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ONTARI O, CALI FORNI A, THURSDAY, MARCH 8, 2001, 10:15 A M
--000- -

MR SLATER: W want to wel cone the Referee and
her assistants. Thank you for conming.

MS. SCHNEI DER:  Thank you. This is the duly-
noti ced workshop for the Special Referee for the Court to
hear presentations on the rules and regul ations that have
been drafted.

We have a court reporter here. We've tried very
hard to help create a record for the future as to the
Peace Agreenent, the OBMP, and this is the rules and
regul ati ons process. And the next thing coming up wll
be the desalter agreenment process itself.

Thanks to Best, Best and Krieger again for use
of their offices. |It's very convenient for ne.

I also want to start off by thanking everyone
for the tremendous anmount of work they've put into this
rul es and regul ati ons process. | have a nunber of
guestions, and | have sone concerns. | don't want that
to overshadow the fact that | amvery, very happy that so
nmuch effort has gone in, so much work product is now
conpleted and in good form So in and anongst ny
concerns and questions, don't be misled into thinking
that | have a huge concern about the whol e process.

Right nowit's working very well, and |'msure that it
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entails a huge anmount of your energies and tinme, and |
appreciate it, and | think the work is well done.
The Watermaster filed a nmotion to continue the

court hearing set for today until April 19th at

2:00 o' clock, and we anticipate still that nmotions wll
be filed and those notions will be for approval of the
revised rules and regs. There still needs to be a
notion, | believe, on the 23rd annual report, and then we

probably need cl osure on the post-order menorandum And
there should be a report on the status of Wstern
Muni ci pal's continuing resolution that is still out
there. W need to have themrescind this conditiona
execution of the Peace Agreenent, and a report on that is
an integral part of the April 19th hearing.

In filing the notion to continue, the
Wat ermaster told the Court that the parties hadn't
reached agreenment. This is near the end of February.
There was not a termsheet. There were not desalter
agreenents. |I'mnot sure if there's a facilities plan
deci si on yet.

The desalter agreements are as key conmponent of
this whole process as the rules and regs, the OBMP, or
the Peace Agreenent so that |'msure the Court is
extrenely concerned that all of these pieces be noving

forward. And right now it sounds |like huge energy has
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gone into trying to get a termsheet and desalter
agreenents. | sure hope that continues and reaches a
successful concl usion very quickly.

I know fromthe nmotion that the Waternaster
Board itself asked for witten statements fromall the
participating parties as to what outstanding i ssues were
still to be resolved with regard to the desalter
agreenents. And | just spoke to Scott Slater. He says
that he has received sone information pursuant to that
Wat er mast er Board request.

In the end, though, for today | think there are
two main issues, and | see you're prepared to do a
presentation on the rules and regs. And | hope to be
able to ask sone questions and obtain sone clarification.
That's one of the tasks for today.

But the second task is extrenely inportant. |'m
very interested to know how things stand with the
desal ter agreenent discussions and would Iike to hear at
| east a prelimnary report on that pending a conpilation
of a witten report in response to the Waternaster Board.
So that's what |'mhere to do today, and | hope that can
be acconplished in a couple of hours. Thank you.

MR SLATER If | can start, again Scott Sl ater
on behal f of Waternmaster. W understood the primary

focus of this workshop today woul d be, one, to present
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the rules and to answer questions; and, secondly, to nove
into a discussion of the desalter operation, the progress
towards termination, and ideally a rescission of the
Western resolution. The Referee will recall that Western
is the only party that conditionally executed the Peace
Agreement, and that conditionality is predicated on
certain agreenents and representations being nade for the
desal ter.

Wth regard to the rules and regul ati ons, we
really want to start where we began this process | ast
February, which was in a stakehol der-driven process. W
shared responsibilities. And | would like to turn to the
st akehol ders thensel ves to present the rules and
regul ati ons which are, | think, known and understood to
be an extension of the stakehol der process, which is the
Peace Agreenent, the launching pad for the OBMP, and that
these rules and regulations are really the result of sone
bar gai ni ng and a consensus-driven, problemsolving
techni que that we've tried to use to bring us here.

The result has been a conpilation which is
definitely conplex and a bit of a camel. | don't view
those necessarily as criticisms, however, because
conplexity is another word for thoughtful ness. And even
a canel has its utility in the right environment. So

with that, | would Iike to begin and start with John
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Schatz, who | believe will begin the presentation with
explaining what's in Article 1 and what we were up to.
John.

JOHN SCHATZ: Thank you. |'m John Schat z,
speci al counsel for Jurupa Comrunity Services District.
| provided the court reporter with a card with ny
busi ness address.

I'"'mgoing to address briefly Article 1, which is
the General Provisions including the definitions. This
is by far the longest section in the rules and probably
the nost extensively reviewed because, obviously, a |ot
of things flow fromthe definitions that are used as
terns of art in these rules and regul ati ons.

The definitions are directed to elimnating
i nconsi st enci es between the Judgnment and t he Peace
Agreement. And where appropriate, we've included
citations or references to the Judgnent and Peace
Agreement, obviously directed to avoiding re-creating or
redefining defined terns as they are defined in those two
sem nal docunents.

They are also intended to provide a hierarchy of
interpretive preference in the event of and to avoid
conflict between the Judgnent and Peace Agreenment. You
have t hese enornous inconsistencies throughout all these

docunments as you flow fromone to the next.
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We were particularly careful about the rules not
be used for evidentiary purposes to argue for or against
Wat ermaster powers. There was quite a bit of discussion
t hroughout the review and creation of the rules, the
revised rules, and of course the intent would be that the
exi sting rules and regul ati ons and the uniform
groundwat er rul es and regul ati ons woul d be repeal ed when
the revised rul es are adopted.

So quite sinply, that's an overview of the
definitions.

MS. SCHNEI DER. What are we going to call these
rules? Are they going to be the "Revised Rul es and
Regul ations" or --

MR SLATER | think that the answer to that is
that -- the answer and desire is to have a single
docunent that supplanted and replaced the existing rules
and regul ations as well as the uniform groundwater rules
and regulations. So to the extent that there was
anyt hing on the books regarding those two subjects, that
we woul d repeal those and substitute in the Chino Basin
Wat ermaster rul es and regul ati ons.

The intention was that the advisory comittee
and the pool committee rules and regs would be
unaf f ect ed.

MS. SCHNEIDER: This is a real basic question,
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but your definition AJ defines Watermaster rul es and
regul ations as those in effect on Decenber 31, 2000. |Is
that the old rules and regs?

MR SLATER  Yes, that's correct.

MS. SCHNEI DER: Sort of a basic question. |
wasn't clear what we're going to call these, and | don't
think that it's intended to have sonme confusi on about
those that were in effect at the end of 2000. But sone
clarification there. Are the pool and advisory committee
rules still separate and viable and not part of this?

MR. SLATER  The answer to that question will
require some -- an additional |ook-up. Qur assunption to
this point is that the advisory conmmittee rules and the
pool conmmittee rules would be unaffected by these rules
and regul ations so that they woul d be independently
viabl e and there would be no need to nove on these rules.

M5. SCHNEI DER  But these rules were never
i ntended to include those?

MR. SLATER That's correct.

Onto Article 2. M. Dougherty.

MR DOUGHERTY: Good nmorning. |'m Bob
Dougherty, and |I'm special counsel for the City of
Ontari o.

Article 2, Adm nistration, combines the neetings

and procedures sections of Sections 2 and 3 of the old

10
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Wat ermaster rules and regs, and certain portions of those
old rules dealing with water neasuring devi ces and
reporting were rel ocated.

W' ve got sone of the significant changes |isted
there. First off, the principal office, it used to be
that they had to be changed by rul es amendnment; now it
coul d be done by resol ution.

Records. Now that we're in the information age
m nut es and other records deened to be of genera
interest are to be posted to the Waternaster website.
And unfortunately when | printed this thing out using ny
little color thing on ny -- | never figured we mnight not
have a color printer here. So the website address is
WWww., cbnw -- |I'msorry -- cbwmorg

Regul ar neetings. GCenerally as a matter of
policy, the Ralph M Brown Act will be followed. That
was not in the prior rules.

Speci al neetings. W also have given in to the
i nformati on age and have provi ded for notice by fax and
e-mail in addition to regular mail and personal service.

Publ i c hearings and neetings. Wat we have now
done is carved out an exception for confidential
sessions, and those exceptions, as far as the
confidential sessions, are detailed in Section 2.6.

Notice. Again, Article 2 -- Section 2.7, we can

11
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give notice by fax, by e-mail, and then copies of al
notices are also to be posted to the Watermaster website.
May we have the next slide, please.

Conflict of interest. This was a brand-new
section. And keeping in mnd that we are an
i nt erest-based body, both in the Wt ermaster Board and
the advisory committee, the conflict of interest
provisions were narromy drawn. So essentially sonmebody
has to add a peculiar-to-thensel ves, pecuniary interest
bef ore they woul d be disqualified fromvoting on the
matter.

Again, mnutes, posted to the website.

Conpensati on used to be a fixed anmount for
neetings. Now the conpensation of the board nenbers are
to be determ ned by the Court.

And now we get down to 23, 24, 25, and 26.
These are all brand-new sections relating to -- first one
is CEQA 2.23. A project must conplete CEQA and mnust
denmonstrate CEQA conpliance before it can be approved

Then the last three deal with -- next two deal
with litigation. And then, of course, the last one just
clarifies that all reports need to be witten.

