures. In February 2008, the
Board appropriated $1.77 million for a new chlorine injection point at the Lake Skinner Outlet Conduit and
for the procurement of liquid chlorine trailers and mobile chlorination units. In August 2008, the Board
appropriated an additional $1.87 million to complete the chlorination facilities at Copper Basin and Lake
Mathews and in Yune 2009, the Board appropriated $1.13 million for design and construction of a chlorination
system to control quagga mussel growth in Skinner oxidation retrofit facilities. Metropolitan estimates that jits
costs for controlling quagga mussels could exceed $10 million per year. '

Water Transfer, Storage and Exchange Programs

Gereral. California’s agricultural activities consume approximately 34 million acre-feet of water
* apnwally, which is 80 percent of the total water used for agricultural and urban uses and 40 percent of the
water used for all consumptive uses, including envirommental demands. Volntary water transfers and
exchanges can make a portion of this agricultural water supply available to support the State’s urban areas.
Such existing and potential water transfers and exchanges are an important element for improving the water
supply reliability within Mefropolitan’s service area and accomplishing the reliability goal set by
Metropolitan’s Board of Directors. Metropolitan is currently pursuing volumtary water transfer and exchange
programs with State, federal, public and private water districts and individuals. The following are summary
descriptions of some of these programs.

Arvin-Edison/Metropolitan Water Management Program. Tn December 1597, Metropolitan entered
into an agreement with the Arvin-Edison Water Storage District (“Arvin-Edison™), an frrigation agency
located southeast of Bakersfield, California. Under the program, Arvin-Edison stores water on behalf of
Metropolitan. In January 2008, Metropolitan amended the agreement fo enhance the program’s capabilities
and to merease the delivery of water to the California Aqueduct. Up to 350,000 acre-feet of Metropolitan’s
water may be stored and Arvin-Edison is obligated to return up to 75,000 acre-feet of stored water in any year
to Metropolitan, upon request. The agreement will terminate in 2035 unless extended. To facilitate the
program, new wells, spreading basins and a retum conveyance facility connecting Arvin-Edison’s existing
facilities to the California Aqueduct have been constructed. The agreement also provides Mefropolitan
priority use of Arvin-Edison’s facilities to convey high quality water available on the east side of the San
Joaquin Valley to the California Aqueduct. Metropolitan’s current storage account under the Arvin-
Edison/Metropolitan Water Management Program is shown in the table “Metropolitan’s Water Storage
. Capacity and Water in Storage” under the heading, “-Storage Capacity and Water in Storage” below..

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

California Aqueduct Dry-Year Transfer Program. Mefropolitan has entered into agreements with the
Kern Delta Water District, the Mojave Water Agency (Demonstration Water Exchange Program) and the San
Bemardino Valley Municipal Water District (“SBVMWD™) to insure against regulatory and operational
uncertainties in the State Water Project system that could impact the reliability of existing supplies. The total
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potential yield for the three agreements is approximately 80,000 acre-feet of water per year when sufficient
water is available.

Metropolitan emtered into an agreement with SBVMWD in April 2001 to coordinate the use of
facilities and State Water Project water supplies. The agreement allows for the minimum purchase of 20,000
acre-feet on an annual basis with the option to purchase additional water when available. Also, the program
includes 50,000 acre-feet of carryover storage. In addition to water being supplied using the State Water
Project, the previously stored water can. be returned using an interconnection between the San Bemardino
Central Feeder and Metropolitan’s Inland Feeder. Metropolitan took delivery of approximately 30,000 acre-
feet from SBVMWD under the agreement in calendar year 2007 and no deliveries in 2008. In March 2009,
SBVMWD agreed to return $7.5 million paid by Metropolitan for 50,000 acre-feet of previously stored water
that could not be defivered. This program terminates orn December 31, 2014. Mefropolitan entered into an
agreement with Kern Delta Water District on May 27, 2003, for a groundwater banking and exchange transfer
program to allow Metropolitan to store up to 250,000 acre-fect of State Water Contract water in wet years and
permit Metropolitan, at Metropolitan’s option, a retarn of up fo 50,000 acre-feet of water annvaily during
hydrologic and regulatory droughts. Additionally, Metropolitan entered mto a groundwater banking and
exchange transfer agreement with Mojave Water Agency on October 29, 2003. The agreement allows for
Metropolitan to store water in an exchange account for lafer return. Metropolitan’s current storage account
under these programs is shown in the table “Metropolitan’s Water Storage Capacity and Water in Storage”
under the heading, “—Storage Capacity and Water in Storage™ below.

Other Water Purchase, Storage and Exchange Programs in the San Joaquin and Sacramento Valleys.
Metropolitan has been negotiating, and will comtinue to pursue, water purchase, storage and exchange
programs with other agencies in the Sacramento and San Joaquin Valleys, These programs involve the
storage of both State Water Project supplies and water purchased from other sources to enhance
Metropolitan’s dry-year supplies and the exchange of normal year supplies to enhance Metropolitan’s water
reliability and water quality, in view of dry conditions and potential impacts from the ESA cases discussed
above under the heading “—State Water Project—Endangered Species Act Considerations.” In addition, in
the fall of 2008 DWR convened the State Drought Water Bank (the “Drought Water Bank™) as a one-year
program fo help mitigate water shortages in 2009. During 2009, Metropolitan purchased 37,912 acre-feet of
Central Valley Water supplies through the Drought Water Bank, resulting in 29,000 acre-feet of water
deliverics after accounting for carriage and conveyance Josses. (See “METROPOLITAN'S WATER
SUPPLY - Five-Year Supply Plan — State Water Project Transactions” in this Appendix A.)

Metropolitan entered info an agreement with DWR in December 2007 fo purchase a portion of the
water released by the Yuba County Water Agency (“YCWA™). YCWA was involved in a SWRCB
proceeding in which it was required to increase Yuba River fishery flows. Within the framework of .
agreements known as the Yuba River Accord, DWR and the Bureau of Reclamation entered into agreements
for the long-term purchase of water from YCWA. Metropolitan and other State Water Project contractors
entered into separate agreements with DWR for purchase of portions of the water made available.
Metropolitan’s agreement allows Metropolitan to purchase 13,750 acre-feet to 35,000 acre-feet per year of
water supplies in dry years throngh 2025. The agreement permits YCWA to transfer additional supplies at ifs
discretion. For calendar year 2008, Metropolitan purchased 26,430 acre-feet of water from YCWA under this
program. Metropolitan purchased approximately 30,000 acre-fect of water from YCWA in 2009.

Metropolitan/CVWD/Desert  Water Agency FExchange and Advance Delivery Agreement.
Metropolitan has agreements with the CVWD and the Desert Water Agency (“Desert”) that require
Metropolitan to exchange #ts Colorado River water for those agencies’ State Water Project entitlement water
on an annual basis. Because Desert and CVWD do not have a physical connection to the State Water Project,
Metropolitan takes delivery of Desert’s and CVWD's State Water Project supplies and delivers a like amount
of Colorado River water o the agencies. In accordance with an advance delivery agreement executed by
Metropolitan, CVWD and Desert, Metropolitan bas delivered Colorado River water in advance to these
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agencies for storage in the Upper Coachella Valley groundwater basin. In years when it is necessary to
angment available supplies to meet local demands, Metropolitan has the option to meet the exchange delivery
obligation through drawdowns of the advance delivery account, rather than deliver its Colorado River supply. '
Metropolitan’s current storage account under the CVWD/Desert program is shown in the table
“Metropolitan’s Water Storage Capacity and Water in Storage” under the heading, “—Storage Capacity and
Water in Storage” below. In addition to the CVWD/Desert exchange agreements, Mefropolitan has entered
into separate agreements with CVWD and Desert for delivery of non-State Water Project supplies acquired by
CVWD or Desert. Similarly, Metropolitan takes delivery of these supplies from State Water Project facilities
and incurs an exchange obligation to CVWD or Desert. During 2008, Metropolitan received a net additional
supply of 10,847 acre-feet of water acquired by CVWD and Desert. .

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

Storage Capaeity and Water in Storage

Metropolitan’s storage capacity, which includes reservoirs, conjunctive use and other groundwater
storage programs within Metropolitan’s service area and groundwater and surface storage acconnts delivered
through the State Water Project or Colorado River Aqueduct, has increased to 5.19 million acre-feet.
Approsimately 674,000 acre-feet of stored water is emergency storage that is reserved for use in the event of
supply interruptions from earthquakes or similar emergencies (see “METROPOLITAN'S WATER
DELIVERY SYSTEM—Seismic Considerations” in this Appendix A), as well as extended drought
Metropolitan’s ability to replenish water storage, both in the local groundwater basins and in surface storage
and banking programs, has been limited by Bay-Delta putnping restrictions under the Interim Remedial Order
in NRDC' v. Kempthorne and the biological opinions issued for listed species. (See “—State Water Project—
Endangered Species Act Considerations” above)) Metropolitan replenishes its storage accounts when
imported supplies exceed demands. Effective storage management is dependent on having sufficient years of
excess supplies to store water so that # can be used during times of shortage. Historically, excess supplies
have been available in about seven of every ten years. Metropolitan forecasts that, with anticipated supply
reductions from the State Water Project due to pumping restrictions, it will need to draw down on storage in
about seven of ten years and will be able to replenish storage in about three years out of ten. This reduetion in
available supplies extends the time required for storage to recover from drawdowns and could require
Metropolitan to implement its Water Supply Allocation Plan during extended dry periods.

Over the past three years Metropolitan has drawn down approximately half of its stored water to meet
regional demands. At its highest level in July 2006, Metropolitan’s storage was 2.74 million acre-feet. With
the latest State Water Project allocation increase and the estimated impact of Metropolitan’s allocation of
supplies under the Water Supply Allocation Plan on its water sales and demands (see “—Water Supply
Allocation Plan” below), Metropolitan projects that, by the end of 2009, it will bave a net withdrawal fom
storage of about 200,000 acre-feet for the calendar year. . As of January 1, 2010, Metropolitan expects to have
approximately 1.32 million acre-feet of water in storage, as shown in the following table.

Groundwater storage and other storage progtams may have physical or contractual conditions that
affect withdrawal capacity or limit the maximum amount that may be withdrawn each year.
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METROPOLITAN’S WATER STORAGE CAPACITY

AND WATER IN STORAGE
(in Acre-Feet)
Estimated Water Water in “Water in
: Storage in Storage Storage - Storage
Water Storage Resource Capacity  Jamuary 1,2010  Janvary 1,2009  January 1, 2008

Colorade River Aqueduct
Desert/ Coachella 800,000 42,000 57,000 121,000
Lake Mead ICS 1,500,000 174,000 94,000 41,000
CAWCD a ' 6,000 356,000 72,000
Subtotal : 2,300,000 222,000 187,000 234,000
State Water Project
Arvin-Edison Storape Program 250,600 97,000 152,000 189,000
Semitropic Storage Program 350,000 47,000 . 109,000 249,000
Kern Delta Storage Program 250,600 5.000 _ 23,000 31,000
San Bernardino Valley MWD _ ‘ ‘

Coordinated Operating Agreement 50,600 (- 50,000 50,600
Mojave Storage Program \ 75,000 2,000 10,000 19,000
Castaic Lake and Lake Perris. 219,000 175,000 - 140,000 204,000
Non-Project Carryover ‘ -0- 14,000 ‘ -0- (-
Metropolitan Article 56 Carryover™ - 111000  __ 11,000 L 0-
Subtotal 1,194,000 a 455,000 . . 495,000 ' 742,000
Within Metropolitar's Servicé Ared® . )
TDvamond Valley Lake 810,000 390,600 410,000 - 597,000
Lake Mathews | 182,000 125,000 75,000 115,000
Lake Skinner 44,000 38.000 36,000 38.000
Subtofal 1,036,000 553,000 521,000 750,600
Member Agency Storage Prograps
Cyclic Storage, Conjunctive Use, and .

Supplemental Storage 662,000 , 90,000 188.000 302.000

| Total 5,192,000 1320000 1391000 2,028,000

Source: Mefropolitan.

() Flexible storage allocated to Metropolitan under ity State Water Contract. Does not inclede emergency storage {see footnote 3).

(2 Article 56 Carryover storage capacity is dependent on the annual State Water Project allocation, which varies from year to year.
Article 56 water is unused water that is allocated to 2 state water contractor in a given year pursuant to the State Water Contract.
Metropolitan’s cartyover water is stored in San Luis Reservoir. ‘

@ Tncludes 319,000 acre-feet of emergency storage In Metropolitan’s reservoirs. Another 355,000 acre-foet of emergency storage is
available to Metropolitan under its State Water Contract and is stored primarily In Castaic Lake, Lake Perrls and Pyramid Lake.
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Five-Year Supply Plan

In April 2008, Metropolitan staff’ began working with Metropolitan®s member agencies on a Five-
Year Supply Plan (“Supply Plan™) to identify specific resource and conservation actions over the next five
years to manage water deliveries under continned drought conditions and court-ordered restrictions. The
Supply Plan focuses on six categories of resource options fo improve Metropelitan’s reliability from 2009
through 2013. These categories are: .

Water Conservation. The Supply Plan targets the following water conservation strategies to increase
and accelerate conservation savings by increasing the use of water efficient devices, affecting water use
practices in Southern California and reducing prohibited uses of water: (1) increase outreach to heighten the
public’s awareness of the need to consetve, (2) increase resources and support for water use ordinances and
conservation-based rate structures fo motivate conservation, and (3) accelerate the installation of water
efficient devices. See “METROPOLITAN’S WATER SUPPLY — Water Conservation” in this Appendix A.

‘ Colorado River Tramsactions. Metropolitan js pursuing additional supplies sach as the emerpency
short-term fallowing program within PVID. Metropolitan’s Board authorized participation with the Bureau of
Reclamation in pilot operation of the Yuma Desalting Plant that could yield up to 27,000 acre-feet in 2010.
- New initiatives also include expansion of the 2004 storage and interstate release agreement with SNWA (sce
“METROPOLITAN’S WATER SUPPLY—Colorado River Aqueduct—Interim Surplus Guidelines™), an
agreement with CVWD (see “METROPOLITAN’S WATER SUPPLY-—Water Transfer, Storage and
Exchange Programs-—Metropolitan/CVWD/Desert Water Agency FExchange and Advance Delivery
Agreement”), a water exchange with Arizona, and a fallowing program with California Indian tribes.
Metropolitan estimates that these programs on the Colorado River could provide an additional 140,000 acre-
feet of Colorado River Aqueduct supply in 2009, with the potential to increase in the following years.

Near-Term Delta Actions. Near-term Delta actions being developed include measures that protect
fish species and reduce supply impacts, such as habitat and hatchery projects, and physical and operational
actions with the goal of reducing conflicts between water supply conveyance and environmental needs. The
proposed Two-Gate Systemn would provide movable barriers on the Old and Middle Rivers to modify flows
- and prevent vulnerable fish from being drawn toward the Bay-Delta pumping plants. The Two-Gate System
is anticipated to protect fish habitat while allowing up to an estimated additional 150,000 acre-fect per year of
water supply export from the Bay-Delta in years when the allocation for State Water Project contractors
exceeds 35 percent. The Two-Gate System is subject to operational studies; monitoring; environmental
documentation and compliance; acquisition of right-of-way; and completion of design and construction.

State Water Project Transactions. DWR’s Drought Water Bank facilitates transfers from willing
sellers located upstream of the Bay-Delta to buyers through the State Water Project and Central Valley
Project. Prospective buyers submitted expressions of interest to DWR in October 2008. Purchases from the
Drought Water Bank are contingent on acquisition by DWR of supplies from willing sellers. Delivery of
Drought Water Bank transfers are contingent on sufficient capacity for export of this water through the Bay-
" Delta. Metropolitan took delivery of 29,000 acre-feet from the Drought Water Bank in 2009.

On April 13, 2009, Butte Environmental Council, California Sportfishing Profection Alliance and
California Water Impact Network (“Petitioners”) filed suit in Alameda County Superior Court alleging that
DWR, the Resources Agency and the Governor violated CEQA by approving the 2009 Drought Water Bank.
A wide array of potential participants in the Drought Water Bank (i.e., buyers and sellers), including
Metropolitan, also were named as “real parties in interest,” although many of these parties have since been
dismissed. Additionally, the State Water Contractors were granted leave to intervene in this case on behalf of
its 27 member agencies, including Metropolitan. This lawsuit seeks a writ of mandate to set aside and void
approval of the Drought Water Bank, as well as injunctive relief to prohibit implementation of the Drought
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Water Bank. On June 8, 2009, the parties participated in a mandatory settlement conference, but did not
reach agreement on the substance of petitioners’ claims. On Augnst 25, 2009, DWR filed a motion to dismiss
the lawsuit on the grounds that the Drought Water Bank was exempt from CEQA. Metropolitan and ofber
real parties in interest joined in that motion. On November 2, 2009, the court denied the motion, Petitioners’
did not request injunctive relief as part of their complaint, and all deliveries from the Drought Water Bank
have been completed. Accordingly, varions participants on the bank have filed another motion to dismiss on
the ground that the lawsuit is now moot. Following a November 17, 2009 hearing on that motion, the Court
has taken the matter under submission. The Supply Plan also includes additional transfers with entities
within the Bay-Delta (see “—Water Transfer, Storage and Exchange Programs™ above) and
investigations into the feasibility of crop rotation demonstration projects with Kern County agencies,
as well as the return of existing transfers stored in Shasta Lake. In addition, Metropolitan may fake
up to 27,500 acre-feet of State Water Project water over the next three years available under a water
transfer between North Kem Water Storage District ‘and Desert.  This water, along with
approximately 8,500 acre-feet of water transferred to Metropolitan in 2008, will be refurned to
Desert in increments of 1,200 acre-feet per year over the next 30 years.

Groundwater Recovery. Groundwater that requires treatment and recovery for consumptive use is a
resource that has the potential to yield significant amounts of supply. Based on groundwater inventories
conducted by Metropolitan and the member agencies, it is estimated that there is over 300,000 acre-feet of
groundwater that conld be treated and recovered in Metropolitan’s service area. Additionally, it is estimated
~ that the Hayfield groundwater basin located adjacent to the Colorado River Aqueduct has 70,000 to 100,000
acre-feef that could be exfracted over the next five to ten years.. Also, more than 300,000 acre-feet of
recovered groundwater accumulated from agriculiural drainage in the San Joaquin Valley could be made
available to Metropolitan if Metropolitan funds groundwater treatment facilities.

Local Resources. Metropolitan is working with its member agencies fo determine which local
projects could be expanded and/or accelerated with a potential to be on line within the next five years. Local
projects include recycled water treatment plants, groundwater recovery plants, desalination plants, and new
hookups to existing recycled plants. Over 50 potential projects have been identified. No yield is anticipated
for 2009, but the combined anmual yield for these efforts has the potential to grow to approximately 122,000
acre-feet by 2013, ‘

: Metropolitan’s estimate of the dry year yield of -the above Supply Plan actions is shown io the
following table: '

ESTIMATED YIELD OF FIVE-YEAR SUPPLY PLAN ACTIONS
{in Thousands of Acre-Feet (FAF))

2003 2010 2011 2012 2013

Water Conservation 235 235 235 235 235
Colorado River Transactions 140 176 176 176 176
Near Term Delta Actions™ 0 0 0 0 0
State Water Project Transactions 34 43 - 43 38 33
Groundwater Recovery 3 17 17 28 Z8
Local Resources 0 _5 20 _40 _60
Total 412 476 491 517 532

Source: Metropolitan.

O Two-Gate Systern is estimated fo provide up to 150 TAF when the State Water Project allocation is greater than about 35 percent.
Yield is shown at 0 because of this contingency.
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Water Copservation

The central objective of Metropolitan’s water conservation activities is to help ensure adequate,
reliable and affordable water supplies for Southern California by actively promoting efficient water use. The
importance of conservation to the region has increased in 2008 and 2009 because of drought conditions in the
State Water Project watershed and court-ordered restrictions on Bay-Delta pumping, as described under

“METROPOLITAN’S WATER SUFPLY—State Water Project” in this Appendix A. Water conservation is
an integral component of Metropolitan’s IRP, Preferred Resource Mix, Five-Year Supply Plan, Water Surplus
and Drought Management Plan and Water Supply Allocation Plan, each described in this Appendix A under
“METROPOLITAN’S WATER SUPPLY.”