MR SLATER |If there are no questions, we'll go
on to Article 3. Any questions?

MS. SCHNEI DER: W have one question about the

12



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

annual report. That ties into some other issues, but we
wanted to address that.

MR SCALMANINI: | guess just practicality, now
that it includes everything up to and including a
state-of-the-Basin report, is this practical and
realistic to be nandated to be out by -- to be out by
January 317?

MR, DOUGHERTY: | can't answer that. Maybe
Traci --

MS. STEWART: | think so because it's for the
precedi ng year, the preceding fiscal year.

MR SCALMANINI: So you're going to wite a
Basin status report on a fiscal year basis?

M5. STEWART: Okay. So you're suggesting it
will include the state of the Basin in a manner different
than what's in the annual report or different than what's
in the status report that will be filed with the Court?

MR SCALMANINI: Well, if you're going to get
i nto describing hydrogeol ogi c conditions in the Basin and
status of efforts to inplenment the OBMP in this annua
report, which I envision to be clerical type stuff, |
don't envision it being done on a, quote, fiscal year
basis. But that's a possibility. That would build you
some tine to get to the January 31st date.

But otherwise if | was going to do one of those

13
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on a cal endar year or water year -- conventional water
year basis, | think about it probably taking a little bit
nore tinme to do that than January 31st. | wouldn't wite
a rule that says | shall prepare one and get it out by
January 31st. Just a thought.

MR, SLATER. So the question, is if we' re going
to operate in that fashion, to provide a nmeani ngful
report, is 31 days enough?

MR, SCALMANINI: Yes. That is the question.

"1l answer it if you want.

MS. STEWART: 31 days. ~-- the rules with regard
to the state of the Basin -- yeah. | didn't think that
we were tal king about this. This says we generally --
that generally describes hydrol ogic conditions in the
Basin and the status of efforts to inplement the OBMP.

So if you ook in one of our annual reports,
there'll be, for exanple, a heading will say neter
installation programor nonitoring program And in the
case of, like, the nonitoring program it will have water
quality, and then it will say, we had antici pated
coll ecting 200 sanples, and of the 200 sanpl es
anticipated, all were collected and sone of the foll ow ng
years were collected. You see that | nean?

And so that would be a general description of

the state of the activities, and then the hydrol ogic

14



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

condi tions basically would be added to that.

MR, SCALMANINI: That's the part.

MS. STEWART: But | figure if we're thinking of
anything nore extensive in the annual report -- but we
had tal ked about maybe some sort of an engi neering report
coul d be done every couple of years in conjunction with
evaluating the -- like for exanple, the hydrol ogic
bal ance subareas and t hi ngs.

MR SCALMANINI: Well, we probably won't resolve
it right this second. But what you just described nostly
is the status of activity. W took X samples. W put so
many neters, et cetera. That's not the state of the
Basin. That's the state of activities, putting in
facilities and taking sanpl es.

So going back -- and | didn't go back to | ook it
up, but we tal ked once about the fact that the OBMP, as
far as managenent tal ked about it as a living, evolving
thing with time. And we could save it for later. |
wote it on the very |ast page as far as a report and
what might be init. But it would seemthat the state of
the Basin involves nore than how nany nmeters went in this
past year and those kinds of things. That's getting the
information. It's the interpretation that gets to the
state of the Basin

The bottom|line of ny comment is that | question

15
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whet her you can practically do that. | wote
"practically inpossible" in the margin by January 31, and
' m suggesting that you ought to build in nore time to do
t hat .

MS. STEWART: O mmybe change the phraseol ogy in
this particular portion and then tal k about some of the
other things that we'll be preparing and how we m ght be
able to pull themtogether into conponents of the

state-of-the-Basin report. Sonething |ike that.

MR SCALMANINI: At this point I'Il say | don't
care. | think it's inmportant to report on the state of
the Basin on sone frequency. |'mnot here to tell you

what it needs to be. But this says it's going to be this
report --

MS. STEWART: Right.

MR SCALMANINI: -- and practically | don't
think that can happen in this anount of tine.

MR, SLATER: | think we understand your
concerns. So as we approach the deadline of the court
hearing and the preparation of our pleadings, we'll
attenpt to respond to that.

I think we're on to Article 3, which is
Monitoring. And is that Dan MKi nney?

MR. McKINNEY: Yes, it is. Dan MKinney, Reid &

Hel | yer, for the agricultural pool. W don't have an

16
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overhead for Mnitoring because this is a very sinple,
very short section and pretty nmuch just tracks the Peace
Agr eenment .

Article 3. It inplenments the groundwater
production reporting and nonitoring requirenents of the
Peace Agreenent and the Judgnent. Section 3.1(a)
requires that any persons produci ng nore than
10 acre-feet per year nust install and maintain neters.
M ni mum producers are exenpted. This section provides
for Waternaster inspection and testing at | east every two
years.

3.1(b) provides producers access to Watermaster
to evaluate the accuracy of neters and clarifies that
only neter tests initiated by the Watermaster are at
Wat er mast er expense.

Section 3.1(c) again tracks the Peace Agreenent
al nrost exactly. It requires the cost of the nmeters be in
the agri- -- appropriative pool and that the neters be
installed by the Waternaster. Requires nmeters be
installed within 48 nonths. | understand that's
di fferent than the Peace Agreenment, but that tracks a
previ ous court order that we have to have it in within
48 months. So we're correcting that in the rules. It's
to be done by the Watermaster except for the State and

again, has the provision that the State can opt to do it

17
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t hensel ves.

Section 3.2 just requires quarterly reports on
groundwat er production to be submtted on specified
forns, and the quarterly reports nust include additiona
information that the Watermaster, affected pool comittee
may require

That's Section 3. Any questions?

MS. SCHNEI DER: | have a couple questions. |
don't understand why it's 48 nonths instead of 36. Wat
pool -- where are you referring to?

MR McKINNEY: |'Il defer to Traci on that. She
was the one that found it while we were working on it.

MS. STEWART: | think we were thinking that by
the tine we got the rules and regul ati ons done, it would
really -- and we woul d al so add the budget and the
agreenents in place, that we would be 48 nmonths into --
fromthe beginning. So we put that in. But if you want
to put in 36 nonths, that's fine, we're actively doing
the meter installation
SCHNEI DER:  Can you do it in 36 nonths?
STEWART: From what date is the question?

SCHNEI DER:  Are you doing it now?

5 5 o B

STEWART: W are working on it, that's

right.

»

SCHNEI DER: Fromthe theoretical effective

18
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date of these regulations, which is October, 36 nonths
fromthen?

MS. STEWART: Last October?

MS. SCHNEI DER:  Unh- huh

MR. NEUFELD: Yeah. This com ng Cctober.

MS. STEWART: Yeah. These rules and regul ations

will be in effect after probably April 19th of this year;

right?

MS. SCHNEI DER:  Well, we're going back to
Article 1.

MS. STEWART: W're working onit. W wll be
reporting on -- and we would just take out a reference to
t he nont h.

MR SLATER | think, if | may, the parties al
recogni ze the conmitnent nade was 36 nonths fromthe date
that the Peace Agreenent was executed. That was the
initial conmtnent. However, in refining that and in
vi ew of the schedul es that were contenplated in the OBW
and the appropriate rollout, it was felt that 48 nonths
fromthe execution of the Peace Agreenment was probably
nore reflective of the actual tine that was necessary.
However, it is clearly a discrepancy between the Peace
Agreenent and the --

MS5. SCHNEIDER If it's sonething that you can

do in 36 nonths fromthe date of execution, |1'd |eave it

19
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at 36 nont hs.
MS. STEWART: If not, we can report to the Board

on where we are and what's up and why.

MS. SCHNEIDER  Well, | guess that's al ways
true, but --

MR, SLATER Restated, we will nake best efforts
to do it in 36 nonths, and if there is sone -- we cone to

| earn of some reason why we cannot achieve that, we wll
report to the Board.

MS. SCHNEIDER In 3.2 it's referencing forms.
Seemto have a collection of forns that | couldn't | ook
at, but there don't seemto be forns for production. |Is
there an intention with these rules and regs to have a
conprehensi ve set of forms?

MR, McKINNEY: They're not finished yet.

M5. SCHNEIDER WIIl we receive one of those
forns?

MS. STEWART: The production request form |
believe, is generated by our computer systemright how.
| nmean, was not -- was never a formthat was part of our
forms.

MS. SCHNEI DER.  Then maybe this needs to be
rest at ed.

MS. STEWART: Does it say it includes

production?
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MS. SCHNEIDER: It requires each party to file
with Watermaster on the forns you provide

MS. STEWART: But we provide themwth -- for
exanmpl e, sone pools receive different fornms than other
pools. And it's just part of our process.

MR. SLATER Restated, there are sone forns that
the parties acknow edge will require court approval.
There are others which are forns that nay differ anong
the pools. The forns that M. MKi nney was referencing
are those forns that have been in the past approved by
the Court, forms regarding things like transfers and
storage and recapture. And then there are those that
woul d be provi ded by Watermaster and not contenplated to
be subject to the court approval process, and that would
relate to producti on.

M5. SCHNEIDER |'m not so focused on the court
approval process as | amon the conprehensive nature of
the regs. So if you' re referring to a formin here,
would think it would be attached or part of it in sonme
fashion. O call it sonething el se.

MR SLATER | think the parties recognize or
acknowl edge the inportance of having a single-cookbook
approach where all docunents that are relevant to
operating the Judgnent are contai ned.

MR, McKINNEY: Anything further?
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MR, SCALMANINI:  Two quick questions. One is --
one regarding the testing of nmeters which doesn't need to
be considered here. But the title of the article is
Monitoring. And under the groundwater neasurenent
systens, we nonitor a |lot of things, water level, water
qgual ity, subsidence. This only deals with nmonitoring
production basically.

I was just wondering, are there any other rules
for nonitoring anything else, or is it limted to just
production?

MR. McKINNEY: Good questions.

MS. STEWART: Yeah. W can get to it.

MR SCALMANINI: And then at the very end of 3.2
it talks about mnimal producers reporting annually by
July 15. Mninmal producers are either somebody who
produces less than 10 or less than 5 acre-feet depending
on which definition you use.

MS. STEWART: 10.

MR, SCALMANINI: And so if they don't have
neters, | was just curious, what do they report and on
what basis do they report?

MS. STEWART: Water duty, crops, and aninals.
SLATER.  Thank you.

McKI NNEY:  Thank you.

2 2 3

SLATER: Which | believe takes us on to
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Article 4. And Assessnents, Reinbursenents, and Credits.
Mari | yn.

M5. LEVIN: Marilyn Levin with the State of
California. And I'mreporting on this section with Ken
Jeske fromthe City of Ontario. W worked together to
report on this section

This section sets forth the rules and procedures
which will fund all the proposed facilities and
activities under the OBMP. \Wat we've tried to do in
this section, we have addressed assessnents,
rei nbursenents, and credits. Basically we've also tried
to stick close to the definitions in the Judgnent.
There's two types of assessnents in the Judgnent, and
these rules are consistent with those definitions.

Watermaster is going to | evy assessnents agai nst
parti es based on production. The assessnments are going
to cover both cost of replenishnent and the expenses
incurred in inplementing the OBWP

The OBMP is going to be considered or deened to
be a Waternmaster administrative expense pursuant to
par agraph 54 of the Judgnment. Under this section there's
also a provision for collecting the assessnents that --
providing a procedure for notice of assessnments as well
as paynent and del i nquency provision and nmechani sns for

adjustnments, if necessary, errors in reporting.
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Ken specifically identified the itens of
i mportance in this section. And they include -- there's
a nethod for apportioning the cost of purchasing of an
annual 6500 acre-feet of supplemental recharge in
Managenent Zone 1. This was negotiated anong the
parties, and a fornmula is in this section for allocating
those costs.

So two inportant things occurred here. One,
that there's going to be recharging i n Managenent Zone 1.
And two, how it's going to be paid for.

Anot her inportant provision that was negoti ated
and based on the Peace Agreenent are credits agai nst OBW
assessnents for those parties that are assessed and
rei nbursenent for those parties that are not assessed.

O those can apply to both -- sorry -- reinbursenent can
apply to both, those people who are assessed or can get
rei mbursenent. Cbviously rei nbursenent can only apply to
those parties which are not assessed under the Judgnent.

This section includes provisions for parties to
receive either the credit against future assessnent or
rei nbursenent -- and this is the inportant part -- for
qual i fyi ng projects undertaken independently by a party.
And so the rules and regs set forth certain factors that
the Waternaster woul d be | ooking for when a party cones

forward. One is the inportance of the project to
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conmpl etion of the OBWP and so we woul d | ook back to the
goal s of the OBMP. Two, available alternative funding
sources. Three, engineering and design standards.

An inportant concept under this is that
Wat ermast er can condition the funding alternatives
request. In other words, if a party subsequently gets
funding fromthe State, which is always giving out noney,
or the federal government, that therefore Waternmaster can
condition any type of reinbursement or assessnent
basically to be turned back or reconsidered if the
parties get subsequent funding froma different source.

Waternmaster is not going to approve or shall not
approve requests where |l egally conpelled. Waternaster
didn't want parties comng forward if soneone has put in
some sort of facility that they're required, legally
required to put in basically fromthe regional board
let's say, on water quality issues.

Anot her inportant provision is the shutting down
potential by shutting down or relocation of groundwater
production facilities. There is a provision in process
for a specific credit or reinbursenent where the
Wat er mast er conpels a party to shut down or relocate
exi sting groundwat er production facilities.

The parties negotiated, and the credits or

rei mbursenment will be up to the reasonable cost of the
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repl acement of groundwater production facilities. And

then there's another provision that even though the

Wat ermaster has discretion to give a credit or

rei nbursenent, the Watermaster nmust fully conpensate

producer for the reasonable cost for replacenent

groundwat er production facility within five years.
This is another very inportant provision

relating to the overlying ag pool assessment. The

provision is that the appropriative pool will pay all
assessnments and expenses for the ag pool except -- and
this is again inportant for the Basin -- in the event

that the total ag pool production exceeds 414, 000
acre-feet in any five consecutive years, then the ag poo
is responsible for its repl enishnent obligation.

Wat ermaster is going to levy and coll ect
assessnents for replenishnment based upon the pooling
pl ans. And probably the last nost inportant provision in
this section is that there is a provision for desalter
repl eni shnmrent assessnents and credits.

First of all, the concept is the price of
desal ter water does not include the cost of

repl eni shnent. The sources of replenishment are |isted

in Article 7 -- sonmeone else will be discussing that in
these rules and regulations -- and Article 7 of the Peace
Agr eenent .
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This section or this provision includes | anguage
to all ow purchasers of desalter water to dedicate by
transfer or assignnent production rights for purposes of
sati sfying desalter replenishnment. The anmount of the
credit given is going to be equal to the value of the
cost of the replenishment water rate fromMet. And
know the terns have changed but we had certain terns that
Met utilized.

Any such repl eni shment obligation is an
obligation of the appropriative pool and is determ ned
pursuant to the Peace Agreenment and the rul es.

The last three real quickly. Salt credits are
held in trust for the benefit of the appropriative poo
nenmbers. W are setting forth an OBMP Conmittee to keep
getting those Federal and State funds. And m ni nmal
producers are excluded from assessnents.

MR, SLATER: Thank you, Marilyn.

MS. SCHNEI DER: | have a few questions.

MS. LEVIN. | speak for the whole group.
VWhoever can answer them just junp in.

MS. SCHNEIDER: | think better than any ot her
place this article raises what | call a fundanental
question for ne, which is, there seems not to be an
accounting article in this set of rules and regs that

woul d put in one place accounting provisions that are now

27



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

pretty much spread through the regul ations, and for that
matter, the Peace Agreenent. |t seens to be one big
right nowin nmy view of what is put together here to not
have the accounting procedures. And I'mtalking for

wat er produced and in storage to be set forth in a

conpr ehensi ve, clear-cut way somewhere in these
regulations. | suggest a separate article, but this is
the closest to it you get.

The reason for the accounting is that it's a key
function of Watermaster. And it's inportant that the
Watermaster's accounting itself be both clear and
accessi bl e and every detail of the accounting for the
wat er punped and stored be clear and accessible.

In one of your forns, 11, there's the concept
that there will be procedures and accounting for water
stored and Watermaster shall maintain a continuing count
of water stored in and recaptured from every account.
There are accounting provisions in the rules now for
accounting for unallocated ag portion of the safe yield,
sources of recharge, anpbunt of recharge, and | ocation of
the types of recharge, carryover water, water in storage
and in addition extractions and | osses. | have just a
few of them

But if you go through, it nakes sense to ne, and

I would recomrend that you put together a separate
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accounting article that then would be extremely hel pful
because you have a lot of newy defined -- new defined
terns. You have new conponents of what is the
appropriative rights now This is, to ne, appears to be
a difficult accounting task but certainly not an

i nsurnmount abl e one. But the accounting task can add
definition and clarity to the rest of this docunent.

And | had thought that this was so conpelling

and logical a thing to do, when | was reading it, | just
kept looking for it. | was quite shocked actually that
it wasn't here. | don't know that you need to do a

narrative description of every conponent including that
you coul d have a paragraph section in the rules that
ref erences an attachnent which contains a sanple. | have
no i dea how you m ght want to go about it.

But this is the one, I would call, glaring
omssion. But it's not just -- I'mnot suggesting this
just fromthe standpoint of thinking that it is something
that nmost rules and regs would cover. NMbre inportantly
inny mind nowis that it would help interpret the rest
is what is a very conplex docunent. It is a bit of a
camel, but there's no reason not to stick another road
map on the canel. And | would think that one of the
hal | marks of this Waternaster's efforts is to nake things

accessible and clear. And | think this needs to be
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added.

But | do have sone specific questions about this
section that is there. There are -- there is sort of a
set of provisions that tal k about shutting down wells and
there's provisions on salt credits, and both of those
seemto hold out for sone later tinme the devel opnent of,
| guess, rules and regul ati ons to address those issues.
And is that the sense here, that you have a pl acehol der
and later on will cone back and devel op rul es and regs on
salt credits? |Is that the idea?

MR. SLATER  Yeah. | think that is particularly
true with regard to salt credits. They are a commodity,
if you will, that is controlled primarily by the regiona
board and not Watermaster per se. But the parties
collectively recognize that they would rather take credit
general |y anongst thenmselves to be able to take greatest
advant age of how the credits will ultimtely be depl oyed
And not having full know edge about how it may be best to
use them they have decided to punt until an opportunity
cones or arises to be able to assign and allocate them
The Watermaster nust hold themin trust, and it does
recogni ze that the time will conme, perhaps soon, that it
will need to address that with nore robust and definite
rul es.