Metropolitan’s conservation activities have largely been developed to assist its member agencies in
meeting the “best management practices” (“BMP”) of the California Urban Water Conservation Council’s
Memorandum of Understanding Regarding Urban Water Conservation in California (“CUWCC MOU”) and
to meet the conservation goals of the 2004 IRP Update. See “~-Integrated Water Resources Plan” in this
Appendix A.  Under the terms of the CUWCC MOU and Metropolitan’s Conservation Credits Program,
Metropolitan co-funds member agency conservation programs designed to achieve greater water use
efficiency in residential, commercial, industrial, institutional and landscape applications. Direct spending by
Metropolitan on active conservation incentives, including rebates for water-saving plumbing fixtures,
appliances and equipment, from fiscal year 1989-90 through fiscal year 2008-09 was $263 million. The
2004 Integrated Water Resources Plan Update estimates that 1,100,000 acre-feet of water will be conserved
annually in southern California by 2025. See “METROPOLITAN’S WATER SUPPLY—Integrated Water
Resources Plan.™

In August 2007, Metropolitan Jannched a significant public outreach campaign to urge consumers and
businesses to voluntarily save water during current record dry conditions. The campaign combines radio,
print and on-line advertising with media and coramunity onfreach efforts. Along with the message to save
water, the campaign is intended fo educate the public about the uncertainties of future water supplies. The
campaign was intensified following Mefropolitan’s declaration of a regional Water Supply Alert on June 10,
2008 and with the February 2009 declaration of statewide water emergency by the Governor of California.
Metropolitan urged cities, counties and water districts in its service area to achieve extraordinary conservation
by adopting and enforcing drought ordinances, aceelerating public outreach and conservation messaging, and
developing additional local supplies.

Metropolitan’s Board also authorized agreements with public agencies to provide financial incentives
for water saving measures, ranging from $195 to $500 per acre-foot of potable water saved, up to a maximum
of $15 million for the Public Sector Water Efficiency Partnership Demonstration Program. This program
aims to continne public support for conservation through public agency accomplishments and efforts.

The Water Surplus and Drought Management Plan (“WSDM Plan™), which was adopted by
Metropolitan’s Board of Directors in April 1999, evolved from Metropolitan’s expenen,ces during the
droughts of 1976-77 and 1987-92. The WSDM Plan splits resource actions info two major categories:
Smpius Actions and Shortage Actions. The Surplus Actions store surplus water, first inside then outside the
region. The Shortage Actions of the WSDM Plan are split into three sub-categories: Shortage, Severe
Shortage, and Extreme Shortage. Bach category has associated actions that could be taken as a part of the
response to prevailing shortage conditions. Conpservation and water efficiency programs are part of
Metropolitan’s resource management strategy through all categories.

Mefropolitan’s pian for allocation of water supplies in the event of shortage (the “Water Supply
Allocation Plan”; see “—Water Supply Allocation Plan” below) allocates Metropolitan’s water supphes
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. among its member agencies, based on the principles contained in the WSDM Plan, to reduce water use and
drawdowns from water storage reserves. Metropolifan’s member agencies and retail water suppliers in
Metropolitan®s service area also have the ability to implement water conservation and allocation programs,
and some of the retail suppliers in Metropolifan’s service area have initiated conservation measures.

Water Supply Allocation Plan

Although the WSDM Plan provides principles for imported water supply allocation, the WSDM Plan
stopped short of providing a detailed allocation plan. The Water Supply Allocation Plan was approved by the
Board in February 2008. The Water Supply Allocation Plan provides a formula for equitable distribution of
available supplies in case of extreme water shorfages within Metropolitan®s service area. On April 14, 2009,
Metropolitan’s Board adopted its resolution declaring a regional water shortage and implementing the Water
Supply Allocation Plan, effective July 1, 2009. The Board set the “Regional Shortage Level” at Water Supply
Allocation Plan Level 2, which requires reduction of regional water use by approximately ten percent and
allows for the sale of about 1.98 million acre-feet of Metropolitan water in fiscal year 2009-10. Delivery
within a member agency of more than its allocated amount of Metropolitan supplies will subject the member
agency to a penalty of from one to four times Metropolitan’s full service rate for untreated Tier 2 water,
depending on how much the member agency’s water use for the twelve-month period beginning on July 1,
2009, exceeds its allocated amount. (See “METROPOLITAN REVENUES—Water Rates by Water
Category” in this Appendix A.} Any penalties collected may be rebated to the member agency that paid them
to fund water management projects. Metropolitan is scheduled to review the Water Supply Allocation Plan
by February 2010 and to consider in April 2010 whether a water supply allocation is needed for fiscal year
2610-11.

Metropolitan’s member agencies and retail water suppliers in Metropolitan’s service area also may
implement water conservation and allocation programs within their respective service territories.

The Central Basin Municipal Water District (“Central Basin™} filed litigation against Mefropolitan in

Los Angeles Superior Court, Central District, on April 16, 2008 challenging Metropolitan’s adoption of the . -

Water Supply Allocation Plan. The complaint alleged that the Water Supply Allocation Plan violates Central
Basin’s preferential right fo purchase of water and, if implemented, will be a breach of Central Basin’s
member agency purchase order (see “METROPOLITAN REVENUES-~Member Agency Purchase Orders”
and “—Preferential Rights” in this Appendix A); that Metropolitan inappropriately relied on exemptions
under CEQA fo avoid CEQA compliance; that the Board’s adoption of the Water Supply Allocation Plan
failed to address “environmental justice”; that the Water Supply Allocation Plan’s penalty rate is unofair,
unreasonably discriminates against Central Basin and is an wnauthorized “special fax”™ enacted without voter
approval; and that adoption of the Water Supply Allocation Plan violated California and United States
constitutional rights regarding impairment of contract, due process and equal protection. The court granted
Metropolitan’s motion to dismiss the CEQA claims on February 9, 2009, and on February 11, 2009, Central
Basin voluntarily dismissed its remaining clabms, without prejudice to its ability to re-file. On July 23, 2009,
Central Basin filed a request for dismissal with prejudice which prohibits Central Basin from filing further
litigation on this Water Supply Allocation Plan, thus concluding this litigation.

REGIONAYL WATER RESOURCES

The water supply for Metropolitan’s service area is provided in part by Metropolitan and in part by
nop-Metropolitan sources available to members. Approximately two-thirds of the water supply for
Metropolitan’s service area is imported water received by Metropolitan from. its Colorado River Aqueduct
and the State Water Project and by the City of Los Angeles (the “City™) from the Los Angeles Aqueduct.
While the City is one of the largest water customers of Metropolitan, it receives a substantial portion of its
water from the Los Angeles Aqueduct and local groundwater supply. The balance of water within the region
is produced locally, primarily from groundwater supplies and runoff.
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Metropolitan’s member agencies are not requived to purchase or vse any of the water available from
Metropolitan. Some agencies depend on Metropolitan to supply 100 percent of their water needs, regardless
of the weather. Other agencies, with local surface reservoirs or aqueducts that capture rain or snowfall, rely
on Metropolitan more in dry years than in years with heavy rainfall, while others, ‘with ample groundwater
supplies, purchase Metropolitan water only to supplement local supplies or to recharge groundwater basins.
Climatic conditions in Metropolitan’s service area and availability of local supplies affect demands for
imported water purchased from Metropolitan.  For information on Metropolitan's revenues, see
“METROPOLITAN REVENUES” and “MANAGEMENT’S DISCUSSION OF HISTORICAL AND
PROJECTED REVENUES AND EXPENDITURES” in this Appendix A.

The following graph shows a summary of the regional sources of water supply for the years 1971 to
2008. Local supplies available within Metropolitan’s service area are angniented by water imported by the
City through the Los Angeles Aqueduct and Metropolitan supplies provided through the Colorado River
Agqueduct and State Water Projedt. ‘

Source of Water Supply in the Metropolitan Service Area
{1971-2008) :

| mswp' gCRA GLAA. wlecal Supplles. |

Wilftons of Acra-Feet

Caleiidar Year

Source: Metropolitan,

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

Los Angeles Aqueduct

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

Pursuant to the City’s furnout agreement with DWR, Antelope Valley-East Kern Water Agency
(“AVEK”) and Metropolitan, the Department of Water and Power may construct facilities along the
California Aqueduct within AVEK’s service area. Upon completion, the turnout will enable AVEK to deliver
water from the California Aqueduct to the Los Angeles Aqueduct. Conditions precedent to such delivery of
water include obtaining agreements for the transfer of non-State Water Project water directly from farmers
and water districts in Northern and Central California, available capacity in the California Agueduct and
compliance with State Water Project water quality requirements. The agreement limils use of the turmout to
delivery of non-State Water Project water annually to the City in amounts not to exceed the supplies lost io
the City as a result of its Eastern Sierra environmental obligations, including water for the Lower Owens
River Project and Owens Lake Dust Mitigation Project, which used over 88,000 acre-feet of Los Angeles
Agqueduct water in 2008. Construction of the turnout is scheduled to begin in summer 2610.

Historically, the Los Angeles Aqueduct and local groundwater supplies have been nearly sufficient o
meet the City’s water requirements during normal water supply years. As a result, as recently as the Jate
1980°s only about 15 percent of the City’s water needs (approximately 100,000 acre-feet) were supplied by
Metropolitan. From fiscal year 2000-01 to fiscal year 2008-09, from 34 to 71 percent of the City’s total water
requirements were met by Metropolitan, For the five fiscal years ended June 30, 2009, the City’s water
deliveries from Metropolitan averaged approximately 323,000 acre-feet per year, which constituted
approximately 51 percent of the City’s total water supply. Deliveries from Metropolitan to the City during
this period varied between approximately 209,000 acre-feet per year and approximately 436,000 acre-feet per
vear. See “METROPOLITAN REVENUES—Principal Customers™ in this Appendix A. According to the
Los Angeles Depariment of Water and Power’s Year 2005 Urban Water Management Plan, the City is
planning to purchase approximately 30 to 40 percent of its normal year supplies and 51 to 60 percent of its
dry year supplies from Metropoirtan over the next 25 years. This corresponds to an increase from normal to
dry years of approximately 134,000 acre-feet in potential demand for supplies from Metropolitan.

The Los Angeles Department of Water and Power has indicated that it is currently analyzing
additional impacts to the Los Angeles Aqueduct’s water supply deliveries of various environmental projects
aimed at improving air quality and fish and riparian habitat in the Owens Valley. The City’s future reliance
on Metropolitan supplies may increase with implementation of these projects.

-

Loeal Water Supplies

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

Groundwater. Demands for about 1.5 million acre-feet per year, about one-third of the annual water
demands for almost 19 million residents of Metropolitan’s service area, are met from groundwater production.
Local groundwater supplies are supported by recycled water, which is blended with imported water and
recharged into groundwater basins, and also used for creating seawater barriers that protect coastal aquifers
from seawater intrusion.

Groundwater Storage Programs. Metropolitan has partnered with a number of agencies fo develop
groundwater storage projects in ifs service area. These projects are designed to help meet the water delivery
reliability poals of storing surplus imported supplies when available so that. local agencies can withdraw
stored groundwater during droughts or other periods of water supply shortage. Mefropolitan was allocated
$45 million in State Proposition 13 bond proceeds to develop groundwater storage projects in Metropolitan’s
service area. The nine projects in this program, under agreements with Long Beach, Chino Basin, Orange
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County Basin, Three Valleys Municipal Water District/City of La Verne, Foothill Municipal Water District,
Compton and Western Municipal Water District/Elsinore Valley Municipal Water District, are expected to
" provide over 210,000 acre-feet of groundwater storage when completed. The groundwater storage program
with Calleguas Municipal Water District in the North Las Posas Groundwater Basin in Ventura County has
storage capacity of 210,000 acre-feet, with an extraction capacity of over 115,000 acre-feet per year.
Metropolitan began calling for extraction from these sforage accounts in 2007. Metropolitan anticipates that
10,000 acre-feet will be produced from Metropolitan’s storage account in the North Las Posas Groundwater
Basin in calendar year 2009. The amount of water stored pursuant to these member agency water storage
programs is shown in the table “Metropolitan’s Water Storage Capacity and Water in Storage” under
“METROFOLITAN’S WATER SUPPLY—Storage Capacity and Water in Storage” in this Appendix A.

Recovered Groundwater. Contamination of groundwater supplies is a growing threat to local
groundwater production. Metropolitan has been supporting increased groundwater production and improved
regional supply reliability by offering financial incentives to agencies for production and treatment of
degraded groundwater since 1991. Metropolitan has executed agreements with local agencies to provide
financial incentives fo 23 projects that recover contaminated groumdwater with total contract yields of about
84,000 acre-feet per year. During fiscal year 2008-09 Metropolitan provided incentives for approximately
40,500 acre-feet of recovered water under these agreements. Total groundwater recovery use under executed
agreements is expected to grow to 69,000 acre-feet by 2015.

Strface Runoff Local agencies divert abont 117,000 acre-feet per year of water from flows in Jocal
streams. Local surface water supplies are heavily influenced by year to year local weather conditions, varying
from a high of 192,000 acre-feet in fiscal year 1998-99 to a low of 52,000 acre-feet in fiscal year 2003-04.

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

Metropolitan promotes conjunctive use at the local agency level under its Replenishment Water
Program by discounting rates for imported water placed into groundwater or reservoir storage during wet
months. The discounted rate and program rules encourage constraction of additional groundwater production
facilities allowing local agencies te be more selfsufficient during shortages. (See “CAPITAL
INVESTMENT PLAN-Other Major Projects of Metropolitan’s Capital Investment Plan—Growndwater
Storage Programs” i this Appendix A.) In calendar year 2006, Metropolitan delivered approximately
228,000 acre-feet of water as replenishment water. In calendar year 2007, Mefopolitan delivered
approximately 52,000 acre-foet of water as replenishment up to May 1, then discontinued storage deliveries.
Metropolitan has not recommenced delivery of water for replenishment.

Recycled Water. Metropolitan has supported recycled water use to offset potable water demands and
improve regional supply reliability by offering financial incentives to agencies for production and sales of
recycled water since 1991. Metropolitan provided financial incentives to 61 recycled water projects with total
contract yields of about 334,000 acre-feet per year. During fiscal year 2008-09, Mefropolitan provided
incentives for approximately 146,000 acre-feet of reclaimed water under these agreements. Total recycled
water use under executed agreements is expected to grow to about 246,000 acre-feet by 2015.

Desalination. Metropolitan authorized an agreement with SDCWA and nine of its local retail
agencies on November 10, 2009, to provide financial incentives for desalinated ocean water produced by the
Carlsbad Seawater Desalination Project (the “Carlsbad Project™). The Carlsbad Project, to be constructed and
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operated by Poseidon Resources LLC, is projected to produce up to 56,000 acre-feet of desalinated seawater
annually. Under the agreement, Metropolitan will credit SDCWA up to $250 per acre-foot for desalinated
seawater that the Carlsbad Project delivers to SDCWA’s local retail agencies. Mefropolifan has signed
agreements with three other mernber agencies (Long Beach, West Basin Municipal Water District and the
Municipal Water District of Orange County) to provide incentives for proposed seawater desalination
projects, subject fo review of complete project descnptlons and consideration of envirommental
documentation by Metropolitan’s Board.

METROPOLITAN'S WATER DELIVERY SYSTEM

Method of Delivery

Metropolitan’s water delivery system is made vp of three basic components: the Colorado River
Aqueduct, the Califorpia Aqueduct of the State Water Project and Metropolitan’s internal water distribution
' system. Metropolitan’s delivery system is integrated and designed to meet the differing needs of its member
agencies. Metropohtan seeks redundancy in its delivery system to assure reliability in the event of an oufage.
Current system expansion and other improvements will be des1gncd to increase the flexibility of the system.
Since local sources of water are penerally used fo their maximum each year, growth in the demand for water
is partially met by Metropolitan. Accordingly, the operation of Metropolitan’s water system is being made
more reliable through the construction of additional storage reservoirs, rehabilitation of key facilities as
needed, additional pipelines, inproved preventive mainfenance programs and the upgrading of Mei:mpohtan 8
operational control systems. See “CAPITAL INVESTMENT PLAN” in this Appendix A.

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

State Water Project. The initial portions of the State Water Project serving Mefropolitan were
completed in 1973, State Water Project facilities are owned and operated by DWR. Twenty-nine agencies
have entered into confracts with DWR to receive water from the State Water Project. See
“METROPOLITANS WATER SUPPLY—State Water Project” in this Appendix A. '

Internal Distribution System. Metropolitan’s interndl water distribution system includes components
that were built beginning in the 1930°s and through the present. Metropolitan owns all of these components,
including 14 dams and reservoirs, five regional treatment plants; over 800 miles of transmission pipelines,
feeders and canals, and sixteen hydroeleciric plants with an aggregate capacity of 131 megawatis.

Diamond Valley Lake. Diamond Valley Lake, a man-made reservoir located southwest of the city of
Hemet, California, covers approximately 4,410 acres and has capacity to hold approximately 810,000 acre-
feet or 265 billion gallons of water. The Diamond Valley Lake was constructed to serve approximately 90
percent of Metropolitan’s service area by gravity flow. Associated hydraulic structures consist of an inlet-
outlet tower, purops and generating facilities, a pressare control facilify, connecling tunnels and a forebay.
Imported water is delivered to Diamond Valley Lake during surplus periods. The reservoir provides more
reliable delivery of imported water from the State Water Project and the Coelorado River Aqueduct during
summer months, droughts and emergencies. In addition, the Diamond Valley Lake is capable of providing
more than one-third of Southern California’s water needs from storage for approximately six months after a
major earthquake (assuming that there has been no impairment of Mefropolitan’s internal distribution
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network).  See the table “Metropolitan’s Water Storage Capacity and Water in Storage” under
“METROPOLITAN’S WATER SUPPLY-—Storage Capacity and Water in Storage” in this Appendix A for
the amount of water in storage at Diamond Valley Lake. Excavation at the project site began in May 1995,
Diamond Valley Lake was completed in March 2000, at a total cost of $2 billion, and was in full operation in
December 2001.

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

Water Treatment

‘Metropolitan filters and disinfects water at five water treatment plants: the F.E. Weymouth Treatment
Plant, the Joseph Jensen Treatment Plant, the Henry J. Mills Treatment Plant, the Robert B. Diemer
Treatment Plant and the Robert A. Skinner Treatment Plant. The plants freat an average of between 1.7
biilion and 2.0 billion gallons of water per day, and have a maximum capacity of approximately 2.6 billion
gallons per day. Approximately 70 percent of Metropolitan’s water deliveries are treated water.

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

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

Disinfection By-products. As part of the requirements of SDWA, USEPA is required to establish
regulations to strengthen’ protection against microbial contaminants and reduce potential health risks from
disinfection by-products. Disinfectants and disinfection by-products (“D/DBPs”) were addressed by the
USEPA in two stages. In the Stage | Disinfectants and Disinfection Byproduets Rule (“Stage 1 DBPR”), the
maximum contaminant level (“MCL”™) for one of the classes of D/DBPs, total trihalomethanes (“TTHM™),
was lowered from 100 parts per billion (“ppb”) to 80 ppb. MCLs were also set for haloacetic acids (“HAA™)
and bromate (an ozone D/DBP). In addition, the Stage I DBPR includes a treatment requirement to remove
disinfection by-product precursors. Compliance with these requirements started in Janvary 2002.
Metropolitan already satisfied these requirements for its Colorado River Water, which has lower levels of
disinfection by-product precursors than State Water Project water, - State Water Project water has a greater
amount of disinfection by-product precursors and modifications to the treatment process have been made to
meet the requirements of the Stage 1 DBPR. Longer-term D/DBP control has been achieved by switching to
ozone as the primary disinfectant at the Mills and Jensen treatment plants, which only receive water from the
State Water Project. Ozone facilities at the Mills plant began operating in October 2003. Qzone facilities
became operational at the Jensen plant July 1, 2005. Construction of ozone facilities at the Skinmer plant was
completed in September 2009, and start-up operations and testing ‘are currently underway. Metropolitan’s
Board has also approved installing ozopation processes at the Weymouth and Diemer treatment plants, which
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receive a blend of water from the State Water Profect and the Colorado River. (See “CAPITAL
INVESTMENT PLAN-~Other Major Projects of Metropolitan’s Capital Investment Plan—Water Treatment
Facilities” in this Appendix A.) Ozone will enable these plants to reliably treat water containing higher
blends of State Project water and siill meet the new microbial and D/DBP standards.