MS. SCHNEI DER: So where it says on page 25,
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rul e establishes no basis for allocation of salt credits,
what do you intend, then? That further rules and regs
will be further amended to provide procedures for this?

MR SLATER That's correct. W do know there
is a-- there are three general statenents. One is that
the salt credits were held in trust by Waternmaster.

There is an assignnment to each nenber of the
appropriative pool. Upon request by the nenber, if there
is no pending request, then presumably initiation of that
pendi ng request would trigger the requirenent for

Wat ermaster to then conme forward and devel op rul es.

MS. SCHNEI DER:  Shoul d there be sone reference
to form9 here? Form9 is applications for reinbursenent
or credit, the salt credit.

MR, SLATER: The question is, should salt
credits fall within the purview of Article 10 such that
when a party cones forward, they have to follow that
process.

MS. SCHNEI DER: 'Cause it's clearly not, but it
probably needs to say.

MR SLATER kay. |It's a good question that |
think we need to run down. | think initially the
expectation was that it would not follow the process of
Article 10, but | could be corrected by the stakehol ders.

I think the general inpression was that there would be
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separately devel oped rules to develop that. |[|'ve seen a
| ot of shaki ng heads around the table.

MS. SCHNEIDER: | won't | ook.

MR SLATER. The answer is --

MS. STEWART: No. It would probably be
something that we will devel op the procedures for when we
have salt credits, but | don't think it's anticipated it
will be covered by rules and regul ati ons ot her than
recognition that it's there, was ny understanding. And
it would be the appropriative pool because it's an
appropriative pool item

MR KINSEY: She's agreeing with you, Scott.

MR, DOUGHERTY: Maybe the intent was to
i mpl ement by a uni form net hodol ogy anpongst all the
appropriators in that pool, so a nmethodol ogy that wll
apply uniformy to everybody that's affected. And that
i mpl ementati on may take the form of resolutions,
sormet hing al ong that |ine.

MR SLATER. So it mght not be necessary to
have a formal rule on the subject. It might be handl ed
at the appropriative pool comnittee.

MS5. SCHNEIDER O it could be in appropriative
pool rul es.

On the -- | was trying to understand the form 9,

the application for reinbursenent together with, say,
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page 24. This tal ks about credits agai nst assessnents.
There is a provision C at the top of page 24 that talks
about having a right to receive a credit. And |'mjust
confused. It seens that you either apply to get

somet hing or you have a right to get something. But |I'm
not sure why you apply for sonething you have a right to.
What is the -- is there a two process issue here?

MR. SLATER Yes. It would be the difference
bet ween a di scretionary and admi nisterial style of
approval. 1In other words, you're entitled to sonething
upon denonstration of proof versus Watermaster reserves
conpl ete discretion on whether to grant it.

And on the compul sion -- there is the compul sion
question. There is a clear right to receive
rei mbursenents upon proof of the cost, acceptable proof
of what cost is, versus discretionary action on the part
of Watermaster to grant any credit or reinbursenent at
the sane tine.

MS. SCHNEI DER: Maybe that's just an issue for

the form
MR SLATER: Correct.
MS. SCHNEI DER: Joe, do you have anythi ng?
MR SCALMANINI: | had two things. One
question, one coment. | think it would be useful if

either in the definitions or here on the subject of salt
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credits that there's some equation that just describes
what they're a credit against. They're assigned by the
regi onal boards but it doesn't say what you get a credit
agai nst. That needs clarifying.

The other is, what's the definition of the term
production period?

M5. STEWART: | think it's what's in the
Judgnment or in the rules where it says that the
production period is established by Watermaster. So it
nmakes nore sense, for exanple, with mninml producers to
have a production period be the fiscal year, then that's
the established production period. But if it makes sense
to have it be quarterly, which is howwe're doing it in
nost cases, then it's quarterly. In sone cases we're
actually doing it nonthly based on nmeter turnover and
things like that.

MR, SCALMANINI: Do you | evy assessnents on a
nmont hly, quarterly, or annual basis?

MS. STEWART: We | evy assessnents on an annua
basi s.

MR SCALMANINI: What this says in 4.1 is shal
| evy assessnents based on production during the preceding
production period. And the definitions don't define
production period. They inply the production, that it's

annual , but the previous section of this, 3.2 up on
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neters, says that you will report production quarterly.
So there's sone confusion as to how often and on what
basis the assessments will be |evied.

MS. STEWART: Maybe we should put a parenthesis
on the end of period. | mean the period.

MR SCALMANINI:  Well, I'Il let you edit it.
I"mjust saying it's not clear what the production period
is.

MR. SLATER On to the next article, which I
believe is Article 5, and that's Boyd, Boyd Hill.

MR HILL: Yes. Good norning. Boyd Hill,
McCormi ck, Kidman & Behrans. W represent Monte Vista
Water District. The intent of Article 5 is to avoid any
argunent that all of the rules and regul ations and the
admi ni stration of the physical solution including the
OBMP, Optimum Basi n Managenent Plan, is not circunscribed
by or enbraced within the purposes and objectives of the
physi cal solution that are referenced in paragraph 39 of
the Judgnent. And I'l| paraphrase briefly from
par agr aph 39.

The purpose of the physical solution is to
establish a legal and practical nmeans for nmaking the
maxi mum r easonabl e, beneficial use of water to the Chino
Basin to neet the requirenents of the water users having

rights in or dependent upon the Chino Basin waters by
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provi di ng the opti mum econoni ¢ | ong-term conjunctive
utilization of surface waters, groundwaters, and
suppl emrental waters.

Those purposes and obj ectives are set forth nore
fully and nore clearly in Exhibit |, paragraph 1,
entitled Basin Managenment Paraneters, and those are set
forth in full in Section 5.3. Briefly skinmng those
the Chino Basin is a conmon supply for all parties and
agenci es. An objective that no producer be deprived of
access to the waters. Maintenance and i nprovenent of
water quality and financial feasibility and protection of
the physical facilities of the parties are those
obj ectives and paraneters. And that's the prinmary intent
of Article 5.

The secondary intent is to -- however, within
those paraneters, to give the broadest possible latitude
broadest possible flexibility to use social,
technol ogi cal, institutional, and econonic options, and
that's referenced in paragraph 5.1. | might note that on
the second line there we're mssing an "and" between
existing and future. It was neant to incorporate both
existing and future options.

And that's it, unless there are any questions

MS. SCHNEIDER | don't have any. Thank you.

MR, SLATER. Thank you, Boyd. That brings us to
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Article 6. Tom MPeters, are you taking that?

MR, McPETERS: That's what they told ne.
didn't volunteer. M |awer Hugh Rodham said that |
didn't have to answer any questions about Article 6.

MS. SCHNEIDER:  Send his fee back

MR, McPETERS: This is one of the nore inportant
concepts in the agreenment. | know that the Referee and
M. Scal mani ni have read Article 6 word by word and
understand it. I'mtrying to express what it means in
terns of the parties and the process. And basically the
appropriators are expressing their faith, if you will, in
the effect of the OBMP. There is a |lot of nmoney going to
be spent, a lot of activity, and it's supposed to produce
a better Basin and nore yield for the Basin, nore usable
wat er supply for everyone. So |'ve stated and others
have stated that newyield is to sone extent a neasure, a
gauge of the effectiveness of the OBMP process.

There was a new definition included in the rules
and regul ati ons called annual production right. And it
was necessary because there were so nmany references and
it needed a conprehensive, superhensive definition to be
able to nake all of the references work. There's nothing
new in the definition other than the inclusion of the new
yi el d conmponent. OQherwise all the things that are

included in the definition are things that are in the
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Judgrent or flow fromthe Judgnment and practi ce.
Carry-over water, things like that. It was a termthat
was needed for referencing various points in the
Judgnent .

In ternms of what | call the deal that was nade
here, the appropriators are supplying the water or
standi ng responsi ble for the repl eni shnent associ at ed
with operation of the desalters. And |I've put in here
the quantity of that replenishment obligation. And it
comes to at |east 22,900 acre-feet when all of these
desalters and expansions are operational. | know
M. Scal manini has al ready done his math and | ooked at
the mllion-gallon-per-day figure and see that these
figures are somewhat |ess than that. These figures that
are in here are not the full capacity of the facilities
t hat have been ascribed but appear to be the contract
figures, what the takers have agreed to now. So you
woul d cone to higher figures if you did cal cul ati ons on
t he maxi mum capacity. This seened to be the reasonabl e
way to state it for the purposes of this discussion.

The point is that it conmes to about 5.5 million
doll ars per year at the present replenishnment rate and if
these desalters have greater capacity and the take-or-pay
contracts take the full capacity, then this figure

actual ly increases.
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The appropriators expect to be able to receive
some relief, if you will, fromthe repl eni shnent
obligation by the devel opnent of new yield, which we've
descri bed or we've had described to us as conmng froma
vari ety of purposes. Qur engineers have described where
that new yield mght cone fromand howit relates to the
OBMP, such as, for exanple, inducing flow fromthe
Santa Ana River by the operation of desalters. That'd
just be one. Then recharge is the easiest charge to
understand. Devel opnent of recharge facilities is being
addr essed.

The challenge to the Watermaster will be to
i mpl ement the OBMP quickly and al so to devel op
net hodol ogy on how to neasure the new yield. The term
that the parties used were proven increases where you
can't increase it if you don't set a baseline for it to
begin with. And that challenge is understood. So the
appropriators have endorsed the program and have in
ef fect agreed to buy the repl eni shnent water and now
they're going to try and nake the OBWMP work effectively
to increase new yield.

There were alternatives, and | know everyone in
the room has participated in sone discussion about this.
One of the alternatives would have been to deal with the

safe yield figure. But the election was made by the
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participants to not take that sinplistic of an approach.
Safe yield is in general a long-termconcept that's based
on aver ages.

The parties partici pant wanted sonet hi ng that
nore directly related to the annual activity of the OBWMP
and the water so they elected to use the concept of new
yield as opposed to staying within the strict confines of
t he Judgnent where safe yield is defined. So the
anticipation is that there will be very close tracking on
a year-by-year basis of the new yield available to supply
repl eni shnent water for the desalter with dollars
providing for the rest of the obligation.

That is basically the concept. And genera
thought was that this was a nore el egant system that it
tracked the OBMWP efforts; it will keep the parties
focused on causing the OBWP to be inplenented and work
hard as opposed to doing a nore sinple solution. The
cost to the appropriators is huge, and they've got to
cause this OBMP to work or else it's going to be a bad
decision on their part. So it's both an expression of
faith and a chal |l enge.

There are sone other things that are in this
particular article. It's just a recognition of fact that
you can have a repl enishnent obligation will arise

because of certain circunstances on the early transfers,
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and there's just a nechanismin here that where the
parties have agreed how they woul d neet that particul ar
repl eni shnent obligation, which has nothing to do with
the desalters but it's inthis article.

So they tried to work it out how they woul d dea
with allocations anmpongst thenselves. It's a two-tier
system They have one set of allocation rules for about
five years and then it's open. It's opened up.

I know there are probably questions since we've
asked questions about all those other things. | won't
foll ow M. Rodhani s advice

MS. SCHNEIDER: In the tradition of a few
questions, | do have a few | was concerned that there
isn't a provision in here that reflects the Peace
Agreenment provision that there will be a recal cul ati on of
safe yield at 20.10, 20.11. Is it logical to include
that provision to give that reassurance here?

MR, McPETERS: W' ve been dealing with this for
many, nany nonths. W have | ong agendas. W go back and
forth. | give themny view The Peace Agreenent has
that provision in it. The Watermaster Board itself has
passed a resolution that had the sane time period. W're
not going to redo the safe yield for ten years. So ny
mnd, it was all pretty well laid out. | think for this

presentation, | think it's anticipated. | don't recall
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| guess it doesn't state it flat-out in this rule. |
woul d see it would not harm anything or add anything to
the actual facts or what's in play. The Board has said
they're not going to do it for ten years. Parties
generally have agreed with that. | don't know why we
didn't have that particular rule in other than the way
negotiations go in witing sonething Iike this.

MS. SCHNEIDER: | actually would |ike to suggest
that I think it would be helpful to -- we're very cl ose
to a Judgnent nodification question here with the
creation of new yield and undefined provisional safe
yield. | think that by putting in a bookend where safe
yield will be recalculated at 20.10, 20.11 allows the
interpretation to be made that what you have set up with
new yi el d, provisional safe yield concepts is |eading
towards a determ nation of safe yield that is consistent

with the Judgnment. And if you don't conplete that

picture, I"'mnot sure that that interpretation is as
strong.

MR. McPETERS: Well, | certainly would have no
objection to doing that. | think everybody has agreed

it's just in different places in the Peace Agreenent and
the Board. | would have no objection to doing that. |
woul d say for nyself, being in rules and being a

resolution of the Board, if sone circunstance
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devel oped -- | don't have anything in mnd when | say
this -- that an earlier deternm nation of safe yield seens
indicated, | would think the parties could bring that to
the Board and ask for it. So | don't think its being a
rule and being a resolution, | don't believe that it is
absolutely a fact it couldn't be done before that tine.
It's not likely but --

M5. SCHNEIDER  Concern is that the definitions
have created a question and that's as to your need for a
Judgnent nodi fi cation.

MR. McPETERS: | understand the question.

MS. SCHNEIDER | worry that provisional safe
yield is not a defined term yet you use it three or four
times. | guess | suggest it could be redrafted to avoid
using that undefined term It would be better to stick
with newyield for it.

MR. McPETERS: | think that was used two tines,
once in the definition, once in the section calling it
provi si onal safe yield.

MS. SCHNEIDER | have it a couple of tinmes on
page 27.

MR MPETERS: Yeah.

MR SLATER If | can add, | think there is no
di sagreenent, none, anong the stakehol ders about where we

want to end up and the tool that we're using maybe that
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we can express what we're up to a little nore cleanly
which tends to keep us a little closer to the edge on the
appropriate side of not needing to have a Judgnent
amendnment. If that's a comment, |'msure we can take a

|l ook at that. | think clearly we intended, as provided
in the OBMP, which is an attachnment to the Peace
Agreenment, that safe yield would be golden for a period
of time and instead of doing a full-on safe yield

anal ysis, it would be approved project by project as to
what the augnentation was going to be and that --

MR, McPETERS: More direct cause and effect was
what people were | ooking for. Mre direct cause and
effect.

MS. SCHNEIDER | have a question going back to
t he annual production right definition.

MR, McPETERS: Yes.

MS. SCHNEIDER: | just think there's a technica
problemw th that because appropriative right is defined
as with regard to annual production right, appropriative
ri ght by neeting the annual production right.

MR. MPETERS: Yes.

M5. SCHNEIDER | think if you go to page 61,
the table in the Judgnent, it has the quantified
production right nunbers there. That won't equal your

annual production right. [I'mnot sure which definition
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to change, but | guess |I'm suggesting that sonething is
i nconsi stent so naybe --

MR. McPETERS: |'mnot a good one to answer that
questi on.

M5. SCHNEIDER | don't know that it needs to be
debated. Just needs to be clarified.

MS. STEWART: Actually that was one of the
reasons that we did it, put it inis partly because of
your earlier question about how do you reconcile the
10, 000 acre-feet and the 200,000 acre-foot limitations
with regard to operating yield. And so we |ooked at it,
and we | ooked at what the assigned share of operating
safe yield was on page 61, which is what that actually
is, and we realized that what we needed was a definition
t hat expl ained that the annual ampunt that's available to
the parties is a sunmmati on of their portion, of their
assigned portion of the operating safe yield, any of the
new yield, any of the water that's reallocated fromthe
agricultural pool, any water that they received fromland
use conversion. And so that particular definition, the
annual production right, is a summation of all of the
water that's available to the appropriative pool in the
year.

MS. SCHNEI DER.  And your annual production right

is not equal to appropriative yield.
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M5. STEWART: That's correct.

MS. SCHNEI DER: Look at your definition of
appropriative rights. It nmeans annual production.

MR SLATER | think the point is definitional,
wel | -taken, and we can fix it.

MS. SCHNEI DER: Those are snmall points. | have
no nore questions.

MR. SLATER | think we're on to the next
article. GCene.

MR TANAKA: Thanks, Scott. Gene Tanaka. W
represent Cucanpnga County Water District.

MR SCALMANI NI :  Cene, before you start, did you
want to put in any good slings in as M. Peters did?

MR TANAKA:  Well, | can start with the fact I'm
a |l awer.

Jean Ci hi goyenetche is going to help ne do this
presentation. |I'mgoing to tal k about the specifics of
Article 7. Jean is going to talk about an exanple of how
we're actually ahead of this process and putting in play
recharge now and putting it in play consistent with the
general concept of Article 7.

There's really two inportant points | want to
enphasi ze in Article 7. The first is the water supply
i ssue here, enhancing water supply. And the second is

protecting Chino Basin.
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Now, the first issue, water supply, ties in with
what M. MPeters said, which is this is an opportunity
for the appropriators to go out, get new yield, put it
into the Basin, and benefit everybody. The second piece,
protecting the Basin, comes fromrecharge, and | think
credit should go to Monte Vista because they pushed this
i ssue very well and very hard, and the result of which is
we have built in protections for the hydrol ogi cal bal ance
of the Basin.

Let's start with the first part. That woul d be
i mpl enenting the recharge naster plan to enhance the
wat er supply. Watermaster's conmmitted to exercising best
efforts to ensure sufficient recharge, to neet the OBMP,
and to arrange for the construction of recharge
facilities. The rules and regs got so specific as to say
that that will consist of the facilities outlined in
Table 1 of the OBMP, which is significant because that is
the laundry list of all the facilities that are supposed
to be used under the OBWP

And finally under Table 1, if those estimates
are correct, we anticipate increasing safe yield really,
which will then be newyield until the new calculation is
done, of 16,000 acre-feet. That's a lot of water. And
it's a strong incentive for the appropriators to get.

Let's tal k about the second piece, which is
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mai nt ai ni ng the hydrol ogi cal bal ance and protecting the
Basin. Again Watermaster's obligated to use best efforts
to evaluate the |Iong-term balance. They're supposed to
report on the hydrol ogi cal bal ance by 7-1-03, July 1 of
2003. And then every two years thereafter follow up and
report on the bal ance.

And finally, if -- Watermaster is obligated to
use best efforts to recharge when the groundwater |evels
have declined and there's an immnent threat of nateria
physi cal injury.