The second stage of the D/DBP Rule (“Stage 2 DBPR™)} was finalized in January 2006. The Stage 2
DBPR requires water systems to meet the TTHM and HAA standards at individual monitoring locations in
the distribution system as opposed to a distribution system-wide average under the Stage | DBPR.
Meiropolitan does nof anticipate any further capital improvements in order to meet the Stage 2 DBPR
requirements. See “CAPITAL INVESTMENT PLAN-—Otbher Major Projects of Metropolitan’s Capzlai
Investment Plan—Water Treatment Facilities” in this Appendix A.

The Interim Enhanced Surface Water Treatment Rule and the Long Term 2 Enhanced Surface Water
Treatment Rule (“LTZESWTR”) have been implemented to simultaneously provide protection against
microbial pathogens while the D/DBP rules provide reduced risk from disinfection by-products. Metropolitan
does not anticipate any further capital improvements in order to meet the LT2ZESWTR requirements.

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

. Clromium 6. Currently the public health standard (MCL) for “iotal” chromium, which includes
chromivm 6, is 50 ppb. Chromium 6 is the relatively more harmful form of chromium. On Angust 20, 2009
the California Office of Environmental Health Hazard Assessment (“OEHFA™) released for public comment
a proposed public health goal (“PHG™) of 0.06 ppb for chromjum 6. Following public comment periods and
workshops, the CDPH can proceed with finalizing a MCL. for chromium 6. Metropolitan’s source water has
trace concentrations (less than 1 ppb) of Chromium 6. It is expected that the adoption of a chromium 6
regulation will not materially affect the water supply to Metropolitan or result in significant compliance costs.

Arsenic. In January 2001, the USEPA adopted a new drinking water arsenic rule. The rule lowered
the federal MCL for arsenic from 50 ppb to 10 ppb effective January 23, 2006. In November 2008, CDFH
adopted the MCL of 10 ppb for arsenic.  Arsenic levels in Metropolitan’s treated water supplies rfmged ﬁom
0.6 to 2.9 ppb in 2008. The current arsenic MCL is not expected to result in significant compliance costs.

Seismic Considerations

General. Metropolitan’s water conveyance and distribution facilities are designed to either withstand
a maximum probable seismic event or to minimize the potential repair time in the event of damage. The five
pumping plants on the Colorado River Aqueduct have been butiressed to better withstand seismic evenis.
Other components of the Colorado River Aqueduct are monitored for any necessary rebabilitation and repair.
Metropolitan personnel and independent consultants periodically reevaluate the internal distribution system’s
vulnerability to earthquakes. Supplies are dispersed throughout Metropolitan’s service area, and a six-month
reserve supply of water normally held in local storage (including emergency storage in Diamond Valley Lake)
provides reasonable assurance of continuing water supplies during such events. However, major portions of
the California Aqueduct, the Colorado River Aqueduct and Metropolitan’s internal distribution system are
located near major earthquake faults, including the San Andreas Fault. A significant earthquake could
damage project structures and interrupt the supply of water, adversely affecting Metropolitan’s revenues and
its ability to pay its obligations. -
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Metropolitan has an ongoing surveillance program that monitors the safety and structural
performance of jts 14 dams and reservoirs. Operating personnel perform regular inspections that include
monitoring and analyzing seepage flows and pressures. Engineers responsible for dam safety review the
inspection data and monitor the horizontal and vertical movements for each dame. Major on-site inspections
are performed at least twice each year. Instruments fo fransmit seismic acceleration time histories for analysis
any time a dam is subjected to strong motion during an earthquake are located at a number of selected sites.

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

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

The water from Northern California passes through 1,600 miles of aging levees in the Bay-Delta. Tn
the event of a failure of the Bay-Delta levees, the quality of the Bay-Delta’s water could be severely
compromised as salt water comes in from the San Francisco Bay, Metropolitan’s supply of State Water
Project water would be adversely impacted if pumps that move Bay-Delta water southward to the Central
Valley and Southern California are shut down to contain the salt water intrusion. Metropolitan estimates that
stored water supplies, Colorado River Aqueduct supplies and local water resources that would be available in
case of a levee breach or other interruption in State Water Project supplies would meet demands in
Metropolitan’s service area for approximately twelve months. (See “METROPOLITAN’S WATER
SUPPLY—Storage Capacity and Water in Storage” in this Appendix A). Since the State and Federal
governments control the Bay-Delta levees, repair of any levee failures would be the responsibility of and
controlled by the State and Federal governments, .

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

Perris Dam. DWR reported in July 2005 that seismic studies indicate that the Department’s Perris
Dam facility conld sustain damage from moderate earthquakes along the San Jacinto or San Andreas faults
due fo potential weaknesses in the dam’s foundation. The studies used technology not available when the
dam was completed in 1974. Perris Dam forms Lake Perris, the terminal reservoir for the State Water Project
in Riverside County, with maximum. capacity of approximately 130,000 acre-feet of water. In late 20035,
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DWR lowered the water level in the reservoir by about 25 feef and reduced the amount of water stored in the
reservoir fo about 75,000 acre-feet as DWR evaluates alternatives for repair of the dam. The lower lake level
elevation was intended to prevent over-topping of the dam crest in the event of a major earthquake and fo
prevent uncontrolled releases. Jnu December 2006, DWR completed a study identifying various repair options,

bepan additiona] geologic exploration along the base of Perris Dam and started preliminary design. DWR’s
preferred alternative is to repair the dam to restore the resetvoir to its historical level. DWR estimates that
such repairs will cost between $340 million and $460 million and take four fo eight years to complete, once
commenced. Water stored in Lake Perris is used pnmarily by Metropofitan. Accordingly, Metropolitan
likely would be a major contributor toward the cost of repair or replacement of Perris Dam under its State
Water Contract. (See “METROPOLITAN BXPENDITURES—State ‘Water Confract Oblrgahons” in this
Appendix A.)

Security Measures

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

Although Metropolitan has constructed redundant systems and other safeguards to ensure its ability to
continally deliver water to its customers, and DWR has made similar efforts, a terrorist attack or other
secuyity breach against water facilities could materially impair Metropolitan’s ability to deliver water fo its
customers, its operations and revenues and its ability to pay its obligations.

CAPITAL INVESTMENT PLAN

General Description

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

Projection of Capital Investinent Plan Expenditures

The table below sets forth projected CIP expenditures by project type for the fiscal years ending June
30, 2010 through 2014. The requirements of the CIP from fiscal year 2009-10 through fiscal year 2013-14
are estimated to be approximateiy $1.87 billion in escalated dollars. This estimate is updated annpally as a
result of the periodic review and revision of the CIP. See “HISTORICAL AND PROJECTED REVENUES
AND EXPENDITURES.” :
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CAPITAL INVESTMENT PLAN
PROJECTION OF EXPENDITURESY
(Fiscal Years Ended June 30 - Dollars in Thousands)

2010 2011 2012 2013 2014 Total

Cost of Service - e
Source of Supply $ 15409 % 6297 % -0- § 0- 3 0- § 21,706
Conveyance & Aqueduct 75,160 43,574 29,560 15,337 15,039 179,070
Storage . 7,124 8,717 10,065 1,805 ~0- 27,711
Distribution 44,873 39,514 55,450 79,219 122177 341,233
Treatment 243,895 192,749 206,525 257,627 274,087 1,174,883
Administrative & General 19,235 28,084 = 16,939 18,108 10,783 93,149
Hydroelectric 6,376 3,106 3.056 12.050 4.160 30,748

o $412,072%  $324,041  $321,995  $384,146 $426,246 $1,868,500
Tatal®

Source: Metropolitan,

O Based on fiscal year 2009-10 budget. Totals are rounded,

? Annual folals include Renewal and Replacement expenditures for 2010 through 2014 of $93.7 million, $141.4 million,
$109.5 million, $132.6 reillion and $154 million, respectively, for a total of $631.2 million for 2010 through 2014,

@ Expenditares for fiscal year 2000-10 are expected to be $371.1 million due to scheduling changes and the deferral of Jand
purchases associated with future treatment projects.

The above projections do not include amounts for contingencies, but inclnde escalation at 2.77
percent per year for projects for which formal copstruction contracts have not been awarded. Additional
capital costs may arise in the future as a result of, among other things, federal and State water quality
regulations, project changes and mitigation measures necessary to satisfy environmental and regulatory
requirements, and for additional facilities to, among other things, replenish groundwater basins and operate
groundwater basins conjunctively with surface supplies. See %dETROP{)LITAN S WATER DELIVERY
SYSTEM—Water Treatment” above.

Capital Investment Plan Financing

The CIP will require significant funding from debt financing as well as from pay-as-you-go funding.
The Board has adopted an internal funding objective to fund all capital program expenditures required for
replacements and refurbishments of Metropolitan facilities from current revenues. However, in order to
reduce drawdowns of reserve balances during fiscal years 2007-08 through 2009-10 and to mitigate financial
risks that could occur in upcoming years, pay-as-you-go funding totaled $34 million in fiscal year 2007-08,
rather than the $85 million originally budgeted for the fiscal year, $31 million in fiscal year 2008-09, rather
than the $95 million originally budgeted, and is budgeted to be $37 million in fiscal year 2009-19. To make
up for the reduction in pay-as-you-go ﬁmdmg in 2007-08 through 2009-10, Metropohtan plans to increase
pay-as-you-go funding to $95 million in fiscal year 2010-11, to $125 million per year in fiscal years 2011
through 2013, and to $150 million in fiscal year 2013-14.

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

Inland Feeder Project

The Inland Feeder project currently is Metropolitan’s largest capital project. It consists of a pipeline
and tunnel conveyance system, approximately 44 miles long and 12 feet in diameter, which carries State
Water Project water from Devil Canyon Power Plant in the San Bernardino Mountains to Diamond Valley .
Lake and the Colorado River Aqueduct, both in Riverside County. The project will provide greater flexibility
in managing Metropolitan’s major water supplies and will allow greater amounts of State Water Project water
to be accepted during wet seasons for storage in Diamond Valley Lake. The Inland Feeder project is planned
to increase the conveyance capacity from the East Branch of the State Water Project by 1,000 cubic-feet per
second (“cfs™), allowing the Bast Branch to operate up fo its full capacity. The Boeard approved a total project
bodget of $1.2 billion for the Inland Feeder project. Expenditures through September 2009 were
approximately $1.11 billion. For fiscal year 2009-10, $49.6 million is budgefed.

With the completion of the Arrowhead East and Arrowhead West Tunnels in September 2009, all of
the primary construction work for the Inland Feeder has been completed. Water began flowing through the
entire 44 miles of pipelines and tunnels and into Diamond Valley Lake in late September 2009. The final site
restoration and other remaining fasks will be completed in early 2010. The final cost of the project is
estimated to be $1.19 billion. .

Other Major Proiects of Metropgolitan’s Capital Investment Plan

The foﬂondﬁg is a brief deécxiption of other major projects contained in Metropolifan’s CIP:
Water Treatment Facilities

Oxidation Retrofit Facilities. The oxidation retrofit facilites program includes the design and
construction of oxidation facilities and appurtenances af all of Metropolitan’s treatroent plants. This project is
intended to aliow Metropolitan to meet drinking water standards for disinfection by-products and reduce taste
and odor incidents. The first phase of the oxidation retrofit program, at Metropolitan’s Henry J. Mills
Treatment Plant in Riverside County, was completed in 2003. Oxidation refrofit at the Joseph Jensen
Treatment Plant was completed July 1, 2005. The cost for these two projects was approximately $235.4
million. The oxidation retrofit programs at the Robert B. Diemer, F.E. Weymouth and Robert A. Skinner
plants are estimated to cost $364.4 million, $357.7 million and $252.0 million, respectively. Expenditures at
the Diemer plant through September 2009 were $211.5 million and $70.0 million is budgeted for fiscal year
2009-10. Construction completion is expected in fiscal year 2011-12, Expenditures at the Weymouth plant
through Septersber 2009 were $30.0 million, with $15.2 million budgeted for fiscal year. 2009-10.
Coropletion is expected in fiscal year 2013-14, Expenditures at the Skinner plant through September 2009
were $232.3 million, with $7.6 million budgeted for fiscal year 2009-10. Completion is expected in
November 2009.

Mills Water Treatment Plant Capacity Upgrade. The Mills Water Treatment Plant Capacity Upgrade
includes the design and construction of two additional ozone contactors, new enbanced solids handling
capability for Modules 1 through 4, upgrade of equipment and processes of Modules 1 and 2 and upgrade of
the post-filter disinfection system. These upgrades will enable Metropolitan to maximize the use of the Henry
J. Mills plant by increasing its capacity from 160 million gallons per day (“mgd™) fo 326 mgd. The cost for
this program is approximately $228 million, with $31.8 million spent through September 2009. Capital-
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expenditures for fiscal year 2009-10 are budgeted at approximately $1 million. Completion of the new and
upgraded facilities is anticipated by fiscal year 2015-16. :

Water Distribution Projects

San Diego Pipeline No. 6. The San Diego Pipeline No. 6 project, a joint project between
Metropolitan and SDCWA, includes the construction of a 30-mile, nine to ten foot diameter pipeline and
tunnel conveyance system to meet supplemental water needs in Riverside and San Diego Counties. Total
costs for Metropolitan’s portion of the project are estimated to be $378.9 million, which assumes construction
to the San Diego County line and includes the already completed North Reach. The 6.9-mile North Reach of
the pipeline, providing service through a connection with Eastern Municipal Water District, was completed in
January 2007 at a construction cost of $66.3 million. Total expenditures for this program through September
2009 were $104.2 million. Metropolitan, in conjunction with SDCWA, has completed study of alternative
alignments for the remaining portions of Pipeline No. 6. The planned on-line date is 2018.

Perris Valley Pipeline. Metropolitan is constructing the Perris Valley Pipeline to increase the
capacity for future deliveries of treated water from Metropolitan's Henry J. Mills Treatment Plant. The 96
inch diameter pipeline will be appromma’cely 6.5 miles long and will have service connections to Eastern and
Western Municipal Water Districts. It is anticipated that Metropolitan’s cost of the pro;ect will be
approximately $150 million. The first portion, the North Reach, has been completed, and the remaining reach
is currently under construction. Metropolitan’s expenditures as of September 2009, were $97.5 million, with
$19.5 million budgeted to be spent in fiscal year 2009-10. Final completion of the project is anticipated by
summer of 2010,

Infrastructure Reliability Projects

Weymouth Water Treatment Plant Improvements. The Weymouth Water Treatment Plant was built in
1938 and subsequently expanded several times over the following 35 years. It is Metropolitan’s oldest water
treatment facility. Metropolitan plans major upgrades and reﬁlrbishment/repiacement projects to maintain its
reliability and improve its efficiency. These include upgrading the incoming electrical service from a single
12-KV power line to a new underground 66-kV service line, upgrading and/or replacing the plant’s power
centers and distribution system and wpgrading the emergency power back-up generators and grounding
system. An overall mastes plan of treatment facilities improvements will also be developed, to be constructed
after completion of the new ozone facilities. The preliminary cost estimate for all projected improvements at
the Weymouth plant, not including the ozone facilities, is approsimately $329.2 million, with $103.5 million
spent through Septerber 2009. Budgeted capital expendltures for improvements at the Weymouth plant for
fiscal vear 2009-10 are $49.6 wmillion.

Colorado River Aqueduct Facilities. The Colorado River Aqueduct was originally completed in 1941.
Through annual inspections and maintenance activities, the performance and relability of the various
components of the Colorado River Aqueduct are regularly evaluated. A major overhaul of the pump units at
the five pumping plants was completed in 1988. Refurbishment or replacement of many of the electrical
system components, including the transformers, circuit breakers and motor control centers, is currently being
planned. Additionally, many of the mechanical components at the pumping plants as well as the Copper
Basin and Gene Wash Reservoirs will be replaced over the next few years. The cost estimate for these
refurbishment or reéplacement projects js currently $191 million, Costs throug,h September 2009 were $92.1
million, with $15.9 mﬂhon budgeted for fiscal year 2009-10,
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GOVERNANCE AND MANAGEMENT
Board of Directors

Metropolitan is governed by a 37-member Board of Directors. Each member public agency is
entitled 1o have at least one representative on the Board, plus an additional representative for each full five
percent of the total assessed valuation of property in Metropolitan’s service area that is within the member
public agency. Changes in relative assessed valuation do not terminate any director’s term. Accordingly, the
Board may, from time o time, have more than 37 directors.

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

- Manpagement

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

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

Karen Tackili, General Counsel - Ms. Tachiki assumed the position of General Counsel in February
2007. She previously served as Metropolitan’s lead aftormey on Colorade River maiters and was
Metropelitan’s Assistant General Counsel from November 1988 to July 2000. From July 20600 to January
2003, Ms. Tachiki was principal resources manager for McGuire Environmental Consultants, Inc. She served
as chief counsel of the Southern California Association of Governments (“SCAG”) from January 2003 until
rejoining Metropolitan. She also served as SCAG’s director of government and public affairs from April
2006 to February 2007. She is former chair of the Colorado River Water Users Association’s resolutions
committee and has served as a member of the resolutions committee of the National Water Resources
Association and the legal affairs committee of the Association of California Water Agencies. Ms. Tachiki
earned a bachelor’s degree in pofitical science and law degree from the University of California at Los
Angeles.

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

Deni Elfiott, Ethies Officer - Ms. Elliott was appointed as Ethics Officer on Jume 8, 2004. She served
as Metropolitan’s interim Ethics Officer beginning in September 2003. Ms. Elliott holds the Poynter Jamison
Chair in- Medija Ethics and Press Policy at the University of South Florida, St. Petersburg, where she is a
tenured full professor in the Department of Journalism. She has taught ethics for more than 24 years,
including at the University of Montana, Dartmouth College, Utah State University and Wayne State
University. Ms. Elliott also was founding director of the Dartmouth College Ethics Institute and the Practical
Ethics Center at the University of Montana, as well as founding director of the nation’s first graduate degree
program in teaching ethics. She was awarded an interdisciplinary doctoral degree from Harvard University in
the philosophy of education, and earned a master’s degree in philosophy from Wayne State University and
bachelor’s degree in comraunications from the University of Maryland.

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

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

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

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

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

Emplavee Relations

The total number of regolar full-time Metropolitan employees on November 2, 2009 was 1,892, of
whom 1,353 were represented by AFSCME Local 1902, 101 by the Supervisors Association, 287 by the
Management and Professional Employees Association and 111 by the Association of Confidential
Employees. The remaining 40 employees are unrepresented. The four bargaining uuits represent 98 percent
of Metropolitan’s employees. The Memorandum of Understanding (“MOU”) with AFSCME Local 1902
covered the period July 1, 2005 to June 30, 2009. The MOU with the Supervisors Association covers the
period January 1, 2006 to December 31, 2009, The MOU with the Management and Professional Exmployees
Association covered the period July 1, 2005 through June 30, 2009. The MOU with the Association of
Confidential Employees covered the period July 1, 2003 throngh June 30, 2009. Representatives from all
four bargaining units and management negotiated tentative agreements that were rafified by the bargaining
units. However, subsequent to reports and discussions at meetings of the Board and Board committees in
August, September and October of 2009, Metropolitan withdrew consideration of the tentative agreements
from the agenda for the October 2009 Board meeting and requested that all parties retorn to the bargaining
table. The Board has not yet voted on the teptative agreements. When an MOU expires before a new
agreement has been executed, the affected employees continue working under the terms of the expired MOU
until it is replaced.