Two other points just to wap up. The first is
recharge is subject to the material physical injury test.
Second, the sources of desalter replenishnment water.

This ties in with the coments that Marilyn Levin made
earlier and sone of the other presenters have made, which
is the desalter production will be replenished. First
there'll be a transfer of production rights by purchasers
of desalted water in exchange for reducing their
repl eni shnment assessnent. The second is that we're
taki ng 25,000 acre-feet abandoned by Kaiser. Third we
use new yield. Fourth we use safe yield, and finally if
there is a shortfall, the replenishnent water will be
purchased by the Waternmaster. So that really covers the
sources of the water. And if there are no questi ons,

Jean can go ahead and start.
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MR, SLATER: Actually why don't we have Jean
make his presentation and we'll ask questions.

MR Cl H GOYENETCHE: Good norning. Jean
Ci hi goyenetche on behal f of Inland Enpire Utilities
Agency. In furtherance of the prevention of materi al
physical injury to the Basin, | thought it would be
interesting to give you a practical exanple of sonething
that's already in the works.

Recently our agency proposed a 4,000 acre-foot
recharge project in Managenent Zone 3. The environnmenta
process was initiated, and that process pronpted a
neeting of all interested parties over at SAWPA to
di scuss that recharge project. W' ve had two neetings
thus far, and it's been determ ned that as opposed to
pursuing the -- we're going to continue pursuing the
4,000 acre-foot project. But we're going to evaluate the
effects of recharge on a nore conprehensive and regi ona
basis. We're going to incorporate nore parties and
invite two ot her agencies including Fontana Water and
City of Ontario who nmay be interested in this particul ar
process. And so we're approaching it on a nore regi ona
and conprehensive basis. The rules are already being
i mpl enented to a degree at this point in tine.

MR, TANAKA:  Any questions?

MS. SCHNEI DER: You tal ked about the reference
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on page 32 to Table 1 of the inplenentation plan.

MR TANAKA: Correct.

M5. SCHNEIDER: | think that | msread C, and
therefore it's susceptible to some msreading, to be
taking Table 1 as the recharge naster plan. And it isn't
clear fromhowthis is witten, | don't think, that
you're going to go forward and conpl ete the recharge
master plan. | do believe it's just a wording question,
and 1'd like confirmation that I'mreading it correctly.

MR, TANAKA: Your interpretation is correct,
that there is -- if there's any confusion, it's not
i ntended. The Table 1 is the broad paraneters of the
recharge naster plan. W wanted a quick, sinple, easy
way of hardwiring into the rules and regs our obligation
wi t hout sinply attaching and incorporating the entire
recharge master plan, or for that matter, the entire
OBWP

So, note, the commitnent is still and always is
to inplenent the recharge master plan. Table 1 is our
effort in the rules and regs to | ock that down.

MR SCALMANINI: Cene, |let me pursue the sane
subj ect, okay, 'cause | also had trouble reading the sane
thing, independently. And it says that the table will
serve as the recharge nmaster plan unless and until

anended. What | renmenber was that Table 1 was -- | wll
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call it the easily identified |ist which al so served

anot her purpose of identifying how certain, I'Il call
shortfalls or recharge in the Basin could be fixed at the
time the OBMP was put together.

But | think it's programel enment 2 of the OBWP
says there is a time frame, | think it's 36 nonths, that
there will be a recharge master plan devel oped. Table 1
is really a nmaster plan.

MR TANAKA: Correct.

MR SCALMANINI: So when | read unless and
until, you know, then |I thought, wait a mnute, are we
doing this or aren't we. So you understand the idea of,
we' ve got things identified. | think Mark woul d cal
themthe, you know, easily identified things that we know
we can do in the Basin. And we being you. And so that's
fine. And it can be called something. And there is this
ot her piece of work that was going to on go, field
i nvestigations and geol ogi ¢ study, et cetera, that would
culmnate in a docunent. I'Ill call it a report or
whatever. You can call it a recharge master plan. That
gives you the inpression that mght not happen.

MR. TANAKA: Sanme response. | agree with you.
And probably what should happen is in the rules and regs
we' ve got to be careful when we use a termrecharge

master plan and tie that to Table 1 because Table 1 is
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only a part of the recharge naster plan. So we just need
to correct the | anguage.

MS. SCHNEIDER: On designation of in-lieu areas,
is it your sense that the Watermaster can designate
in-lieu areas except for in-lieu Area 1 which is in the
Judgnent ?

MR, TANAKA: | don't know. Actually I'd have to
defer to others. | haven't even thought about it.

MS. SCHNEI DER: There is a provision in the
nm ddl e of page 35 that talks about in-lieu Area 1 is
established by the Court. If it would be reduced or
elimnated, it requires prior court approval. Sort of
begs the question of the designation of any in-lieu area.

MS. STEWART: | believe that where this cones
from actually says Waternaster may expand or reduce or
do anything to in-lieu areas, except if they want to
elimnate in-lieu Area 1, then they would need to go back
to the Court. And they have actually taken action in the
early '90s to nake the entire Basin an in-lieu area.

MS. SCHNEIDER. Who is "they"?

MS. STEWART: Waternaster. This is in the
adm tted actions and things fromthe pools and the Board.

MS. SCHNEIDER: So does this reflect what the
Wat er mast er has al ready done?

MS. STEWART: This is basically -- this is
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reflective of what is currently in the Judgnent. So if
WAt ermaster wanted to take action in the future to reduce
the in-lieu areas of the full Basin to sone portion of
the Basin, other than reduce in-lieu Area No. 1, they
could do that again by action within the committees and
the boards. This is howit's designated, | believe, in

t he Judgnent.

MR. TANAKA: Wiere are the exhibits? Correct ne
if I"'mwong, but as | recall, the Court has set in-lieu
Area No. 1. And | think the notionis -- and it
presently covers alnost the entire Basin, if not the
entire Basin.

MS. STEWART: No. In-lieu Area No. 1 is
essentially Managenent Zone 1.

MR, SLATER. You were correct in your initia
prem se. The basis is correct.

MR, TANAKA: The Court has the authority to
reduce it or elimnate it, and then Watermaster would
only be entitled to that expanded.

MS. STEWART: \Waternaster can establish in-lieu
ar eas.

MR Kl NSEY: Page 76.

MS. STEWART: Thank you.

MR, SLATER It's Exhibit Ato the -- page 76 of

the Judgnent. This was intended to reflect, as |
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understand it, there is in-lieu Area 1. Witernmaster upon
reconmendati on fromthe advisory conmittee can add to it.
And then simlarly contract so long as it doesn't
contract below what initial in-lieu Area 1 is. So it has
discretion to nove and contract, expand and contract
beyond 1 but not to reduce | ess than 1.

MS. SCHNEI DER: Ckay. On the sanme page, 385,
there's a reference in B, nmethod of operation, to form
Is that going to be form4, the application for indirect
recharge?

MS. STEWART: | believe so

MS. SCHNEIDER: | have sonme questions about
every one of these forns, and |'m not sure when to
address them

M5. STEWART: We haven't addressed them

M5. SCHNEI DER:  You nean the WAtermaster Board
hasn't addressed fornms yet?

MS. STEWART: Nor has the working committee.

MR. SLATER  The status of the forms is that
there is not -- the stakehol ders have not cone to an
agreenent on the appropriate -- whether the forns that
have been circulated in the draft do the job. They have
been circulated for input, and they are the best
representati on of where we are today. But | think the

parti es and Wat ermast er have not approved the forns yet.
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And | think they would be -- parties would be happy to
receive input from Referee about their concerns or issues
regarding the forns, find that to be very useful to
novi ng this process al ong.

MS. SCHNEI DER: Maybe since we're on it, let nme
ask a few questions about the forms. It is the idea that
the Waternmaster needs to obtain factual information to be
able to make a finding and determ nati on on approving a
transfer, for exanple,

MR. SLATER  The answer to that is yes. There
needs to be sufficient information in the application
that's provided by the applicant that will provide a
record for decision by the advisory conmittee and the
Board. It is understood that the forns should acconplish
t hat .

MS. SCHNEI DER: There is a presunption that
there's no material physical harm unl ess soneone raises
the question. 1s that correct?

MR, SLATER. There is a presunption as to
certain neasures that in recharges, transfers, as an
exanpl e, certain forns of storage, as an exanple, that
there is a rebuttable presunption that the activity would
not result in physical injury. Oher types of
applications, the presunption exists, for exanple,

storage recovery program which is the broader.
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M5. SCHNEIDER But the sense is that these
forms woul d provide a way to give the Watermaster the
information that it mght need to make that factua
det erm nation approving a recharge --

MR SLATER.  Yes.

MS. SCHNEIDER: -- calculating a transfer.

MR, SLATER. W have to preserve that function
as well as the function of providing notice to all the
parties in the Judgnment about potential inpact of what
may occur as a result of a transfer either to the
i ndi vidual parties or to the Basin as a whole.

MS. SCHNEIDER: | guess the picture | was
begi nning to have of this is that a proposal could be
made for recharge or transfer, whatever, and if no one
happened to object, there would be a presunption that
woul d apply and the approval would be given. And yet the
WAt er mast er woul d have not necessarily made a record
based on findings and facts as to why that approval makes
sense for that particular transaction and the Basin as a
whol e. Yet sonme of these forms give the sense that there
is a nore general inquiry.