In July 1998, a case entitled Dewayne Cargill et al v. Metropolitan Water District of Southern
California et al, was filed against Metropolitan. This case is a class action lawsuit brought by various
categories of temporary workers against Metropolitan and certain temporary agescies, claiming that
Metropolitan misclassified them as temporary workers to avoid providing them the same rights and benefits
given to regular employees, and seeking the full benefits of public employment, inchuding membership in the
California Public Employees’ Retirement System (“PERS”) on a refroactive basis. (See “METROPOLITAN
EXPENDITURES—Defined Benefit Pension Plan” in this APPENDIX A))

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

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

The remaining portion of the case concerns implementing the Supreme Court’s ruling establishing
common law eligibility for PERS benefits. That effort involves emrolling eligible temporary workers,
resolving eligibility disputes and addressing the potential penalties associated with late PERS enroliment.
The parties agreed to address eligibility disputes by submitting test cases before administrative judges
covering different categories of temporary worker services. Metropolitan received an adverse determination
from PERS on the penalty issue. While Metropolitan continues to maintain that PERS should not apply any
penalty provision, the parties have entered into a setilement agreement that fally resolves plaintiffs’ PERS
claim. The settlement provides for a claims process which Metropolitan estimates will result in
approximately 1,500 claims for PERS benefits. The estimated potential liability for these claims is in the
range of $15 to $30 million.

Risk Management

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

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

The self-insurance retentions and reserve levels currently maintained by Metropolitan may be
modified by Metropolitan®s Board at its sole discretion.

METROPOLITAN REVENUES
- General

Until water deliveries began in 1941, Metropolitan’s activities were, by necessity, supported entirely
through the collection of ad valorem property taxes. Since the mid-1980s, water sales revenues have
provided approximately 75 to 80 percent of total revenmes and ad valorem property taxes have accounted for
about 10 percent of revenues, while the remaining revenues have been derived principally from the sale of
hydroelectric power, interest on investments and additional revenue sources (water standby charges and
availability of service charges) beginning in 1993. 4d valorem taxes do not constitute a part of Operating
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Revenues and are not available to make payments with respect to the water revenue bonds issued by
Metropolitan. Ad valorem taxes are applied solely to the payment of principal and interest on Mefropolitan’s
outstanding general obligation bonds and a portion of State Water Contract payments.

The basic rate for untreated watet for domestic and municipal wses increased from $8 per acre-foot in
fiscal year 194142 to the rate of $484 per acre-foot for Tier 1 water, effective September 1, 2009. The ad
. valorem tax rate for Metropolitan purposes has graduvally been reduced from a peak equivalent rate of 0.1250 -
percent of full assessed valuation in fiscal year 1945-46 to 0.0043 percent of full assessed valuation for fiscal
year 2009-10. See “—Rate Structure” below. The rates charged by Metropolitan represent the wholesale cost
of Metropolitan water to its member agencies, and not the cost of water to the ultimate consumer.
Metropolitan does not exercise control over the rates charged by its member agencies or their subagencies to
their costomers.

Sammary of Receipis by Source

The following table sets forth Metropolitan’s sources of receipts for the five fiscal years ended June
30, 2009. The table provides cash basis information, which is unaudited. Audited financial statements for the
two fiscal years ended June 30, 2009 and Jane 30, 2008, respectively, are provided in Appendix B - “THE
METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA INDEPENDENT AUDITOR’S
REPORT AND FINANCIAL STATEMENTS FOR FISCAL YEARS ENDED JUNE 30, 2009 AND
JUNE 36, 20087 ‘

SOMMARY OF RECEIPTS BY SOURCEY

Fiscal Years Ended June 30
{Dollars in MilHons)
2005 2006 2007 2008 2009
Water Sales® $ 8193 $ 8267 $815 § 9678 $988.1
Net Tax Collections™ 98.3 97.8 101.1 100.4 1052 -
Additional Revenue Sources®? 1129 . 1114 113.1 114.0 119.7
Interest on Investments 294 37.7 412 603 337
Hydroelectric Power Sales®™ 21.3 29.9 44.9 41.1 22.5
Other Collections & Trust
Furids . 4.1 12.7 -~ 88 8.1 3.1
Total Receipts $1,0853  $1,1162 ° $12006  $1,291.7 $1,272.3

Source: Mefropolitan.
M Does not include any proceeds from the sale of bonded indebtedness.
@ (ross receipts in each year are for sales in the iwelve months ended April 30 of such year.

®)  Ad valorem taxes levied by Metropolitan are applied solely to the payment of outstanding general obligation bonds of
Metropelifan and a poriion of State Water Comfract payments,

®  Includes receipts derived from water standby charges, readiness-to-serve, and connection mafntenance or capaciy charges.
See™—Rate Structurs” apd “—Additional Revenue Components™ below,

®) Receipts from Colorado River Aqueduct {(CRA) power sales are included in fiscal years 2005-06 through 2008-09. CRA power
receipts in prior years were reflected as a reduction in CRA power costs. See the table headed “SUMMARY OF
EXPENDITURE" under “METROPOLITAN EXPENDITURES” in this Appendix A
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Revenue Allocation Policy and Tax Revenues

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

bonds issued by the State to finance the State Water Project. Any deficiency between tax levy receipts and - -~ - -

Metropolitan’s share of debt service obligations on general obligation bonded debt issued by the State is
expected to be paid from Operating Revenues, as defined in the Master Resolution. See “HISTORICAL
AND PROJECTED REVENUES AND EXPENDITURES.” The Stafe Water Contract requires that in the
event that Metropolitan fails or is unable to raise sufficient funds by otber means, Metropolitan must levy
upon all property within its boundaries not exempt from taxation a tax or assessment sufficient to provide for
all payments under the State Water Contract.

Water Sales Revenues

Authority. Water rafes are established by the Board and are not subject to regulation or approval by
the Public Utilities Commission of California or by any other local, State or federal agency. In accordance
with the Act, water rates must be uniform for like classes of sexvice. Metropolitan has three classes of water
service: (1) full service; (2} replenishment (formerly seasonal storage); and (3) interim agricultural. See “—
Classes of Water Service.”

No member agency of Metropolitan is ebligated to purchase water from Mefropolitan. Twenty-four
of Metropolitan’s 26 member agencies have entered into voluntary 10-year water supply purchase orders for
water purchases. See “-Member Agency Purchage Orders” below.

Payment Procedure. Water is delivered to the member agencies on demand and is metered at the
point of delivery. Member agencies are billed monthly and a late charge of one percent of the delinquent
payment is assessed for delinquent payments not exceeding five business days. A late charge of two percent
of the amount of the delinquent payment is charged for a payment that is delinquent for more than five
business days for each month or portion of 2 month that the payment remains delinquert. Metropolitan has
the authority to suspend service to any agency delinquent for more than 30 days. Delinquencies have been
rare; in such instances late charges have been collected. No . service has been sus;aended because of
delinquencies. :

Water Sales. The following table sets forth the acre-feet of water sold and water sales receipts for the
five fiscal years ended June 30, 2009. The table provides cash basis information. Water sales revenues of
Metropolitan for the two fiscal years ended June 30, 2009 and June 30, 2008, respectively, on an accrual
basis, are shown in Appendix B - “THE METROPOLITAN WATER DISTRICT OF SOUTHERN
CALIFORNIA INDEPENDENT AUDITOR’S REPORT AND FINANCIAL STATEMENTS FOR FISCAL
YEARS ENDED JUNE 30, 2009 AND JUNE 30, 2008 attached to this Official Statement.
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SUMMARY OF WATER SOLD AND WATER SALES RECEIPTS

Fiscal Years Ended June 30
Average Rate
Acre Feet Gross Receipts? . Average Receipts Per 1000

Year Sold  (in millions)  Per Acre Foot® Gallens
2005 2,214,399 $819.3 $370 $1.14
2006 2,152,818 8267 384 : 1.18
2007 2,247,214 891.5 397 122
2008 2,305,364 967.8 420 129
2009 2,166,936 988.1 456 1.40

Source: Metropolitan.

G Gross recelpts in each year are for sales in the twelve months ended April 30 of such year, with rates and charges inveiced in
May and payable by ihe last business day of Jume of each year. Incledes revemues from water wheeling See
“METROPOLITAN REVENUES—Wheeling and Exchange Charges™. |

@ Gross receipts divided by acre-feet sold. See table entitled “SUMMARY OF WATER RATES” in this Appendix A
Rate Structure '

The following rates and charges are clemenis of Metropolitan’s rate structurc for full service water
" deliveries: :

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

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

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

System Power Ratz. The System Power Rate is charged on a dollar per acre-foot basis to recover the
cost of power necessary to pump water from the State Water Project and Colorado River through the
conveyance and distribution system for Mefropolitan’s member agencies. The System Power Rate is charged
for all Metropolitan supplies. Entities wheeling non-Metropolitan water supplies will pay the actual cost of
power to convey water on the State Water Project, the Colorado River Aqueduct or the Metropolitan
distribution system, whichever is applicable.

Treatment Surcharge. Metropolitan charges a treatment surcharge on a dollar per acre~foot basis for |
treated deliveries. The freatment surcharge is set to recover the cost of providing treated water service,
incloding capital and operating cost.
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Water Supply Swrcharge. Effective January 1, 2009, Metropolitan adopted the Water Supply
Surcharge of $25 per acre-foot, applicable to Full Service Tier 1 untreated and treated water rates and to the
Interim Agricultural Water Program untreated and treated water rates. The Water Supply Surcharge is
infended to recover the costs of additional water transfers purchased to augment supplies from the State Water
Project. These costs are anticipated to be about $50 million in fiscal year 2008-09. However, on April 14,
2009 Metropolitan’s Board adopted a Delta Supply Surcharge, which, effective September 1, 2009, eliminates

- and replaces the Water Supply Surcharge. See “—Delta Supply Surcharge” below.

Delta Supply Surcharge. On April 14, 2009, Metropolitan’s Board adopted a Delta Supply Surcharge
of $69 per acre-foot, which will be applicable to all Tier 1, Interim Agricultural Water Program and
Replenishment sales effective September 1, 2009. The Delta Supply Surcharge is designed to recover the
additional supply costs Metropolitan faces as a result of pumping restrictions associated with the USFWS
biological opinion on Delta smelt and other actions to protect endangered fish species. The Delta Surcharge is
intended fo remain in effect until a Jong-term solution for the Bay-Deita is achieved. Mefropolitan anticipates
that the Delta Supply Surcharge will be reduced as interim Delta improvements ease puamping restrictions,
resulting in lower costs for additional supplies.

The amoﬁnt of each of these rates since January 1, 2008, is shown in the table entitled “SUMMARY
OF WATER RATES” under “—Water Rates by Water Category” below.

Member Agency Purchase Orders

The current rate structure provides for a member agency’s agreement to purchase water from
Metropolitan by means of a voluntary purchase order. In consideration of executing its purchase order, the
member agency is entifled to purchase a greater amount of water at the lower Tier 1 Water Supply Rate, as
described in the following paragraph. Under each purchase order, 2 member agency agrees to purchase, over
the ten-year term of fhe contract, an amount of water equal to at Jeast 60 percent of its highest firm demand
for Metropolitan water in any fiscal year from 1989-90 through 2001-62 multiplied by ten. Member agencies
are allowed to vary their purchases from year to year, but a member agency will be obligated to pay for the
full amount committed under the purchase order, even if it does not take its full purchase order commitment
by the end of the ten-year period.

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

Classes of Water Service

Full Service Water. Full service water service, formerly known as non-interruptible water service,
meludes water sold for domestic and municipal uses. Full service treated water rates are the sum of the
applicable supply rate, system access rate, water stewardship rate, system power rate and treatment surcharge.
Full service untreated water rates are the sum of the applicable supply rate, system access rate, water
stewardship rate and system power rate. Approximately 88 percent of Metropolitan’s total water sales were
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sold as full service in fiscal year 2007-08. Full service water sales are expected to remain the major
component of Metropolitan water sales in the future.

Interim Agricultural Water Program. This program provides a discounted rate for agricultural water
vsers that, pursuant to the Act, are permitted to receive only surplus water not needed for domestic or
municipal purposes. The maximum amount of agricultural water that Metropolitan may deliver in 2009 under
this program is 79,595 acre-feet. The terms of the program provide that, should a water shortage oceur,
Metropolitan may reduce deliveries of agriculfural water under the program hy 30 percent before imposing
conservatxon measures on Full Service deliveries.

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

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

Water Rates by Water Category

The following table sets forth Metropolitan’s water rates by category beginning January 1, 2006. See
also “MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED REVENUES AND
EXPENDITURES—Water Sales Receipts” in this Appendix.A. In addition to the base rates for untreated
water sold in the different classes of service, the colummns labeled “Treated” include the surcharge that
Metropolitan charges for water freated at its water treatment plants. See “—Rate Struchure™ and “—Classes
of Water Service” above for a description of current rafes.
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SUMMARY OF WATER RATES

(Dollars per Acre-Foot)
WATER SYSTEM
SYSTEM STEWARDSHIP POWER TREATMENT
B .- SUPPLYRATE ACCESSRATE- - - RATE RATE - SOR GE
January 1, 2006 $73 $16% 152 $25 $81 $122
Tanuary 1, 2007 $73 $169 $143 $25 $90 $147
Janmery 1, 2008 $73 5171 $143 . $25 $110 $157
January 1, 2009 $1347  $230 $143 $25 3110 $167
September 1, 2009 $176" $250 . $154 $41 $119 $217
Tanvary 1, 2010% $170%  $280 $154 $41 $119 $217
: INTERIM ,
FULL SERVICE FULL SERVICE AGRICULTURAL  REPLENISHMENT
IREATED® - UNTREATED™ PROGRAM RATE
Tierl . Tier2  Tierl  Tier2 Treated  Untreated Treated Untreated
January 1, 2006 $453 $549 $331 $427 $339 $241 $335 $238
Tanuary 1, 2007 $478 $574 $331 5427 $364 $241 $360 $238
Tanuary 1, 2008 $508 $606 $351 $449 $394 $261 . $390 $258
Jannary 1, 2009 $579 $695 $412 $528 $465" $322! $436 $294
September 1, 2009%  $701 $781 $484 $564 $587 $394 $558 $366

January 1, 2010% $701 $811° $434 $594 $615 $416 $558 $366

Source: Metropolitan.

" Rates effective September 1, 2005 and Jannary 1, 2010 were adopted by Metropolitan’s Board on April 14, 2009.

! Includes $25 per acre-foot Water Supply Surcharge.

1 Includes $69 per acre-foot Delta Supply Surcharge, which replaces Water Supply Surcharge. o

' Full service treated water rates are the sum of the applicable Supply Rate, System Access Rate, Water Stewardship Rate, System
Power Rate and Treatment Surcharge.,

@ Pull service untreated water rates are the sum of the applicable Supply Rate, System Access Rate, Water Stewardship Rate and
System Power Rate.

Additional Revenue Components

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

Readiness-to-Serve Charge. This charge is designed to recover a portion of the principal and interest
payments on water revenue bonds issued to fund capital improvements necessary to meet continuing
reliability and water quality needs. The Readiness-to-Serve Charge (“RTS™) is allocated to each member
agency in proportion to the rolling ten-year share of deliveries through Metropolitan’s system. The RTS
generated approximately $80 milfion in the fiscal year ended June 30, 2007, approximately $82 million in
fiscal year 2007-08 and approximately $87 million in fiscal year 2008-09.

Water Standby Charges. The Board is authorized to impose water standby or availability of service
charges. In May 1993, the Board imposed a water standby charge for fiscal year 1993-94 ranging from $6.94
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to $15 for each acre or parcel less than an acre within Metropolitan’s service area, subjec:t to specified exerupt
categories. Water standby charges have been imposed at the same rate in each year since 1993-94. Standby
charges are assessments under the terms of Proposition 218, a State constitutional ballot initiative approved
by the voters on November §, 1996. See “—Proposition 218” below.

Member agencies have the option to utilize Metropolitan’s existing standby charge authority as a
means to collect all or a portion of their RTS charge. Standby charge collections are credited against the
" member agencies’ RTS charges. See “—Readiness-to-Serve Charge” above. Twenty-two member agencies
collect their RTS charges through standby charges. For fiscal years 1997-98 through 2008-09, RTS charges
collected by means of such standby charges accounted for approximately $42 million in revenues each year to
Metropolitan.

Capacity Charge. The Capacity Charge is a fixed charge levied on fthe maximum summer day
demand placed on Metropolitan’s system between May 1 and December 30 for the three-calendar-year period
ended December 31, 2006, The Capacity Charge is infended to recover the cost of providing peak capacity
within the distribution system. Effective January 1, 2009, the Capacity Charge is $6,800 per cfs of maximum
daily flow, which will increase to $7,200 per efs effective January 1, 2010.

Reserve Policy

Metropolitan’s reserve policy currently provides for a minimum unrestricted reserve balance at
June 30 of each year that is based on probability studies of the wet periods that affect Metropolitan’s water
sales. The policy establishes a minimum targeted unrestricted reserve level based on an 18-month revenue
shortfall estimate and a maximum level based on an additional two years revenue shortfall estimate. As of
June 30, 2009, the minimum reserve requirement was $216 million. The maximum reserve limit at June 30,
2009 was $535 million. Funds representing the minimum reserve level are held in the Water Revenuve
Remainder Fund, and any funds in excess of the minimum reserve level (up to the maximum reserve level)
are held in the Water Rate Stabilization Fund. Fund balances in the Water Rate Stabilization Fund and the
Water Revenue Remainder Fund at June 30, 2009 totaled $322 million. (See “THE MASTER
RESOLUTION—Water Revenue Fund—Revenue Remainder Fund” in APPENDIX C—SUMMARY OF
CERTAIN PROVISIONS OF THE RESOLUTIONS.) Unrestricied reserves in excess of the maximum
reseive level may be used for any lawful purpose of Metropolitan, as directed by the Board. Consistent with -
State legislation, Mefropolitan will ensure that any funds in excess of maximum reserve levels that are
distributed to member agencies will be distributed in proportion to water sales revenues received from each
member agency. Since actual reserve balances were less than the maximum reserve lfmit at June 30, 2009, no
action was taken by the Board. In addition, Metropolifan maintains various restricted reserves, including
reserves for risk retention, operations and maintenance expenses, State Water Contract payments, and other
obligations and purposes. ~

Wheéling and Exchange Charges

The process for the delivery of water not owned or controlled by Metropolitan is referred to.as
“wheeling.” Under the current rate structure, wheeling parties pay the System Access Rate and Water
Stewardship Rate, Treatment Surcharge (if applicable) and power costs for wheeling transactions. Wheeling
and exchange revenues fotaled $26.8 million during fiscal year 2008-09, $20.2 million during fiscal year
2007-08, and $13.1 million during fiscal year 2006-07.

Hydroelectric Power Recovery Revenues

Metropolitan has constructed 16 small hydroelectric plants on its distribution system. The plants are
located jn. Los Angeles, Orangs, Riverside and San Diego Counties at existing pressure control structures and
other locations. The combined generating capacity of these plants is approximately 122 megawatts. The total
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capital cost of these 16 facilities is approximately $176.1 million. Since 2000, annual energy generation sales
revenues have ranged between $16 million and $27 million. For fiscal year 2008-09, energy generation sales
revenues were $16.8 million.

Power from five of the plants is sold to DWR under an existing contract at a price based on a
confractual unit rate methodology to supply power to the State Water Project. This price is renegotiated every
six years. For 2007 through 2012, the unit rate is determined by fixed and variable compornents. One variable
component represents an incremental fuel price based on a five-year rolling average gas price.

Power from nine of the plants was sold to the Southern California Edison Company, a subsidiary of
Edison International (“Edison™) through October 31, 2008. Three new contracts effective November 1, 2008,
split power sales from the nine plants among Edison, Los Angeles Department of Water and Power and the
Southern California Public Power Authority. All three contracts are for the sale of renewable power and are
based on a fizxed energy rate for the term of the contracts. The minimum contract term is five years and
maximum term is fifteen years.

Energy generation from a fifteenth plant, the Etiwanda Power Plant, is sold fo the Pacific Gas and
Electric Company (“PG&E”) uvader a contract that was amended in November 2004 to accommodate
terminating transmission and scheduling arrangements. The contract energy price is based on a formula that
includes a monthly gas rate, a capital related cost and a performance factor. The contract is subject to
renegotiation upon the occurrence of specified events and can be terminated by either party under various
conditions and circumstances, beginning in 2014.

The sixteenth plant, the Diamond Valley Lake Hydroelectric Power Plant, began generating on May
23, 2001, and its current maximum dependable output is 21 megawatts. Actual generation is determined by
water delivery requirements and is sold at market rates to various buyers.

Principal Customers

All of Metropolitan’s regular customers are member agencies. Total water sales to the member
agencies acorued for the fiscal year ended June 30, 2009 were 2.14 million acre-feet, generatmg $977.1
million in water sales revenues for such period. Meiropohtan’s ten largest water customers in the year ended
June 30, 2009 are shown in the following table.
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TEN LARGEST WATER CUSTOMERS

Year Ended June 30, 2009
Accrual Basis
Water Sales
~ Water Percent in Percent
Agency Sales Revenunes of Total Acre-Feet of Total
San Diego County Water
Authority $209,316,523 21.4% 593,127 21.7%
City of Los Angeles 197,109,833 20.2% 434,682 20.3%
MWD of Orange County 128,667,533 13.2% 249,904 11.7%
‘West Basin MWD 66,987,482 6.9% 123,908 5.8%
Calleguas MWD 65,191,134 6.7% 118,670 5.5%
Eastern MWD 51,782,455 5.3% 99,783 4.7%
Western MWD of Riverzide 48,966,751 5.0% 89,059 4.6%
Three Valleys MWD 35,843,032 3.7% 80,419 3.8%
Cenfral Basin MWD 28,439,448 2.9% 52,762 2.5%
Inland Empire Utilities Agency 28.157.890 2.9% 74.860 3.5%
Total = $860,462,081 88.1% 1,927,174 90.0%
Total Water Sales Revenues $ 977,056,073 Total Acre-Feet 2,144,264

Preferential Rights

Section 135 of the Act provides a preferential entiflement for the purchase of water by each of
Metropolitan’s member agencies. This preferential right is based upon a ratio of all payments on tax
assessments and otherwise, except purchases of water, made to Metropolitan by each member agency
compared to total payments made by all member agencies on tax assessments and otherwise since
Metropolitan was formed, except purchases of water. Historically, these rights have not been used in
allocating Metropolitan’s water. The California Court of Appeal has upheld Metropolitan’s methodology for
calculation of the respective member agencies’ preferential rights under Section 135 of the Act.

Proposition 218

Proposition 218, a State ballot injtiative known as the “Right to Votfe on Taxes Act,” was approved by
the voters on November 5, 1996 adding Articles XIIC and XIID to the California Constitution. Article
XIND provides substantive and procedural requirements on the imposition, extension or increase of any “fee”
or “charge” levied by a local govermment upon a parcel of real property or upon a person as an incident of
property ownership. As a wholesaler, Mefropolitan serves water to its member agencies, not to persons or
properties as an incident of property ownership. Thus, Metropolitan’s rates and charges are not property-
related fees subject to Article XHID. Water rates charged by Metropolitan to its member agencies are not
property-related fees and charges and therefore are exempt from the requirements of Article XTID. Fees for
water service by Metropolitan’s member agencies or their agencies providing retail water service are subject
to the requirements of Article XIIID.

Article XIID also imposes certain procedures with respect fo assessments. Under Article XITID,
“standby charges™ are considered “assessments” and must follow the procedures required for “assessments.”
Metropolitan has imposed water standby charges since 1992. Any change to Metropolitan’s current standby
charges could require notice to property owners and approval by a majority of such owners returning mail-in
ballots approving or rejecting any fmposition or increase of such standby charge. Twenfy-two member
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agencies have elected to collect all or a portion of their readiness-to-serve charges through standby charges.
{See “METROPOLITAN REVENUES—Additional Revenue Components—Readiness-to-Serve Charge” and
“—Water Standby Charges.”) Even if Article XIID is construed to limit the ability of Metropolitan and its
member agencies to impose or collect standby charges, the member agencies will continue to be obligated to
pay the readiness-to-serve charges.

Axticle XIIIC extends the people’s initiative power fo reduce or repeal previcusly authorized local

taxes, assessments fees and charges. This extension of the initiative power is not limited by the terms of ..

Asticle XTIC to fees imposed after November 6, 1996 or to property-related fees and charges and absent
other authority could resulf in retroactive reduction in existing taxes, assessments or fees and charges.

Proposition 218 was adopted as a measure that qualified for the ballot pursuant to the State’s initiative
process. From time to time, other initiative measures could be adopted or legislative measures could be
approved by the Legislature, which may place limitations on the ability of Metropolitan or its member
agencies to increase revenues or to increase appropriations. Such measures may further affect Metropolitan®s
ability to collect taxes, assessments or fees and charges, which could have an effect on Metropolitan’s
revenies,

Investment of Moneys in Funds and Accounts

All moneys in any of the fands and accounis established pursuant to Metropolitan®s water revenue or
general obligation revenue bond resolutions are invested by the Treasurer in accordance with Metropolitan’s
Statement of Investment Policy. All Metropolitan funds available for investment are currently invested in
United States Treasury and agency securities, commercial paper, negotiable certificates of deposit, banker’s
acceptances, corporate notes, municipal bonds, asset-backed securities, and the California Local Agency
Investment Fund ("LAIF™). The LAIF is a voluntary program created by statute as an investment alternative
for California’s local governments and special districts. LAIF permits such local agencies to participate in an
nvestment portfolio, which invests hundreds of millions of dollars, using the investment expertise of the State
Treasurer’s Office.

The Statement of Investment Policy provides that in managing Metropolitan’s investments, the
primary objective shall be to safeguard the principal of the invested funds. The secondary objective shall be
to meet all liqnidity requirements and the third objective shall be to achieve a return on the invested fonds.
Although the Statement of Investment Policy permits investents in some asset-backed securities, the
portfolio does pot include any of the special investment vehicles related to sub-prime mortgages.
Metropolitan’s current investments comply with the Statement of Investment Policy, approved on June 9,
2009,

As of October 31, 2009, the total market value of all Metropolitan fimds was $1.2 billion. In fiscal
“year 2007-08, Metropolitan’s earnings on iovestments, including adjustments for gains and losses and
premiumms and discounts, on a cash basis (unandited) were $60.3 million, including construction account and
trust fund carnings. (See Footnote 3 to Metropolitan’s audited financial statements in Appendix B for
additional information on the investment portfolio.) In fiscal year 2008-09, Metropolitan®s earnings on
investments, including adjustments for gains and losses and premiums and discounts, on a cash basis
(unandited), including construction account and trust fund earnings, were $36.4 million.

Metropolitan currently holds corporate notes or bonds issued by Lehman Brothers Holdings, Inc.
{“L.ehman”) which has experienced credit rating downgrades or bankruptey. The aggregate book value of the
downgraded corporate bonds is approximately $5.264 million as of September 30, 2009. The market price for
these bonds continues fo be under pressure, and Metropolitan is closely monitoring market developments.
The decrease in the market value for these bonds has not materially impacted the financial operations of
Metropolitan. Metropolitan filed its claim for the payment of the corporate notes issued by Lehman with the
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United States Bankruptcy Court for the Sonthern District of New York on October 27, 2008. The amount of
the claim, representing principal and interest on the notes, is $5,380,267.

Metropolitan’s regulations require that (1) the Treasurer provide an annual Statement of Investment
Policy for approval by Metropolitan’s Board, (2) the Treasurer provide a monthly mvestment report 1o the
Board and the General Manager showing by fund the description, maturify date, yield, par, cost and current
market value of each security, and (3) the General Counsel review as to eligibility the securities invested in by
the Treasurer for that month and report his or her determinations to the Board. The Board approved the
Statement of Investmnent Policy for fiscal year 2009-10 on June 9, 2009,

Subject to the provisions of Metropolitan’s water revenue or general obligation bond resolutions,
obligations purchased by the investment of bond proceeds in the various funds and accounts established
* pursuant to a bond resolution are deemed at all times 1o be a part of such funds and accounts and any income
realized from investment of amounts on deposit in any fund or account therein will be credited to such fund or
account. The Treasurer is required to seli or present for redemption any investments whenever it may be
necessaty to do so in order o provide moneys to meet required payments or transfers from such fonds and
accounis. For the purpose of determining at any given timie the balance in amy such fueds, any such
mvestments constituting a part of such funds and accounts will be valued at the then estimated or appraised
market value of such investments.

ANl investments, including those autbérized by law from time to time for investments by public
agencies, contain certain risks. Such risks include, but are not Himited to, a lower rate of return than expected
and loss or delayed receipt of principal. The occurrence of these events with respect to amounts held under
Metropolitan’®s water revenue or general obligation revenue bond resolutions, or other amounts held by
Metropolitan, could have a material adverse effect on Metropolitan’s finances. These risks may be mitigated,
but are not eliminated, by limitations imposed on the portfoho management process by Metropolitan’s
Statement of Investment Policy.

The Statement of Investment Policy requires that investments have a minimum credit rating of
* A1/P1/F1 for short-term securities and A for longer-term securities at the time of purchase. If immediate
liguidation of a security downgraded below these levels is not in the best interests of Metropolitan, the
Treasurer or investment manager, in consultation with an ad hoc committee made up of the Chairman of the
Board, the Chairman of the Business and Finance Committee and the General Manager, and with the
coneurrence of the General Counsel, may dispose of the security in an orderly and prudent manner
considering the circumastances, under terms and conditions approved by a majority of the members of such ad
hoc comumiftee. The Treasurer is required to include a description of any securities that have been
downgraded below investment grade and the status of their disposition in the Treasurer’s monthly report.

The Statement of Investment Policy also Timits the amount of securities that can be purchased by
category, as well as by issuer, and prohibits investments that cam result in zero interest income.
Metropolitan’s securities are settled on a delivery versus payment basis and are held by an independent third-

“party custodian. See Metropolitan’s andifted financial statements attached to the Official Statement as
Appendix B for a description of Metropolitan’s investrents at Tune 30, 2009.

Metropolitan retains two outside investment firms to manage the long-term portion of Metropolitan’s
portfolio. The outside managers are required to adhere to Metropolitan’s Statement of Investment Policy.
Currently, such managers are managing approximately $250 million in investments on behalf of
Metropolitan. Metropolitan’s Statement of Investment Policy may be changed at any time by the Board
{subject to State law provisions relating to authorized investments). There can be no assurance that the State
law and/or the Statement of Investment Policy will not be amended in the future to allow for investments that
are currently not permitted under State law or the Statefnent of Investment Policy, or that the objectives of
Metropolitan with respect to investments or its investment holdings at any point in time will not change.
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METROPOLITAN EXPENDITURES

The following table sets forth a summary of Metropolitan’s expenditures, by major function, for the

five years ended June 30, 2009. The table provides cash basis information, which is unaudited. Expenses of
Metropolitan for the two fiscal years ended June 30, 2009 and June 30, 2008, on an accrual basis, are shown
m Appendix B - “THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA
INDEPENDENT AUDITOR’S REPORT AND FINANCIAL STATEMENTS FOR FISCAL YEARS
ENDED JUNE 30, 2009 AND JUNE 30, 2008.”

SUMMARY OF EXPENDITURES

Fiscal Years Ended June 30
(Prollars in Millions)

2005 2086 2007 2008 2009
Operation and Maintenance Costs® $ 3144 $ 3790 $3672 $4169  $455.6
Total State Water Project and 4333 508.2 408.5 564.9 478.8
Water Transfers® '
Total Debt Service 212.5 229.6 2499 268.5 281.6
Construction Disbursements 955 90.4 1297 454 3086
from Revenues™ _ .
Other™ 53 73 6.1 6.4 8.3

Total Disbarsements —

Net of Reimbursements®™ $1.061.0 $12145 $L1614 $13021 $1.2549

Saurce: Metropolitan

G}

@

@

“

©

Includes inventories, undistributed payroll, local resource, conservation programs and Colorado River Aqueduct (CRA) power,
et of CRA power sales receipts from 2004-05. CRA power sales receipts are not funded as an offset to CRA. power in 2006-09,
Bee the table headed “Summary of Receipts by Source” under “METROPOLITAN REVENUES” in this Appendix A,

Includes both operating and capital expense portions. ‘Sce “METROPOLITAN'S WATER SUPPLY— Water Transfer, Storage
and Exchange Programs” and “POWER SOURCES AND} COSTS™ in this Appendix A,

At the discretion of the Board, in any given year, Mefropolitan may increase or decrease funding available for constmction
disbursements to be paid from revenues. Disbursements paid fiom revenues decreased in fiscal years 2007-08 and 200809,
primarily due to the Board's intent to maintain adequate reserve levels in the rate stabilization fands to mifigate future increases in
water rates and charges. Docs not inclade expenditures of bond proceeds, ’

‘Includes operating squipment and arbitrage rebate.

Disbursements exceed revenves in the fiscal years ended June 30, 2005, 2006 and 2008. See the table headed “Summary of
Receipts by Source” under “METROPOLITAN REVENUES” in this Appendix A.

Revenne Bond Indebtedness

Metropolitan has issued the following water revenue bonds, which as of November 1, 2009, were

outstanding in the amounts set forth below:
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) Original Principal
Name of Issue Amount Issued Ouistanding
Water Revenne Bonds, Issue of 1991 $ 300,000,000 $ -
Water Revenue Bonds, Essue of 1992 - 350,000,000 o -
Water Revenue Refinding Bonds, 1993 Series A 168,759,889 105,185,000
Water Revenoe Refunding Bonds, 1993 Series B 89,595,000 -0-
Water Revenue Bonds, 1995 Serfes A . 175,000,000 -0-
Water Revepue Refunding Bonds, 1996 Series A 108,375,000 -0~
Water Revenue Refunding Bonds, 1996 Series B 258,875,000 (-
‘Water Revenue Bonds, 1996 Series C 377,500,000 -0-
Water Revenue Bonds, 1997 Awthorization, Series A 650,000,000 -
Witer Revenue Bonds, 1997 Authorization; Series B 50,000,000 *50,000,000
Water Revenue Bonds, 1997 Authorization, Series CV 50,000,000 50,000,000
Water Revenue Refunding Bonds, 1998 Series A 148,705,000 -0-
Water Revenue Bonrds, 1999 Authorization, Series A 100,000,000 -0-
Water Revenue Bonds, 1999 Authorization, Serjes B 50,000,000 50,000,000
Water Revenue Bonds, 1999 Authorization, Series ™ 50,000,000 50,060,000
Water Revenue Bonds, 2000 Series B1-B4% 355,200,000 266,400,000
Water Revenue Refunding Bonds, 2001 Series A 195,670,000 146,100,000
Water Revenue Refinding Bonds, 2001 Series B1 112,400,600 -G~
‘Water Revenue Refinding Bonds, 2001 Series B2 112,400,000 . -{0-
Water Revenue Bonds, 2001 Series C-1 and C-2( 200,000,000 200,000,000
Water Reveruie Refunding Bonds, 2002 Series AD® 96,640,000 -
Water Revenue Refinding Bonds, 2002 Serjes B @* 35,600,000 34,700,000
Water Revenue Refunding Bonds, 2003 Series A 36,215,000 28,360,000
Water Revenue Bonds, 2003 Authorization, Series B-1 and B-2 200,000,000 200,000,000
Water Revenue Refinding Bonds, 2003 Series C-1, C-2 and C-3 338,230,000 -0~ .
Water Revenue Refunding Bonds, 2004 Series A-1 and A200® 162,455 000 157,960,000
Water Revenue Refunding Bonds, 2004 Series B 274,415,000 225410,000
Water Revenue Bonds, 2003 Authorization, Series B-3 and B4 300,000,000 266,385,000
Water Revenue Refimding Bonds, 2004 Series CV'®@ 136,090,000 132,765,000
Water Revenue Bonds, 2005 Authorization, Series A 100,000,008 95,435,000
Water Revenue Bonds, 2005 Authorization, Series B-1 and B-2%) 100,000,000 100,000,000
Water Revenue Refunding Bonds, 2006 Series A-1 and A-2 W@ 74,140,000 73,960,000
Water Revenue Bonds, 2005 Authorization, Series C 200,600,000 187,990,000
‘Water Revenue Bonds, 2005 Authorization, Series D-1 and D2 100,600,000 -~
‘Water Revenue Refunding Bonds, 2006 Series B 45,875,000 45,875,000
Water Revenue Bounds, 2006 Authorization, Series A 400,000,000 400,000,000
Water Revenue Bonds, 2006 Authorization, Series B 100,000,060 0
Water Revenue Refunding Bonds, 2007 Series A-] and A2 @ 218,425,000 -0-
Water Revenue Refunding Bonds, 2007 Series B ® §1,900,000 -0-
Water Revenue Refonding Bonds, 2008 Series A-1% 250,940,000 250,415,000
Water Revenue Refinding Bonds, 2008 Series A-210 250,635,000 249 635,000
‘Water Revenve Refunding Bonds, 2008 Serjes B 133,430,000 128,245,000
Water Revenne Refunding Bonds, 2008 Series C 79,045,000 F3,215,000
Water Revenue Bonds, 2008 Authorization, Series A 200,000,000 200,000,000
Water Revenue Refimding Bonds, 2009 Serjes A-1 and A2 208,365,000 208,365,000
" Water Revenue Refunding Bonds, 2009 Series B 106,690,000 106,690,000
Water Revenue Refunding Bonds, 2009 Series C 91,165,000 91,165,000
Water Revenne Bonds, 2008 Anthorization, Series B 21,615,000 21,615,000
Water Revenue Bonds, 2008 Authorization, Series ¢ 78,385,000 78,385,000
‘Water Revenue Bonds, 2008 Authorization, Serdes D™ 250,000,000 250,000,000
Whater Revenue Refunding Bonds, 2009 Series D 81,065,060 $1.,065,000
Fotal $8,853,799,889 $4,605,320,000
Source: Metropolitan.
(1) Varigble rate obligation. ‘
(2} Metropolitan maintaing fnterest rate swap agreements that cocrespend to these varjable rate obligations. See “—Variable Rate and Swap
Obligations™ betow,
(3) . Auction rate securities (ARS). No ARS were inteprated with any intercst rate swap agreements. No ARS remabn oufstanding.
£4} Designated as “Build America Bonds™ pursuant to the American Recovety and Reinvestment Act of 2009,

Metropolitan will issue ifs $26,050,000 aggregate principal amount of Water Revenue Refunding Bonds, 2009 Series E and use the procesds,
together with other available moneys of Metropolitan, to redeem in full the Water Revepue Refunding Bonds, 2002 Sedes B in Deceraber 2009,
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Limitations on Addiiional Revenue Bonds

Resolution 8329, adopted by Metropolitan’s Board on July 9, 1991, as amended and supplemented
(collectively with all such supplemental resolutions, the “Revenue Bond Resolutions”) provide for the
issuance of Metropolitan's water revenue bonds. The Revenue Bond Resolutions establish limitations on the
issuance of additional obligations payable from Net Operating Revenues. Under the Revenve Bond
Resolutions, no additional bonds, notes or other evidences of indebtedness payable out of Operating Revenues
may be issued having any priority in payment of principal, redemption premium, if any, or interest over any
water revenue bouds or Parity Obligations. No additional Parity Bonds or Parity Obligations may be issued
or incurred unless the conditions of the Revenue Bond Resolutions have been satisfied.