So the forns -- for exanple, form 10 tal ks about
mat eri al physical injury and asks, Is the applicant aware
of any potential nmaterial physical injury to a party that

may be caused by the action covered by the application
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Yes or no. And it says if yes, what are the proposed
mtigation measures. It never says if no, give us facts
to explain why not. And it's those facts that woul d be
the basis for a reason of Waternaster approval of a
request for action.

So that's a very basic kind of comment, but
it's -- | also didn't take the time, but | don't believe
the forms reflect the text of the rules yet either.

This is like the accounting provision which is
not in the rules, an opportunity to put nore of the
puzzl e together and yet a different way that when cross-
referenced with what's in the regulations and the
accounting procedures, would help to clarify, nake
accessible what's going on. So | would urge that sone
consi derable effort be made to nake these forns better.
| realize it's still in the early circulation period.

MR, SLATER. On behalf of the parties and
Wat er mast er, any comments, any nore specific coments
that the Referee nakes, that we conme away fromthis
wor kshop with, after reading those, as soon as we acquire
those, we will take those comrents into consideration.

M5. SCHNEIDER | think when we're through with
these presentations and ny interruptions, naybe we coul d
talk a little bit about a schedule for that.

MR HLL: Excuse ne. May | interject for a

57



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

second. | think that was one of your concerns were one
of the reasons why we actually had a provision put into
the rules and regul ati ons about a Watermaster staff
report before action was taken on these things. So it
woul d require the Waternaster as well to analyze all of
t hose.

MR, SLATER. To anplify Boyd's conments, when we
get to Article 10 and we nove to the process of who's
doi ng what, when, and how, | believe Jean or Burt wll
explain the staff report and how that fits in.

MR. G NDLER. Jean will be glad to explain that

MR. SLATER Ready for Article 8, then, and
storage. W have Carole and Ray both?

M5. MCGREEVY: |1'mgoing to do the genera
statenent and then turn it over to Ray Wellington

I'm Carole MG eevy from Jurupa Comunity
Services District. Section 8 deals with the storage of
the Basin. Waternmaster has the responsibility to nanage
and control storage within the Basin and al so, as the
Ref eree pointed out, to do the accounting for the storage
in the Basin.

Rul es and regul ations ensures this is done in
conpliance with the Judgnent and the Peace Agreenent.
Currently we have 201, 365 acre-feet of existing stored

water. This is broken up between the appropriative poo
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and the non-ag pool.

Fut ure supplemental water storage is linited to
50,000 acre-feet until the year 2005.

Section 8 protects existing storage for both
| ocal and suppl enental agreenents. Any agreenents that
woul d have expired prior to July 1st, 2005 -- that's
2000, sorry -- will be extended to July 30, 2005. This
is not tied to the 50,000 acre-foot limtation.

Al'l future storage and recovery of any kind wll

require Watermaster Approval. Any naterial physical
injury nmust be mtigated. |If mitigation is unable to
occur, approval will not be given.

There are five conmponents to be included within
the storage agreenent: How much and for how | ong,
priority versus safe yield use, howit's to be delivered,
accounting of |osses and anobunt of storage, and schedul e
for wthdrawal .

I f supplenental water is stored wi thout an
approved agreenent, the water is then considered to be
abandoned.

A request for quantification of suppl enental
water in |ocal storage nmust be submitted to Waternaster
by May 1, 2001, and the Waternmaster will respond by
May 31st. |If no request is made to Waternaster for

guantification, it will be considered that this water is
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Basi n water.

Storage of unused safe yield and operating safe
yield water is done with a | ocal storage agreement. Once
again, this has to be approved by Waternmaster. And if it
exceeds the carryover right, this will be the first water
that is used in the subsequent year.

MR, VELLINGTON: My nane is Ray Wellington. |
serve as general manager, San Antoni o Water Conpany, and
as one of the two representatives on the advisory
conmittee for the major producers.

As Ms. MG eevy has just covered, those were the
general provisions in the Section 8, and there are sone
speci al considerations for certain areas in storage that,
bei ng | ocal storage specifically having to do with excess
carry-over water, which is the cumul ati ve unproduced
wat er of the producers in the Basin. Also for the
suppl enrental water, which of course is the inported or
recycled water. And thirdly, for the groundwater storage
and recovery programor the nmajor programthat we would
nore commonly call conjunctive use.

Under the issue of excess carry-over water, the
docunent protects existing and additional carry-over
wat er stored and held through October 1, 2005, without
any specific limtations unless there are extenuating

circunstances that arise. |f such storage is subject to
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limtations, they would be -- they would be set in
accordance with material physical injury criteria
contained in the rules.

After October 1st, 2005, any such storage woul d
be subject to the |oss provisions that are addressed in
the rules. These provisions are adjusted based upon
technol ogi cal information fromthe nmonitoring anal ysis.
And any such storage applications submtted after that
date woul d be considered in accordance with the
procedures set forth predominantly in Section 10 of the
rul es and regul ati ons.

On the subject of supplenental water, such
stored water after July 1, 2000, is subject to
limtations under the material physical injury provision
and a cumnul ative cap of 50,000 acre-foot primarily for
the benefit of the parties to the Judgnment in order to
manage snaller |ocal storage issues of interest in the
Basin. Any applications for |ocal storage of
suppl emrental water would be received on a first in tinme,
first in consideration basis. And after Cctober 1st,
2005, the applications are subject to reasonabl e
l[imtations to be set by Watermaster, the |oss
provi sions, and any reasonable mitigation that may be
required in order to avoid material physical injury.

On the larger program groundwater storage and
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recovery, Watermaster is to request proposals from
qual i fied persons and to followthe criteria set forth in
this section that no nore than one-half mllion

gallons -- excuse ne -- half million acre-feet of storage
within the Basin would be used. This allows for

conj unctive use, but it also allows us an opportunity to
gather further data, as we're doing now, in order to
assess the condition and capability of the Basin to take
nore than that, which we anticipate there is sone
capacity for that.

Any such program nust provi de nutual benefits to
the parties to the Judgnent and any conpensation received
fromsuch prograns woul d accrue to the benefit of the
parties of the appropriative and non-ag pools in the
formof reduced costs and reduced assessnments to the
wat ers.

Wat ermaster retains full discretion to negotiate
and/ or deny any request for storage and recovery and to
i mpose conditions that fully mtigate any threatened or
potential of material physical injury.

The last itemin this section deals with the
recapture of water that is in storage. Shows any type of
recapture of water rmust conformto a recapture plan that
has been revi ewed and approved by the Watermaster. And

if it's necessary, on the part of the party to anmend the
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plan or collectively, if there is some concern about the

threat of physical injury and it gets anended, then that

amended plan nust be in place before they can extract the
wat er .

And Carole and | would be happy to answer
guesti ons.

MS. SCHNEI DER: | have a question that goes to
sections in Article 10 where it's tal ki ng about the
process of getting the qualifying storage agreenents.

And 1'mgoing to page 54 and 55. | guess ny question is
that, am| correct that there seens to be an existing
approval , preapproval, if you will, of these carry-over
wat er storage agreenents and | ocal storage of

suppl emental water in the article?

MR, VEELLI NGTON: That is correct. It protects
water that is already in storage or that could be added
to storage while we're going through sone of the
adj ustment process and i nplenenting the OBMP in the early
st ages.

M5. SCHNEIDER: So is it, then, the case that
the Watermaster doesn't have discretion, if he feels, if
he is advised that the water is in storage or will be
going into storage, and it then has to approve and give a
storage agreenent for that water.

MR, VAELLI NGTON:  Your observation is generally
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correct as long as there is no threatened or potentia

mat eri al physical injury. That is the underlying factor
that we're all sensitive to in this negotiation process.
And if either through Waternaster staff's review of this
i ssue of storage, that will arise along the way or if any
other party raises, then it would be | ooked at to see
whet her there would be sone type of harmthat would arise
shoul d they be either continued or expanded.

MS. SCHNEIDER: |'m 1l ooking at page 55, first B
in the mddl e of that page. It says each producer shal
have a right to store its unproduced carry-over water at
| east until 2005. On page 54 in the middle of 10.6, the
party shall be deenmed to have Waternaster approval to
store all of that carry-over water, and later on
suppl emrental water. And reading those, |I'm confused
because | thought there was a material physical injury
i ssue that woul d be addressed for every storage
agreenent, and yet there seens to be sone conflict
between the right to get the agreenent and the approva
that has to be given and the application of the harns

provi si ons.

MR WVELLI NGTON: | understand your --
M5. SCHNEIDER |'mtrying to ask a question.
MR VELLINGTON: | understand your understandi ng

of what you're reading. Al of us in the negotiation
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process all have a very clear understandi ng of nost of

t he provisions of the Judgnent indicating the Watermaster
shal | not extend approvals for harmto the Basin. That's
why | said what | did in ny presentation.

MR SLATER. If | can anplify, as part of the
desire to protect existing investnments and bal ance t hat
with the desire to open up opportunities for a nore
regi onal storage and recovery program and bal ance t hat
with potentially trying to protect agai nst materi al
physical injury to the Basin, what the parties | anded on
really is a two-pass treatnent of storage. The first is
that type of storage which is broad and regional in
character and the second which is local. The type that
is broad and regional in character is referred to as a
storage and recovery program And that will be premni sed
oninitially an RFP and an application process which it
takes a | ook at fromthe beginning, the inpacts of
storage and recovery and starting from ground zero.