The laws governing Metropolitan's ability fo issue water revepue bonds cumrently provide two
additional limitations on indebtedness that may be incurred by Metropolitan. The Act provides for a limit on
general obligation bonds, water revenue bonds and other evidences of indebtedness at 15 percent of the
assessed value of all taxable property within Metropolitan’s service atea. As of November 1, 2069,
outstanding general obligation bonds, water revenue bonds and other evidences of indebtedness in the amount
of $4.93 billion represented approximately 0.24 percent of the fiscal year 2009-10 taxable assessed valunation
- of $2,081.9 billion. The second limitation under the Act specifies that no revenue bonds may be issued,
except for the purpose of refunding, unless the amount of net assets of Metropolitan as shown on its balance
sheet as of the end of the last fiscal year prior to the issuance of such bonds, equals at least 160 percent of the
aggregate amount of revenue bonds outstanding following the issuance of such bonds. The net assets of
Metropolitan at June 30, 2009 were approximately $6.0 billion. The aggregate amount of revenue bonds
outstanding as of November 1, 2009 was $4.61 billion. The limitation does not apply to ofher forms of
financing available to Metropolitan. Audifed financial statements including the net assets of Mefropolitan as
of June 30, 2009 and Juoe 30, 2008, respectively, are shown in Appendix B — “THE METROPOLITAN
WATER DISTRICT OF SOUTHERN CALIFORNIA INDEPENDENT AUDITOR’S REPORT AND
FINANCIAL STATEMENTS FOR FISCAL YEARS ENDED JUNE 30, 2009 AND JUNE 30, 2008.”
Metropolitan provides no assurance that the Act’s limitations on indebtedness will not be revised or removed
by future legislation. Limitations nnder the Revenue Bond Resolutions respecting the issuance of additional
obligations payable from Net Operating Revenues on a parity with water revenue bonds of Metropolitan will
remain in effect so long as any water revenue bonds authorized pursnant to the Revenue Bond Resolutions are
outstanding, provided however, that the Revenue Bond Resolntions are subject to amendment and supplement
in accordance with their terms.

Variable Rate and Swap Obligations

As of November 1, 2009, Metropolitan had outstanding $1.87 billion of variable rate obligations,
including $208.4 million of bonds bearing interest in the Index Mode (the “Index Tender Bonds™). The Index
Tender Boods bear interest-at a rate that fluctuates weekly based on the SIFMA Mumicipal Swap Index
published weekly by Municipal Market Data; however, if the purchase price of a series of Index Tender
Bonds is not paid from proceeds of a remarketing or other funds following a scheduled mandatory tender,
such Index Tender Bonds will bear interest at a default rate of up to twelve percent per annum until purchased
by Metropolitan or redeemed. (See “—Other Revenue Obligations™ below.)

The interest rates for Metropolitan’s other variable rate obligations are reset on a daily or weekly
basis. Such variable rate demand obligations are supported by Standby Bond Purchase Agreements between
Metropolitan and vatious liquidity providers. The following table sets forth a listing of the liquidity.
providers, the expiration date of each facility and the principal amount of outstanding bonds covered under
each facility.
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Liguidgx' Provider
Dexia Credit Local

1 zndesbank Baden-Wurtterberg (LBBW)

Bank of America, N.A.

Lloyds TSB Banlk

TP Morgan Chase Baok

BNP Paribas

Banco Bilbao Vizcaya Argenteria, S.A. (BBVA)

Landesbank Hessen-Thuringen Girozentrale
_ {(Helaba)

Citibank, NLA.

Total

Source: Metropolitan.

Bond Issue
2004 Series C

2008 Series A-2
Total

19949 Series B
2008 Series A-1
Total

2001 Series C-1

2001 Series C-2

2002 Series B
Total

1999 Serles C

2004 Serfes A~1

2004 Series A-2
Total

2080 Series B-3
2000 Series B4
Total

2000 Series B-2

2006 Series A-1

2006 Series A2
Total

1997 Series B
1597 Series C
Total

2005 Series B-1
2005 Series B-2
Fotal

Principal
Ouistandin
$132,765,000

249,635.000
$249,635,000

$ 50,000,000
250.415.000
$300,415,000

$100,000,000
100,000,000
34,700,000
$234,700,000

$ 50,000,000
78,980,000
.18.980.000
$207,960,000

$ 88,800,060
88,800,000
£177,600,000

$ 88,800,000
36,980,000
36.980.000

$162,760,000

$ 50,600,000
50.660.000
$100,0006,000

$ 50,000,000
50.000.000
$100,000,000

$1,665,835,000

Facility
Expiration

Jum; 2010
March 2011

May 2012
March 2011

I)acembcr 2011
December 2011
December 20090

May 2012
July 2010
Fuly 2010

August 2011
August 2611

July 2013
May 2013
May 2013

December 2015

December 2015

July 2010

July 2010

O Metropolitan will issue #ts $26,050,000 aggregate principal amount of Water Revenue Refonding Bonds, 2009 Serics E and use

the proceeds, together with other available moneys of Metropolitan, to redeem in full the Water Revenue Refunding Bonds, 2002

Series B in December 2009.
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Incladed in Metropolitan’s $1.87 billion of variable rate obligations are $1.16 billion of variable rate
demand obligations which, by virtue of interest rate swap agreements, are treated by Metropolitan as fixed
rate debt for the purpose of calculating debt service requirements, although the variable payments that
Metropolitan receives from swap counterparties do not usually equal the payments that Metropolitan makes
on associated variable rate debt. The remaining $717 million of variable rate obligations represent
approximately 16 percent of total outstanding water revenue bonds.

In September 2004 the Board revised the variable rate exposure policy to require that variable rate -
debt be managed to limit net interest cost increases within a fiscal year as a result of interest rate' changes to
no more than $5 million. In addition, the maximum amount of variable interest rate exposure (excluding
variable rate bonds associated with interest rate swap agreements) was limited to 40 percent of total
outstanding water revente bond debt. Variable rate debt capacity will be reevaluated as interest rates change
and managed within these parameters.

By resolution adopted on September 11, 2001, Metropolitan’s Board authorized the execution of
interest rate swap transactions and related agreements in accordance with a master swap-policy. Metropolitan
may execute interest rate swaps if the transaction can be expected to reduce exposure to changes in interest
rates on a particular financial transaction or in the management of interest rate risk derived from
Metropolitan’s overall asset/liability balance, result in a lower net cost of borrowing or achieve a higher pet
rate of return on investments made in connection with or incidental to the issuance, incurring or carrying of
Metropolitan’s obligations or investments, or manage variable interest rate exposure consistent with prudent
debt practices and Board-approved guidelines. The Chief Financial Officer reports to the Business and
Finance Committee of Metropolitan’s Board each month on outstanding swap transactions, including notional
amounts outstanding, counterparty exposures and termination values based on then-existing market
conditions, ‘

Metropolitan currently has two types of interest rate swaps. Under the first type, Metropolitan
receives payments that are calculated by reference to a floating interest rate and makes payments that are
calculated by reference to a fixed interest rate. These swaps are referred to in the table below as “Fixed Payor
Swaps.” Under the second type, referred to jn the table below as “Basis Swaps,” Metropolitan receives
payments calculated by reference to a percentage of the taxable index, LIBOR. In return, Metropolitan makes
payments that are calculated based on either SIFMA. or the taxable short-term index, one-month LIBOR.

Net payments under the terms of the interest rate swap agreements are payable on a parity with the
Parity Obligations. Termination payments under the 2001 interest rate swap agreements and the interest rate
swap agreemeitts related to the Water Revenue Refunding Bonds, 2002 Series A and the Water Revenue
Refunding Bonds, 2002 Series B would be payable on a parity with the Parity Obligations. All other
termination payments related to interest rate swap agreements would be subordinate to the Parity Obligations.

The following swap transactions were outstanding as of November 1, 2009:
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FEXED PAYOR SWAFS:

Notional : Fised
Amount Payor MWD Maturity
Designation  Ontstanding Swap Counterparty ‘ Rate Receives Date
"2001 $109,900,000 §PMorgan Chase Bank® 4219% SIFMA-3Sbps  7/1/2020
2001 109,900,000 UBS AG ‘ - 4219 SIFMA-35bps  7/1/2020
2002 A 89,785,650 Morgan Stanley Capital Services, Inc. 3.300 57.714% of one-  7/1/2025
month LIBOR.
2002 B 33,589,350 JPMorgan Chase Bank? 3300 5774%ofone-  7/1/2025
month LIBOR.
2003 165,882,500 UBS AG 3.257 61.20% of one-  7/1/2030
. month LIBOR. _
2003 165,882,500  IPMorgan Chase Bank 3287 61.20% of one~  7/1/2030
- ' month LIBOR
2004 A 157,960,000 - Morgan Stanley Capital Services, fuc. 29817 61.20% of one-  7/1/2023
month LIB OR
2004 C 73,020,750 Morgan Stanley Capital Services, Inc. 2980 - 61.55% of ome- 1O/L/2029
month LIBOR
2004 C 59,744,250 Citigroup Finauncial Products, Inc. 2.980 61.55% of ope-  10/1/2029
month LIBOR
2005@ 58,547,500 JPMorgan Chase Bank 3360  70% of 3- 7/1/2030
month LIBOR.
2005@ 58,547,500 Citigroup Financial Products, Inc. 3360 70%  of 3- T7/1/2030
month LIBCR
2006 31,077,500 UBS AG - 3210 63% of 3 TH2021
month LIBOR
2006 31,077,500 PMorgan Chase Bank 3.210 63% of 3 712021
' month LIBOR
2006 6,027,500 UBS AG ' 2911 63% of 3- 712012
month LIBOR.
2006 6,027,500 JPMorgan Chase Bank 2911 63% of 3- 7/172012
month LIBOR
Total $1,156,970,000

Sowurce: Metropolitur.

% Bear Stearns Financial Products Inc. merged with JPMorgan Chase Bank, National Association, effective May 26, 2009,
@ Interest rate swap agreement not identified with speeifie variable rate demand obligations.
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BASIS SWAPS:

Notioral Amouat Swap Met Receives Met Maturity
Swap Ouistanding -Counterparty Pays Date
2004 $125,000,000 JPMorgan Chase Bank™  70% of onc-month LIBOR+  SIFMA  7/1/2014
. 31.5bp
2004 125,600,000 JPMorgan Chase Bank 70% of one-month LIBOR + SIFMA  7/1/2014
- : — : 31.5bp .
‘Total $250,000,000 ‘

@ Bear Steamns Findncial Products Tne. merged with IPMorgan Chase Bank, National Association, effective May 26, 2009,

These interest rate swap agreements entail risk to Metropolitan. The counterparty may fail or be
umable to perform, interest rates may vary from assumptions, Metropolitan may be required to post collateral
in favor of its counterparties and Metropolitan may be required to make significant payments in the event of
an early termination of an interest rate swap. Metropolitan believes that if such an event were to occur, it
would not have a material adverse impact on its financial position. Metropolitan seeks to manage
counterparty risk by diversifying its swap counterparties, limiting exposure to any one counterparty, requiring

. collateratization or other credit enhancement to secure swap payment obligations, and by requiring minimum
credit rating levels. Initially swap counterparties must be rated at least “Aa3” or “AA-", or equivalent by any
two of the nationally recognized credit rating agencies; or use a “AAA” subsidiary as rated by at least one
nationally recognized credit rating agency. Should the credit rating of an existing swap counterparty drop
below the required levels, Metropolitan may enter info additional swaps if those swaps are “offsetting” and

‘risk-reducing swaps. Each counterparty is initially required to have minimum capitalization of at least $150
million. See Note 5(f) in Appendix B - “THE METROPOLITAN WATER DISTRICT OF SOUTHERN
CALIFORNIA INDEPENDENT AUDITOR’S REPORT AND FINANCIAL STATEMENTS FOR. FISCAL
YEARS ENDED JUNE 30, 2009 AND JONE 30, 2008,

Early termination of an interest rate swap agreement could occur due to a default by either party or
the occurrence of a termination event. As of June 30, 2009, Metropolitan would have been required to pay to
its counterparties termination payments if some of its swaps were terminated on that date and would have
been entitled to receive from its counterparties termination payments if other swaps were terminated on that
date. Metropolitan estimated its net exposure to jts counterparties for all such termination payments at
“October 31, 2009, to be approximately $120.1 million. Metropolitan does not presently anticipate early
terounation of any of its inferest rate swap agreements,

Metropolitan is required to post collateral in favor of a counterparty to the extent that Metropolitan®s
total exposure for termination payments to that counterparty exceeds the threshold specified in the applicable
swap agreement. Conversely, the counterparties are required to release collateral to Metropolitan or post
collateral for the benefit of Metropolitan as market conditions become favorable to Metropohtan As of
October 31, 2009, Metropolitan bad approximately $2.9 million in collateral posted in favor of its
counterparties. The highest amonnt of collateral Metropolitan has been required to post on any date was
approximately $33.3 million, as of December 22, 2008. The amount of required collateral varies from time to
time due primarily to interest rate movements and can change significantly over a short period of time. In the
future, Metropolitan may be required to post additional collateral, or may be entitled to a reduction or return
of the required collateral amount. Collateral deposited by Metropolitan is held by the counterpartics; a
bankruptcy of any counterparty holding collateral posted by Metropolitan could adversely affect the return of
the collateral to Metropolitan. Moreover, posting collateral limits Metropolitan®s liquidity. If collateral
requirements increase significantly, Metropolitan’s liquidity may be materially adversely affected.
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Other Revenue Obligations

Metropolitan received a $20 million State Revolving Fund Loan, dated as of February 1, 2000, from
the California State Water Resources Control Board, for Phase 1 of the Lake Mathews Watershed Project.
The outstanding principal amount as of November 1, 2009 was $12.3 million. The loan will be repaid over 20
years, with anmral payments of $1.32 miilion through November 2020, on parity with Metmpohtan’s water
revenue bonds. .

Metropolitan’s $208.4 million of Index Tender Bonds are subject to mandatory tender under certain
circumstances, Metropolitan anticipates that it will pay the purchase price of tendered Index Tender Bonds
from proceeds of remarketing such Index Tender Bonds or from ofher available funds. Metropolitan’s
obligation fo pay the purchase price of such Index Tender Bonds is an unsecured obligation of Metropolitan
that it would pay from Net Operating Revenues only after it has made payments and deposits with respect fo
its Operating Revenues, the Parity Bonds and Parity Obligations and other obligations secured by Net
Operating Revenues. Metropolitan has not secured any liquidity facility or lefter of credit to support the
payment of the purchase price of tendered Index Tender Bonds of any series. If the purchase price of the
Index Tender Bonds of any series is not paid, such Index Tender Bonds will be subject to spectal mandatory
redemption 18, 36 and 54 months following the purchase default. Any such special mandatory redemption
payment will constitute a Bond Obligation payable on a parity with the Parity Bonds and Parity Obligations.

Subordinate Revenue Obligations

Metropolitan currently is authorized to issue subordinate debt of up to $400,000,000 of Commercial
Paper Notes payable from Net Operating Revenues on a basis subordinate to the Parity Bonds and the Parity
Obligations. Although no Commercial Paper Nofes are currently outstanding, the authorization remains in
full force and effect and Metropolitan may issue Commercial Paper Notes from time to time. In addition,
Metropolitan obiained a $20 million California Safe Drinking Water Revolving Fund Loan in 2003 af an
interest rate of 2.39 percent per anmum fo reimburse construction costs for oxidation retrofit facilities at the
Henry J. Mills Treatment Plant in Riverside County. The loan will be repaid over 20 years, with semiannual
payments of $632,000 through January 1, 2024. The loan payment obligation is subordinate to the Parity
Bonds and Parity Obligations. The principal balance outstanding as of November 1, 2009 was $15.8 million.

General Obligation Bends

As of November 1, 2009, $293,425,000 aggregate principal amount of general obligation bonds
payable from ad valorem property taxes were outstanding. Metropolitan's revenwe bonds are not payable
from the levy of ad valorem property faxes. Ad valorem taxes levied by Metropolitan must be apphed
solely to the p&yment of general obligation bonds and other voter-approved indebfedness.
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Principal

Generz] Obligation Bonds - Amount Issued™ Outstanding

Waterworks General Obligation Bonds, Election 1966, Series H $ 50,000,000 $ 40,155,000
Waterworks General Obligation Refunding Bonds, 1998 Series A" 62,120,000 11,140,000
Waterworks General Obligation Refinding Bonds, 2001 Series A™ 49,390,000 9,145,000
Waterworks General Obligation Refunding Bonds, 2001 Series B’ 123,560,000 23,135,000
Waterworks General Obligation Refonding Bonds, 2002 Series A 55,185,000 32,530,000 :
Waterworks General Obligation Refunding Bonds, 2003 Series A. - 123,865,000 47,150,000 - - ~
Waterworks General Obligation Refunding Bonds, 2004 Series A. 68,345,000 65,835,000
Waterworks General Obligation Refunding Bonds, 2005 Series A 64,705,600 64.335,000

Total $597,170.060 $293 425 000

Sowrce: Metropolitan.

@ Voters authorized Metropolitan to issue $850,000,000 of Waterworks General Obligation Bonds, Election 1966, in multiple series,
in a $pecial election held on June 7, 1966. This authorization has been fully utilized. This table lists outstanding Waterworks
General ()biigai‘iun Bonds, Election 1966, and bonds that refunded such general obligation bonds.

Metropolitan will issue its $45,515,000 agpregate principal amount of Waterworks Generat Obligation Refunding Bonds, 2009
Series A and nse the proceeds, together with other available moneys of Metropolitan, to defease all or a portion of these general
obligation bonds in December 2009,

-

State Water Contract Obligations

General. On November 4, 1960, Metropolitan entered into its State Water Contract with DWR, under
which Metropohtan receives an entitlement to water service from the State Water Project. Subsequently,
other public agencies also entered into water supply coniracts with DWR, all of which were patterned after
Metropolitan’s State Water Contract. Metropolitan’s State Water Contract accounts for nearly one-half of the
total entitlement for State Water Project water contracted for by all contractors.

The State Water Contract will remain in effect until 2035 or until all DWR bonds issued to finance
construction of project facilities are repaid, whichever is longer. At the expiration of the State Water
Contract, Mefropolitan has the option to continue service undex substantially the same terms and conditions.
Metropolitan presently intends to exercise this option to continue service to at least 2052. As of November 1,
2009, the latest maturity of outstanding DWR bonds issued for such purpose was December 1, 2032.

Under the State Water Contract, Mefropolitan is obligated to pay allocable portions of the cost of
comstruction of the system and ongoing operating and maintenance costs through at least 2035, regardless of
quantities of water available from the project. Other payments are based on deliveries requ&;ted and actual
deliveries received, costs of power required for actual deliveries of water, and offsets for credits received.
Metropolitan’s payment obligation for the State Water Project for the fiscal year ended June 30, 2009 was
$394.7 million, which amount reffects prior year’s credits of $58.6 million. For the fiscal year ended June 30,
2009, Metropolitan’s payment obligations under the State Water Contract were approximately 31 percent of
Metropolitan’s total annual expenditures. A portion of Metropolitan’s annual property tax levy is for payment
~ of State Water Confract capital charges. See Note 9(a) to Metropolitan’s andited financial staterents in
Appendix B for an estimate of Metropolitan’s payment obligations under the State Water Contract. Also see
“POWER SOURCES AND COSTS” in this Appendix A for a description of current and future costs for
electric power required to operate State Water Project pumping systems and a description of litigation
mvolving the federal relicensing of the Hyatt-Thermalito hydroelectric generating facilities at Lake Oroville.

On April 25, 2005, a group of fourteen State Water Project contractors filed suit against DWR
challenging the manner in which it allocates certain energy costs and revenues related to operation of the State
Water Project. Among other things, these contractors allege that DWR has been and is administering certain
provisions of State Water Contract incorrectly, depriving them of “all benefits” derived from the sale or other
disposal of electrical energy generated at the Hyatt-Thermalito power facility. The plaintiffs have not alleged
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specific amounts for damages. Metropolitan and twelve other State Water Project contractors have intervened
in the litigation. ' '

Metropolitan believes that Hyatt-Thermalito energy costs and revenues have been and are being
allocated by DWR in a manner that is both legal and equitable. However, if plaintiffs are successful, tens of
millions of dollars in annwal costs could be shifted from State Water Project contractors located north of the
Tehachapi Mountains to State Water Project contractors located south of the Tehachapi Mountains and on the
_.Central Coast, including Mefropolitan. : 4 B

In November 2006, the trial court divided the litigation into two phases, liability and damages. In
March 2007, the court further divided the liability phase into a contract interpretation phase and an affirmative
defenses phase, and ordered the parties to focus their attentions on the former. A bench trial limited to
contract inferpretation issues began November 5, 2008, and concluded on December 12, 2008. The parties
submitted post-trial briefs on a schedule that extended through May 2009. On September 14, 2009, the court
issued a final ruling in which it rejected all of the plaintiff’s claims. In accordance with thaf ruling, defendants
submitted a proposed Statement of Decision and Judgment to the court on September 23, 2009. Once the
court finalizes those documents, the plaintiffs will have 60 days to appeal. The State Water Contract requires
that in the event that Metropolitan fails or is unable to raise sufficient funds by other means, Metropolitan
must levy upon all property within jts boundaries not exempt from taxation a tax or assessment sufficient fo
provide for all payments under the State Water Contract. Currently a portion of the capital costs under the
State Water Contract are paid from ad valorem taxes levied by Metropolitan. In the opinion of Metropolitan’s:
General Counsel, a tax increase to provide for additional payments under the State Water Contract would be
within the exemption permitted under Article XIIIA of the State Constifution as a tax to pay pre-1978 voter
approved indebtedness. .

Metropolitan capitalizes its share of system construction costs as participation rights in State Water
Project facilifies as such costs are billed by DWR. Unamortized participation rights essentially represent a
prepayment for future water deliveries through the State Water Project system. Metropolitan’s share of
system operating and maintenance costs are annually expensed.

Meﬁ‘opolitan has entered into amendments fo the State Water Contract that represent additional long-
term obligations, as described below. :

Devil Canyon-Castaic Contract. On June 23, 1972, Metropolitan and five other southern California
public agencies entered into a contract (the “Devil Canyon-Castaic Contract”) with DWR for the fivancing
and construction of the Devil Canyon and Castaic power recovery facilities, located on the aqueduct system of
the State Water Project. Under this contract, DWR agreed to build the Devil Canyon and Castaic facilities,
using the proceeds of revenue bonds issued by DWR under the State Central Valley Project Act. DWR also
agreed to use and apply the power made available by the construction and operation of such facilities to
deliver water to Metropolitan and the other contracting agencies. Metropolitan, in turm, agreed to pay to
DWR 88.1 percent of the debt service on the revenue bonds issued by DWR. For calendar year 2008, this
represents a payment of $7.0 million. T addition, Metropolitan agreed to pay 78.5 percent of the operation
and maintenance expenses of the Devil Canyon facilities aud 96 percent of the operation and imaintenance
expenses of the Castaic facilities. Metropolitan’s obligations under the Devil Canyon-Castaic Contract
continue until the bonds are fully retired in 2022 even if DWR. is unable to operate the facilities or deliver
power from these facilities.

Off-Aqueduct Power Facilities. In addition to system “on-agueduct” power facilities costs, DWR has,
either on its own or by joint venture, financed certain off-aqueduct power facilities. The power geverated is
utilized by the system for water transportation and other State Water Project purposes. Power generated
excess of system needs is marketed to various wutilities and the California power exchange market.
Metropolitan is entitled to a proportionate share of the revenues resulting from sales of excess power. By
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virtue of a 1982 amendment to the State Water Contract and the other water supply contracts, Metropolitan
and the other waler contractors are responsible for paying the capital and operating costs of the off-aqueduct
power facilities regardless of the amount of power generated. Other costs of Mefropolitan in relation to the
State Water Project and the State Water Contract may increase as a result of restructuring of California’s
electric utility industry and new Federal Energy Regulatory Comuission regulations.

East Branch Enlorgement Amendment. In 1986, Metropolitan’s State Water Contract and the water
supply contracts of certain other State Water Project contractors were amended for the purpose,.ameng others,
of financing the enlargement of the East Branch of the California Aqueduct. Under the amendment,
enlargement of the East Branch can be initiated either at Metropolitan's request or by DWR finding that
enlargement is needed to meet demands. Metropolitan, the other State Water Contractors on the East Branch,
and DWR are currently in discussions on the timetable and plan for futare East Branch enlargement actions.

The amendment establishes a separate subcategory of the Transportation Charge under the State
Water Contract for the East Branch Enlargement and provides for the payment of costs associated with
financing and operating the East Branch Eplargement. Under the amendment, the annual financing costs for
such facilities financed by bonds issued by DWR are allocated among the participating contractors based
upon the delivery capacity increase allocable to each participating contractor. Such costs include, but are not
limited to, debt service, including coverage requirements, deposits fo reserves, and certain operation and
mainfenance expenses, less any credits, interest earnings or other moneys received by DWR in connection
with this facility,

If any participating contractor defaults on payment of its allocable charges under the amendment,
among other things, the non-defaulting participating contractors may assume responsibility for such charges
and receive delivery capability that would otherwise be available to the defaulting participating contractor in
proportion to the non-defaulting contractor’s participation in the East Branch Enlargement. If participating
contractors fail to cure the defauit, Metropolitan will, in exchange for the delivery capability that would
otherwise be available to the defaulting participating contractor, assume responsibility for the capital charges
of the defaulting participating contractor.

Water System Revenue Bond Amendment. In 1987, the State Water Coniract and other water supply
contracts were amended for the purpose of financing State Water Project facilities throngh revenue bonds.
This amendment establishes a separate subcategory of the Delta Water Charge and the Transportation, Charge
for projects financed with DWR water system revenue bonds. This subcategory of charge provides the
revenues required to pay the annual financing costs of the bonds and consists of two elements. The first
element is an annual charge for repayment of capital costs of certain revenue bond. financed water system
facilities under the existing water supply contract procedures. The second element is a water system revenue
bond surcharge to pay the difference between the fotal annual charges under the first element and the annual
financing costs, including coverage and reserves, of DWR’s water system revenue bonds.

If any contractor defaults on payment of its allocable charges under this amendment, DWR is
- required to allocate 2 portion of the defanlt to each of the nondefaulting comtractors, subject to certain
limitations, including a provision that no nondefaulting contractor may be charged more than 125 percent of
the amount of its annual payment in the absence of any such default. Under certain circumstances, the
nondefaulting contractors would be entitled to receive an allocation of the water supply of the defaulting
contractor.

The following table sets forth Metropolitan®s projected costs of State Water Project water, based upon
DWR’s Annual Billing to Metropolitan for 2010,
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PROJECTED COSTS OF METROPOLITAN
FOR STATE WATER PROJECT WATER®

(Doltars in Millions)
Year . ‘

Ending Existing Minimnm Power Refunds &

June30-  Capital Cosis OMP&R? Costs? Credils Total
2010 $161.7 $183.9 $186.9 $(53.7) - $4788
2011 185.0 163.5 206.8 (56.0) 4993
2012 187.5 - 1526 213.4 {90.9) 462.6
2013 194.8 156.4 198.7 {56.0) 493.9
2014 202.7 160.8 191.5 (56.0) 459.0

Source: Metropolitan.

@ Projections are based upon DWR’s Anpual Billing to Metropolitan for 2010 and attachments, dated July 1, 2009, and
Metropoiitan water purchase estimates, Al costs are adjusted from calendar year to fiscal year periods ending June 30. The total
charges shown above differ from those shown in Note 8 of Metropolitan’s audited financial statements (for the fiscal years ended
June 30, 2609 and June 30, 2008) in Appendix B due to the inclusion above of allowances for inflation and anticipated
construction of additional State facilities. The projections above also include State Water Project refimds and credits, Sce
“POWER SOURCES AND COSTS—State Water Profect.”

@ Minimum Operations, Maintenance, Power and Replacement (*OMP&R”) represents costs which are fixed and do not vary with
the amount of water delivered. .

©  Based on costs of power for actual deliveries of water, includes capifal charges. Assumptions for water defiveries through the

* California Aqueduct {not including SBVMWD and Desert Water/Coachella Valley transfors and exchanges) are as follows: 0.85

million acre-feet for 2010, 0.89 acre-feet for 2011, 0.96 million acre-feet for 2012, 0.96 million acre-feet for 2013 and 0.96

million acre-feet for 2014, Availability of State Water Project supplies vary and deliveries may include tramsfers and storage.

Al deliveries are within maximum contract amount and arve based upon availability, as determined by hydrology, water gualify

and wildiife condifons. See “METROPOLITAN'S WATER SUPPLY—Stale Water Project—Endangered Species dct
Considerations” in this Appendix A,

Other Long—Term Commitments

Metropolitan also has various ongoing fixed annual obligations under its contract with the United
States for power from the Hoover Power Plant. Under the terms of the Hoover Power Plant contract,
Metropolitan purchases energy to pump water through the Colorado River Aqueduct. In fiscal year 2008-09
Metropolitan paid approximately $17.0 million wnder this contract. Payments made under the Hoover Power
Plant contract are treated as Operation and Maintenance Expendifures. See “POWER SOURCES AND
COSTS—Colorado River Agueduct” in this Appendix A.

Defined Benefit Pension Plan

Metropolitan is a member of the California Public Employees® Retirement System (“PERS”), a
multiple-employer pension system that provides a contributory defined-benefit pension for substantially all
Metropolitan emaployees. PERS provides retirernent and disability benefits, annual cost-of-living adjustments
aud death benefits to plan members and beneficiaries. PERS acts as a conmon investment and administrative
agent for participating public entities within the State. PERS is a contributory plan deriving funds from
employee contributions as well as from employer contributions and eamings from investments. A menu of
benefit provisions is established by State statutes within the Public Employees’ Retirement Law.
Metropolitan selects optional benefit provisions from the benefit menu by contract with PERS.

Metropolitan makes biweekly confributions to PERS based on actvarially determived employer
contribution rates. The actuarial methods and assumptions used are those adopted by the PERS Board of
Administration. Fruployees are required to contribute seven percent of their eamings (excluding overtime
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pay) to PERS. Pursuant to current memoranda of understanding, Metropolitan contributes the requisite seven
percent contribution for all employces represented by the Management and Professional Employees
Association, the Association of Confidential Employees, Supervisors and Professional Personnel Association
and AFSCME Local 1902. Metropolitan also contributes the entire seven percent on behalf of the
unrepresented employees. In addition, Metropolitan is required to contribute the actuarially determined
remaining amounts necessary to fund the beanefits for its members.

The contribution requirements of the plan members are established by State statute. and the employer.. . .

contribution rafe is established and may be amended by PERS. For fiscal year 2008-09, Metropolitan
contributed 11.43 percent of annual covered payroll. In addition, since July 1, 2001, Metropolitan has paid
the 7 percent employees® share of the PERS contribution. The fiscal 2008-09 annual pension cost was $36.0
million, of which $13.7 million was for Metropolitan’s pick-up of the employees’ 7 percent share. For fiscal |
year 2009-10, Metropolitan is required to contribute 11.71 percent of annual covered payroll, in addition to
member contributions paid by Metropolitan. The fiscal year 2009-10 contribution requirement is based on the
June 30, 2067 valuation report.

* As of June 30, 2007, the date of the most recent actuarial valuation report available from PERS, the
actuarial value of assets in Metropolitan’s pension plan was approximately $1.153 billion, and the plan bad an
unfunded lability of approximately $95 millior (92.4 percent funded). This compares to the plan’s
unfunded Liability of $78 million as of the June 30, 2006 actuarial valuation (93.2 percent funded), unfunded
liability of $76 million as of the June 30, 2005 actuarial valuation (92.9% funded), unfunded liability of $56
million as of the June 30, 2004 actuarial valuation (94.2 percent funded) and unfunded liability of $21 million
as of the June 30, 2003 actuarial valuation (97.7 percent finded). The pension plan had excess assets of $95
miilion as of the June 30, 2002 actuarial valuation. The actuarial value of PERS assets for fiscal years 2002
and 2003 was determined using techniques that smooth the effect of short-term volatility in the market value
of investments over a three-year period (smoothed market value). The actuarial value of PERS assets since
fiscal year 2003-04 is based on a policy to smooth the market value of investments over a fifteen-year period,
in place of three years, to reduce the volatility of employers® future contributions and stabilize pension costs.
The increase in unfunded liability is due to the draw-down of excess assets relating to the employer pick-up of
the employees® 7 percent share and prior asset Josses in PERS investments, and the recognition of gains and
losses on an actnarial basis over the “smoothing” period. The market value of PERS assets for fiscal year
2008-09 declined 23.4 percent based upon preliminary investment returns. Final returns will be available
during the fourth quarter of 2009. This change in market values, which will be smoothed over a fifteen-year
period, is anticipated to result in higher employer payments beginning in fiscal year 2011-12. For more
information on the plan, see the financial statements of Metropolitan contained in Appendix B attached fo the
Official Statement. :

Metropolitan provides post-employment medical insurance to retirees. Metropolitan currently pays
the post-employment medical insurance premiums to PERS. Metropolitan funds such benefits on a pay-as-
you-go basis. Payments were $10.6 million for fiscal year 2008-09, $10.2 million for fiscal year 2007-08,
$9.2 million for fiscal year 2006-07, $8.0 million for fiscal year 2005-06, $7.8 million for fiscal year 2004-05
and $7.5 miltion for fiscal year 2003-04. Under Governmental Accounting Standards Board Statement No.
45, Accounting and Financial Reporting by Employers of Post-employment Bepefits Other Than Pensions
{“OPEB”), Metropolitan was required to account for and report the ontstanding obligations and cormnitments
related to such post-employment employment benefits on an accrual basis for the fiscal year ended June 30,
2008. Metropolifan began accounting for and reporting its OPEB obligations beginning with jts financial
statements for the fiscal year ended June 30, 2006. '

For fiscal year 2008-09, Metropolitan’s annual actuarially required OPEB cost was $31.8 million.
Contribotions of $10.6 million equaled the pay-as-you go amount and represented 33 percent of the annual
OPEB cost. The required contribution was based on a Jone 30, 2007 actuarial valuation using the enfry-age
normal actuarial cost method with contributions determined as a level percent of pay. The actuarial
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assumptions included (2) a 5.0 percent investment rafe of return, (b) an inflation component of 3.0 percent and
(c) certain assumptions regarding health care cost trends. (See Footnote 8(c) to Mefropolitan’s audited
financial statements in Appendix B for additional information on. OPEB cost and net OPEB obligation.) As
of June 30, 2007, the date of the actuarial report, the unfunded OPEB liability was estimated to be $393
million. - This amount is being amortized over 30 years as a level percent of pay. Metropolitan intends to
continue funding on a pay—as—you—go—basis while it reviews various funding options.

. In Iuly 1998, in 2 case entitled Dewayne Cargzll ez‘ al. v. Metropolitan Water District of Southern |
California et al. a class action was brought by various categories of temporary workers against Metropolitan
and certain temporary agencies, claiming that Metropolitan misclassified them as temporary workers to avoid
providing them the same rights and benefits given o regular employees and seek the full benefits of public
employment, including membership in PERS on a retroactive basis. See “GOVERNANCE AND
MANAGEMENT-—Employee Relations” above for further information on the case and the court-approved
settlement of these claims.

HISTORICAL AND PROJECTED REVENUES AND EXPENDITURES

The following table provides a summary of revenues and expenditures of Metropolitan prepared to
condorm to the Revenue Bond Resolutions provisions regarding rates and additional Bonds (as defined in the
Master Resolution) and Parity Obligations (as defined in the Master Resolution). See “METROPOLITAN
EXPENDITURES--Limitations on Additional Revenue Bonds.” The table is presented on a cash basis, and
does not reflect the accrual basis vsed to prepare Metropolifan’s aonual andited financial statements. The
projections are based on assumptions concerning future events and circumstances that may impact revenues
and expenditures and represent management’s best estimates of results at this time. See footnotes to the table
below entitled “HISTORICAL AND PROJECTED REVENUES AND EXPENSES” and
“MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED REVENUES AND
EXPENDITURES” for relevant assumptions, including projected water sales and average annual increase in
the effective water rate, and “MANAGEMENT’S DISCUSSION OF HISTORICAL AND PROJECTED
REVENUES AND EXPENDITURES” for a discussion of potential impacts. Some assumptions inevitably
will not materialize and wnanticipated events and circnmstances may occur. Therefore, the actval results
achieved during the projection period will vary from the projections and the variations may be material.

In addition fo the Parity Bonds cumrently outstanding and the Bonds described in this Official
Statement, Metropolitan anticipates Issuing approximately $1.07 billion aggregate principal amount of Parity
Bonds through fiscal year 2013-14 to finance the CIP. The debt service coverage ratio is projected to decline
as a result of the issuance of additional Parity Bonds fo finance Metropolitan’s CIP and inicreased operating
costs. However, in September 2004 Metropolitan adopted a goal to maintain a minimum fixed charge
coverage ratio, measuring total coverage of all fixed obligations (which includes all revenue bond debt service
obligations, State Water Contract capital payments paid from current year operations and subordinate
obligations) after payment of operating expenditures, of 1.2 times. This goal is subject to change by future
action of Metropolitan’s Board.

Estimated revenues and expenditures are based on asswmptions and estimates used in developing the
adopted budget and revenue requirements for fiscal year 2009-10. The projections assume that water sales
will be 1.94 million acre-feet per year in fiscal years 2009-10, 1.9 million acre-feet in fiscal year 2010-11 and
2.00 million acre-feet in fiscal years 2011-12 through 2013-14 and that water rafes and charges will increase
by 21.5 percent, effective January 1, 2011. Thereafter, rates and charges are projected fo increase based on
inflationary costs. Actual rates and charges to be effective in 2011 and thereafer are subject to adoption by
Metropolitan’s Board. The projections were prepared by Metropolitan and bave not been reviewed by
independent certified public accountants or any entity other than Metropolitan. Dollar amounts are rounded.
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HISTORICAL AND PROJECTED REVENUES AND EXPENDITURES

(Dollars in Millions)
(Unaadited Cash Basis)
I : Actual | Projeeted e |
2006 2007 2008 2009 2010 2011 2012 2013 2014
Receipts from Water Sales® - $827 $892 $968 3983 $1,065 $1,209 $L472 $1,511 $1,549
Additional Revenue Sources® 111 113 _114 120 _ 136 _ 164 183 190 198
Total Operating Revenues 938 _ 1,005 1082 1,008 1201 1373 1655 L701 1747
O&M, CRA Power and Water Transfer Costs®™ (16) (392) (@70) (532) (581) (641}  (720) (774) (827)
SWC OMP&R Costs™ (237)  (00) (265) (197) (271) (262) (272) (279) (288)
SWC Off-Aqueduct O&M Costs - (40) __(56) __(56) __(54) _ (47 _ (48) (44) __(34) (8)
Total Operation and Mainfenance (6931 _(648) (792} _(782) _{(89%) (951) {1036 (1.087) (L123)
Net Operating Revenues $245 $357 $290 $326 $302 $422 $619 $614 s
Miscellaneous Revenue™ 24 5 7 20 27 12 13 13 13
Sales of Hydroelectric Power® 30 45 41 23 25 25 27 . 27 28 .
Interest on Investments™ 26 33 16 32 28 35 39 44 48
Adjusted Net Operating Revenues™ 325 441 385 401 382 494 698 698 713
Bonds and Additional Bonds Debt Service™ (176) (200} (219) (223) (255) (292)  (302) (325) (341
Subordinate Revenue Obligations® n O 1 @ 1 (D __( (D
Funds Available from Operations $148  $240 3165 $ 177 $126 $2001  $395 $372 $ 371
Bonds and Additional Bonds Debt
- Service Coverage™ ' 185 221 176 18 150 169 231 215 209
Debt Service Coverage on all Obligations® 1.34 2.19 1.75 1.79 149 1.69 230 214 208
Funds Available from Operations $148 $240 $165 $177 $126 $201  $395 $372  $371
Other Receipts (Expenditures) (16 (@6 {19 ®. O 3 6 ® {6)
Pay-As-You Go Copstruction 82 () (4 @G @GN G5 (125 (125 (150)
Water Transfer Capital Costs (65 (13)  (8) ) (12 -0- ©0- 0 -0~
SWC Capital Costs Paid from Current
Year Operations M) @6 (% @ (51) (3) (71 (114  (123)
SWC Otf-Aqueduct Capital Costs G, GH (5 @ 68 (32 (31) (23) [t3]
Remaining Funds Available from Operations 54 46 {28) 44 (17) {44) 162 104 84
Tax Recsipts . 98 101 10t 105 92 82 84 85 83
General Obligation Bonds Debt Service (49) (49 (@9 @9 @3 (39 40y (41}  (41)
SWC Capitat Costs Paid from Taxes (49) _(52) _(52) _(56) _{44) _(4D (44) __{44) ___(41)
Net Funds Available from Current Year $(94) $46 $(28) 344 $(17) $(44) $162 $ 104  $84
Defeasance Escrow Costs $(25) - - - - - - - -
Pay-As-You Go Constraction-Priox ‘
Year Reserves - 314 o - - - - - -

@ During the four fiscal years, June 30, 2006 throngh June 30, 2009, annual water sales (in acre-feet) were 2.15 million; 2.25 million, 2.31
million and 2.17 million, respectively. See table entitled “SUMMARY OF WATER SOLD AND WATER SALES RECEIPTS” above, The
water receipts projections are based upon estimated annual water sales (in acre-feet) of 1.94 million for 2009-10, 1.90 million for 2010-1 i,
2.06 million for 2011-12, 2.00 willion for 2012-13 and 2.00 million for 2013-14. Projections assume that rates and charges will increase by
{footrotes continued on next page) :
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{footnotes continued from previous page)
21.5 percent, effective Jamuary I, 2011,  Thereafier, rales and charges are projected to increass based on inflationary costs, Sec
"MANAGEMENT'S DISCUSSION OF HISTORICAL AND PROJECTED REVENUES AND EXPENDITURES" below.
) Includes receipts from water standby, readiness-to-serve and capacity reservation charges. The term Operating Revenues excludes ad valorem
taxes. See “METROPOLITAN REVENUES — Additional Revenue Components.”
® Water Transfer Costs are included in Cperation and Maintenance Expenditures for purposes of ealculating the debt service coverage on all -
Obligations, Increase in 2009 reflects increased purchases of water transfer supplies,
@ Includes operation, maintenance, power and replacement costs payable under the State Water Contract.
® Includes lease and rental net proceeds, net proceeds from sale of surplus property and federal interest subsidy payments for Build America
Bonds of $2.3 million in fiscal year 2009-10 and $5.4 million annuzally in fscal years 2010-11 through 2013-14. S
© fncludes Colorado River Agueduct powersales, R . , .
® Does r;‘ot idzicludc interest applicable to Bond Construction Funds, the Excess Barnings Funds, other trust funds and the Deferred Compensation
Trust Fum
® Adjosted Net Operating Revenues is a sum of all available revenues that the revenue bond reschitions specify may be considered by
Metropolitan in setting rates and issuing addifional Bonds and Parity Obligations,
@ Net of Investment fncome with respect to reserve funds. Assumes the issuance of additional Bonds and Parity Obligations as follows: $200
million in 2009-16, $80 million in 2010-11, 3220 million in 2011-12, $280 million in 2012-13 and $290 millien in 2013-14. See
. “OPERATING REVENUES AND DEBT SERVICE-Anticipated Financings™ in the Official Statement.
© Represents California Safe Drinking Water Revolving Fund Loan debt service. See “METROPOLITAN EXPENDITURES—Subordinate
Reveoue Obligations” above.
% Represents adjusted Net Operating Revenues divided by the outstanding Bonds and addifional Bonds Debt Service.
D Adjusted Net Operating Revenues, divided by outstanding Revenue Bond Debt Service, additional Bonds Debt Serviee and non-revenue bond
copumercial paper and Califorrda Safe Drinking Water Revolving Fund Loan debt service, using exact, rather than rounded dollar amounts.
Assumes that no Commercial Paper Notes are isseed. See “Subordinate Revenue Obligations™ above.

MANAGEMENT’S DISCUSSION OF HISTORICAL AND
PROJECTED REVENUES AND EXPENDITURES

Water Sales Receipis

_ Metropolitan relies on receipts from water sales for about 75 to 80 percent of its total revenues.
Metropolitan’s Board has adopted annual increases in water rates each year beginning with the rates effective
January 1, 2004. See “METROPOLITAN REVENUES-—Rate Structure” and “—Classes of Water Service”
in this Appendix A. Effective January 1, 2009, base water rates and charges increased by 9.8 percent plus a
$25 per acre-foot water supply surcharge. The combined impact was an increase of approximately 14.3
percent. Water rates and charges increased an average of 19.7 percent effective September 1, 2009, and the
water supply surcharge will be replaced by a $69 per acre-foot Delta Supply Surcharge that is intended to
recover the costs of additional water transfer purchases to augment State Water Project supplies and to be
reduced as interim Delta improvements case pumping restrictions, resulting in lower costs for additional
supplies. See “METROPOLITAN’S WATER SUPPLY—State Water Project” and ““—Water Transfer,
Storage and Exchange Programs™ in this Appendix A. On April 14, 2009, Metropolitan’s Board directed staff
fo evaluate historical cost-of-gervice methodology with the intent to ensure that all rates and charges recover
the full cost of service when Metropolitan’s Board establishes rates fo be effective January 1, 2011. Increases
in rates and charges reflect increasing operations and maintenance costs, including higher freatment costs,
financing requirements of the approximately $1.87 billion five-year CIP (covering the years 2010 to 2014),
increasing State Water Project costs, rising demand management costs and water supply purchases, as well ag
reduced water sales.

Metropolitan’s projections assume that water sales will be 1.94 million acre-feet per year in fiscal
years 2009-10, 1.90 million acre-feet in 2010-11 and 2.00 million acre-feet per year in fiscal years 2011-12
‘through 2613-14. Metropolitan’s water sales were approximately 2.17 million acre-feef during fiscal year
2008-09. These projections assume that water rates and charges will increase by 21.5 percent, effective
January 1, 2011, to recover the full cost of service. Thereafter, rates and charges are projected fo increase
based on inflationary costs, Actual rates and charges to be effective in 2011 and thereafter are subject to
adoption by Metropolitan’s Board.

Metropolitan has fonded a Water Rate Stabilization Fund and a Water Treatment Surcharge
Stabilization Fund with a portion of the water revenues collected. The Board’s stated policy is to use moneys
in these funds to mitigate the need to increase water rates. Water Rate Stabilization funds decreased by
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approximately $46.0 million in fiscal year 2007-08 and increased by $27.9 million in fiscal year 2008-09.
Projections indicate use of stabilization funds in 2009-2010 and 2010-11, consistent with budgets and revenue -
requirements approved by the Board. The Water Revenue Remainder Fund balance increased by $42.7
million in fiscal year 2007-08 asd $7.8 million in 2008-09. The Long-Range Finance Plan adopted by the
Board on March 9, 1999 provides for a minfmum/maximum reserve policy based on Metropolitan’s water
sales during wet periods. Funds representing the minimum reserve level are held in the Water Revenue
Remainder Fund, and any funds in excess of the minimum reserve level (up to the maximum reserve level)
are held in the Water Rate Stabilization Fund. The maximuum resetve level on June 30, 2009 was calculated
to be $534.7 million and fund balances in the Water Rate Stabilization Fund and the Water Revenne
Remainder Fund at that date tofaled $322.5 million. The minimum reserve requirement as of June 30, 2009,
was $216.4 million. See “METROPOLITAN REVENUES—-Reserve Policy” in this Appendix A.

Operation and Maintenance Expenditures

Operation and Maintenance Expenditures in 2008-09 were $782 million, which represented
approximately 65 percent of total costs. These expenditures include the costs of labor, electrical power,
materials and supplies of both Metropolitan and ifs contractual share of the State Water Project. The cost of
power for pumping water through the aqueducts is a major component of this category of expenditures.

A major component of the increase in fiscal year 2008-09 operations and maintenance expenditures is
due to higher purchases for water transfers and increased operation and maintenance costs associated with
Metropolitan’s increasing participation in water conservation, reclamation and groundwater cleapup. In fiscal
year 2008-09, Metropolitan spent nearly $76 million in support of these efforts. Water transfers to be funded
- from the water supply surcharge totaled $75 million. Metropolitan’s Board adopted a budget benchrmark in
September 2004 to limit the annual increase in departmental operations and maintenance budgets to no more
than the five-year rolling average change in the Los Angeles/Orange/Riverside Counties consumer price
index.

POWER SOURCES AND COSTS
General

Current and fisture costs for electric power required for operating the pumping systems of the
Colorado River Aqueduct and the State Water Project are a substantial part of Metropolitan’s overall
expenses. Expenditures for electric power for the Colorado River Aqueduct (not including credits from
power sales and related revenues) for the fiscal years ended June 30, 2008 and June 30, 2009 were
approximately $19 million and $37.4 million, respectively.

Expenditures for electric power and transmission service for the State Water Project were $80.2
million (not including credits for prior period adjustments) for the fiscal year ended June 30, 2000, but
increased to $105.2 million for the fiscal year ended June 30, 2001 and $187 million for the fiscal year ended
June 30, 2002. As the market prices for energy declined from the crisis levels in 2000 and 2001, State Water
Project power costs decreased to $136.3 million for the fiscal year ended June 30, 2003. Expenditures for the
fiscal years ended June 30, 2004, June 30, 2005 and June 30, 2006 were approximately $182.3 million,
$176.8 million and $201.4 million, respectively, showing the effect of more State Water Project deliveries.
Expenditures for the fiscal years ended June 30, 2007, June 30, 2008 and June 30, 2009 were appromately
$179.3 million, $257.5 miltion and $154.5 million, respectively.

Given the continuing uncertainty surrounding the electricity markets in California and in the electric
industry in general, Metropolitan is unable to give any assurance with respect to the magpitade of its power
costs. ‘
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Colorado River Aqueduct

Generally 55 to 70 percent of the power requirements for pumping at full capacity (1.25 million acre-
feet of Colorado River water) in Metropolitan’s Colorado River Aqueduct are secured through long-term
contracts with the United States for energy generated from facilities located on the Colorado River (Hoover
Power Plant and Parker Power Plant) and Edison. These contracts provide Metropolitan with reliable and
economical power resources fo pump Colorado River water to Metropolifan’s service area until 2017, when
only the Parker Power Plant contract will remain in effect. However, prior to 2017, the Western Area Power
Administration will engage in a public process to defermine the remarketing of Hoover Power after 2017.
Based on other recent Western remarketing processes, long-term preference power confractors typically
receive new long-ferm confracts with a slightly reduced share of power.

Approximately 30 to 45 percent of pumping power requirements for full utilization of the Colorado
River Aqueduct is obtained through energy purchase agreements with municipal and investor-owned utilities
or from power marketers. Diversions of water through the Colorado River Aqueduct for the fiscal years
ended June 30, 2008 and June 30, 2009 were approximately 805,000 and 1,025,000 acre-feet, respectively,
including Metropolitan’s basic apportionment of Colorado River water and supplies from water transfer and
groundwater storage programs. As the amount of Colorado River water available to Metropolitan decreases,
Metropolitan’s need to purchase supplemental energy decreases.

The Metropolitan-Edison 1987 Service and Interchange Agreement includes provisions for the
sharing of energy savings realized by the integrated operation of Edison’s and Meiropolitan’s electric
systems. Under this agreement, with a previously normal maximem pumping operation of eight pumps,
Edison provides Metropolitan additional energy (benefit energy) sufficient to pump approximately 100,000
acre-feet annually. As the amount of pumping is reduced, the amount of benefit energy provided by Edison
increases.

Under maximum pumping conditions, Metropolitan can require up to one million megawatt-hours per
year in excess of the base resources available to Metropolitan from the Hoover Power Plant, the Parker Power
Plant, and Edison benefit energy. Metropolitan is a member of the Western Systems Power Pool (“WSPP™),
and utilizes its industry standard form confract to make wholesale power purchases at matket cost.
Metropolitan acquires the majority of its supplemental power from WSPP members. In 2008 and 2009,
Metropolitan purchased 244,175 megawatt-bours and 636,000 megawatt- hours, respectively, of energy above
its base power resources. In 2010, Metropolitan expects to pump approximately 1.2 mullion acre-feet of
Colorado River water and additional supplies from other Colorado River sources, which will require
approximately 1,000,000 megawatt-hours of energy purchases above its base power resources. If pumping
requirements continue at the anficipated 2010 levels, Metropolitan would continue fo purchase between
900,000 megawatt-hours and 1,100,000 megawait-hours of supplemental energy per year,

State Water Project

The State Water Project’s power requirements are met from a diverse mix of resources, mcluding
State-owned hydroelectric generating facilities. DWR has long-term contracts with Nevada Power Company
{coal-fired energy), Morgan Stanley (unspecified energy sources), Metropolitan (hydropower) and Kern River
Conservation District (hydropower). The remainder of its power needs are met by short-term purchases.
Mefropolitan pays approximately 70 percent of State Water Project power costs.

DWR is seeking renewal of the license issued by the Federal Energy Regulatory Commission
(“FERC”) for the State Water Project’s Hyatt-Thermalito hydroelectric generating facilities at Lake Oroville.
A Settlement Agreement containing recommended conditions for the new license was submitted to FERC in
March 2006. That agreement was signed by over 50 stakeholders, including Metropolitan and other State
Water Project contractors. With only a few minor modifications, FERC staff recommended that the
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Settlement Agreement be adopted as the conditions for the new ficense. DWR issued a Final EIR for the
relicensing project on July 22, 2008. On August 21, 2008, Butte County and Plumas County filed separaie
lawsuits against DWR challenging the adequacy of the Final EIR. This lawsuit also named all of the.
signatories to the Settlenent Agreement as “real parties in interest,” since they could be adversely affected by
- this litigation. Metropolitan and other State Water Project contractors are working closely with DWR and the
California Attorney General in defending this lawsnit. In addjtion to approvals from FERC and DWR, a
number of other regu]atory permits and authorizations are required before the new license can take effect.
Chief among these is a certification from the State Water Resources Control Board- (*SWRCB™) that
operation of the project under the new license will comply with all applicable state water quality standards.
DWR has filed an application requesting this certification. FERC bas issued one-year renewals of the
existing license since its initial expiration date on Janvary 31, 2007, and is expected to issue successive one-
year rencwals until a new Jicense is obtained.

DWR receives transmission service from investor-owned utilities under existing contracts and from
the California Independent System Operator (“Cal IS0”), a nonprofit public benefit corporation formed in
1996 pursuant to legislation that restructured and deregulated the electric utility industry in California. The
transmission service provider may seek increased transmission rates, subject to the approvai of FERC. DWR
has the right to contest any such proposed increase. DWR may be subject to increases in the cost of
transmission service as new electric grid facilities are constructed.

Power Market Redesign

On February 9, 2006, the Cal ISO filed with FERC its Market Redesign and Technology Upgrade
(“MRTU} tariff amendment for comprehensive overhaul of the electricity markets administered by the Cal
ISO. The programs under the MRTU initiative are designed to implement market improvements for electric
grid reliability and more efficient and cost-effective use of resources and fo create technology upgrades that
would strengthen the entire Cal ISO computer system. MRTU became operational on April 1, 2009 and the
MRTU tariff filed with FERC went into effect. At this time, Metropolitan is unable to predict the impact of
the market redesign change on the costs for and availability of electricity. Nonetheless, Metropolitan is
obligated under the Act to impose rates and charges, together with revenue from any water standby or
availability charges, sufficient to pay Metropolitan operating expenses (including power costs), provide for
repairs and maintenance; provide for payment of charges for property or services or other rights acquired by
Metropolitan and provide for the payment of debt service on its bonded debt. -

" Energy Management Program

Metropolitan initiated its Energy Management Program in fall 2006 to help Metropolitan design and
operate its facilities in the most energy-efficient and cost-effective manner. This program includes setting
design standards for energy-efficient facilities; taking advantage of available rebates for energy efficiency and
energy-saving projects; operating Metropolitan’s facilities in the most energy-efficient manner; and
coptinuing to investigate alternative emergy sources, such as solar and wind power. Mefropolitan has
completed energy efficiency assessments at all five of its water tfreatment plants and is evaluating
recommendations for proposed changes. Metropolitan has completed construction of a one-megawatt solar
generation facility at the Skinner treatment plant and is investigating an additional ten megawatts of solar
power generation at other treatment plants and facilities. In 2009, Metropolitan will consider wind and solar
power feasibility studies and efficiency improvements at its pumping plants along the Colorado River
Agueduct. Metropolitan has begun integrating fuel-efficient hybrid vehicles into its ficet and assessing the
use of alterative fuels (biodiesel) for its offwoad vehicles and constraction equipment. Finally, Metropolitan
1s assessing the feasibility of expanding its bydroelectric generation capabilities.

In February 2007, the Board authorized Metropolitan’s membership in the California Climate Action
Registry, a nonprofit voluntary registry for greenhouse gas emissions that was established by the California
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Legislature in 2000. Metropolitan has completed and certified its baseline greenhouse gas inventory, or
carbon footprint, for calendar years 2005, 2006, 2007 and 2008. Metropolitan also reported required
emissions data for 2008 to the California Air Resources Board under mandatory reporting regulations adopted
pursuant to AB 32, California’s Global Warming Solutions Act. Metropolitan anticipates seiting appropriate
and feasible goals for the future reduction of carbon dioxide emissions from its operations. Mefropolitan staff
is also working to identify potential projects, activities, or initiatives that could be used to achieve
Metropolitan’s reduction goals as well as irackmg the regnlatory and legislative greenhouse gas developments
that may impact Metropolitan.
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'Appendik H

Water Supply Assessment Checldist



Water Supply Assessment Checklist

Water Code

< Page#in
Section Water Supply Assessment Content WSA
10810(cH2) incorporate data from UWMP. 27
Identification of existi'ng water supply entitternents, water rights, or waler
10910(d)X(1) service contracts refevant to identified water supply for proposed project, 18-27
and description of quantity of water received in prior years. ’
10910{d)(2)(A) Written contracts or other proof of entitlement to an ideritified water supply. 1926
Capital oullay program for financing the delivery of a water supply that has y
10810(c){2)(B) been adopted. . 2827
Federal, state, and local permits for construction of necessary infrastructure .
10810(dEHC) asscclated with delivering the water supply. 1925
10810(d@X2){D) Any necessary regulatory approval to deliver/convey the water supply. 19-25
; Review of any information contained In the UWMP‘ refevant to the Identified
10910611 water supply for the proposed project. Co- 1-27
Deseription of an;; groundwater basin{s) from which pf'oposed project will be
supplled. For basins with adjudicated groundwater pumping rights, include 9192
10910{0(2) a copy of the order/decres adopted by the court or the hoard and a Appen diSc E
. descripfion of quanfity of groundwater public water system has the legal P
right to pump under the order/decres.
Descri%:t"ion and analysis of amount and location of groundwater pumped for
10816(H{3)- the past 5 years from any groundwater basin from which the proposed 21-22
project will be supplied. '
Descrfptioﬁ and analysis of amount and location of groundwater that is
1091004} projected to be pumped from any basin to provided water to. the proposed 21-22
project. :
Analysis of sufficlency of groundwater fron; the basins frorn which the
10810({5) proposed project will be supplied to meet projected water demand of the 21-22

proposed project.
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