Wat er mast er has conpl ete discretion in how that
is treated, processed, and ultimtely negotiated in al
parts. There are no rights, if you will. No one has a
right, no party to the Judgnent, no outsider has a right
to any such prograns.

Then we follow this former branch, which is that

which is | ocal storage. And |ocal storage is unbundl ed
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into various conmponents. One conponent that seens to be
very near and dear to the parties is water which is
simply not produced. And that is water which is part of
carry-over, which is derived fromthe Judgnent, and it is
an absolute right to carry-over to be produced in the
followi ng year. Were the carry-over accumul ates, it
woul d require Waternaster approval

What this says is that the right of a party to
continue to place water into that is carry-over in form
or substance is golden until 2005. After 2005
Watermaster is going to have the right to restrict the
parties' ability to accumul ate storage through their
carry-over and subject it to yes or no tests and
conditionalities.

The second bucket, if you will, or bundle in the
| ocal storage reference is that formof storage which is
suppl enmental water. And there are caps on that anount.
And we had to devel op a baseline fromwhich that cap
could be applied and tested. So the first test was to
i nvestigate, provide for an investigation of the Basin
and to allow the parties to come forward on a uniform
basis to quantify how much suppl emental water they had
within their existing storage accounts. That will occur
by May 1st -- sorry. |Is the application by May 31?

The application nmust be submitted by May 1st,

66



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

and then Watermaster is duty bound to apply uniform
standards in defining how nuch suppl emental water is
presently in storage. After that is set, any new
applications for supplenental water is subject to the
rigorous tests and conditionality of Watermaster. The
parties can review that, but it's capped at a cunul ative
total of 50,000 acre-feet.

So when we say what doesn't require a new
agreenent, really what we're tal king about is
functionally carry-over is accumul ated and water, the
capture of water from an existing storage agreenment which
is already protected. |If it's new water going into the
account, it's going to have to neet the test of the loca
storage and potentiality of running up against the cap.

It sounds -- admittedly it's conplex. Not
backing away fromthat. It is intended to reflect
historic investments in prioritizing that form of
storage, notice |I'm saying storage not for capture, that
formof storage which is thought to raise the |east
concern.

And Ray nentioned when a party pulls water out
of storage, they're bound by whatever prior approval
Wat er mast er gave. And so they have an approval. O
course if it's a recapture plan, they must recapture in

accordance with that plan, even though their storage is
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gol den, when they pull it out, they've got to abide by
the prior agreenent, which if they want to nodify that,
they need new Waternaster approval as to that elenent.

MS. SCHNEIDER If you go to the first bullet up
there. What we're taking about is not supplenental water
but carry-over water. All carry-over water that's there
now and that is added until October 2005, will there be
storage agreenents executed for those?

MR. SLATER  There will not be.

M5. SCHNEI DER:  Never?

MR SLATER  Because as a class of potentia
projects, it is viewed as being benign.

MS. SCHNEIDER  So what is the without specific
limtations unless extenuating circunstances arise nmean?

MR SLATER Wl --

MR, VEELLI NGTON: Basically if you discover --
we're trying to |l ook ahead. W have tried to take sone
of the past patterns into effect. |If we discover between
now and 2005 that we've got a problemdirectly related to
that excess carry-over, we have an obligation
collectively to address it. That's what we nmean wi t hout
l[imtations. In other words, we're allowed to go ahead
in a past pattern because it seens that there is nothing
that would be detrinental to continuing that past

pattern, mnor bits of storage, 'cause it represents a
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smal |l portion of the overall Basin water capability. But
if we identify that there is an extenuating circunstance
we have an obligation under the Judgnent |anguage that we
cannot ignore that.

MS. SCHNEIDER: Right. So that accommobdates the
Judgrent requirement that the Watermaster does all ow
st or age.

MR, SLATER. Moving on the next item which is
transfers. | believe Mark Kinsey is going to take that.

MR KINSEY: Again, ny name is Mark Kinsey with
Monte Vista Water District. W had a discussion
yest erday when we were going over this whether or not |'d
be sayi ng good norning or good afternoon to everybody. |
know | was goi ng naki ng eye contact wth people
predicting that it was going to be good afternoon. But
we did make it good norning.

I'd Iike to thank everybody to be here today.
Before we start tal king about Article 9, transfers, |
want you to know that this is really a joint effort
between the City of Ponona and Monte Vista Water
District. W were asked to briefly sunmarize Article 9
of the rules and regul ations.

By way of introduction, | think it's inportant
to point out that transfers really are one of the

cornerstones of the Peace Agreenment. They provide an
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opportunity for the parties in Chino Basin to
collectively optim ze the |ocal resources that are within
thi s Basin.

Transfers is really a broad description that nay
i nclude the assignnent, sale, or |ease of a party's
current year production rights, otherw se known as
operating safe yield. | think they may have even changed
that to annual production rights through this process or
it may include water taken fromthe |ocal storage
accounts. So it's really a |arge enconpassi ng concept.

Under Article 9 what we do is we inplenent the
provi sions of Section 3.5 of the Peace Agreenent.

Article 9 provides process to review and approve
transfers and really incorporates transfers into the
overal | managenent franework established in the OBMP and
t he Peace Agreenent.

We're tal king about basically two types of
transfers in Article 9. The first one is the annua
transfer of overlying agricultural pool rights to the
appropriative pool. These have been terned early
transfers in the Peace Agreenent.

The second type of transfers really would be the
appropriative and non-appropriative agricultural pools.
Early transfers are found in Sections 9.5 and 9.7 of the

rules and regulations. It is really a clarification of
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the process that's been under way since 1988.

In 1988 the appropriative pool and overlying
agricultural pool established a process for the annua
transfer of unproduced agricultural production rights.
That process provided for a one-year lag in the
conmpl etion of the transfer and it gave here as an
exanple. An exanple would be that unpunped agricultura
rights fromfiscal year 1998-99 would be transferred to
beconme part of the appropriative pool production rights
for fiscal years 2000-2001. That was the one-year |ag.

What the Peace Agreenent has done is a couple
things. One is that it elinnated that one-year lag in
terms of that transfer. It also established a m ninmm
annual transfer of 32,800 acre-feet through the
appropriative pool. Next slide, please.

Article 9 al so provides specific |anguage that

does a nunber of things. It confirnms that early transfer
will not affect the production rights of the agricultura
pool. That will remain at 414,000 acre-feet in any

consecutive five-year period.

The agricultural replenishment pool obligation
whi ch was tal ked about earlier today will be based on
actual production over a five-year consecutive period.
If it exceeds 414,000 acre-feet, the agricultural poo

will be assessed for replenishment deliveries.
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Article 9 al so establishes an accounting
procedure and process for the appropriative pool to
of fset Basin overproduction that may occur fromthe early
transfer provisions of the Peace Agreenent. | believe
that is discussed in nore detail in Article 6 of the
rul es and regul ati ons.

For those transfers that are under the
appropriative and overlying non-agricultural pool, what
we're basically talking about is transfer of production
rights within these pools, and they're really general for
a coupl e of purposes. One is supplenental party's
production rights or to offset the party's overproduction
within the Basin. Again, the transfers may include
assi gnnment, |ease, or sale of the party's current year
production rights or water fromstorage. They al so may
be long-termor short-termin nature. W may have an
assi gnment of soneone's operating safe yield which is for
a five, ten consecutive year period. There may be a
one-time transfer between those parti es.

Non-overlying agricultural pool nay transfer
rights to the business pool itself, and it also may
transfer rights to the Waternmaster to offset desalter
overproduction to allow that to becone a | ocal resource
that could be utilized for the purpose of offsetting

over production fromthe desalters.
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The review and approval process in transfers is
nore clearly defined in Article 10 of the rules and
regul ations. Again, the overall ability of the process
is a detailed and very transparent process that woul d
provi de opportunities -- the parties the opportunity to,
one, understand the extent of the transfer, better
understand its potential inpact with regards to the
Basin, and it provide coments if they have concerns
relative to that process.

Then al so Article 9 provides for the integrated
review of transfers as part of the Watermaster's recharge
pl anni ng procedures that are established in Article 7 of
the rul es and regul ati ons.

It just basically, in summary, | think that
Article 9 inplenments and clarifies transfer provisions of
t he Peace Agreenent, that it incorporates reconmendations
t hat we understand have been nade by Special Referee to
provi de a transparent and open review and approval
process for transfer. It also provides a nethod to
address potential for overproduction of agricultura
rights due to the transfer process. Finally it
integrates transfer -- | believe it integrates transfers
into the overall nmanagenent frame of the Judgnent. d ad
to answer any questions.

MS. SCHNEIDER: | have a real quick question.
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In the Peace Agreenent the overlying non-ag transfers
coul d be anmong that pool and to the Waternmaster; is that
correct?

MR KINSEY: It's allowed to be transferred
within the non-ag overlying pool anongst those parties,
or it can be transferred to Watermaster for the purpose
of offsetting desalter overproduction and |I believe for
storage and recovery prograns.

MS. SCHNEIDER: It |ooked nore linmited. | just
wondered if the regul ations had changed by unnecessarily
l[imting what was al ready approved. It |ooked nore
l[imted than that, to me. And was there a reason --

MR KINSEY: W did not intend to further linit.

In fact the rep fromthe non-ag pool was here. That was

a bargained-for item so we will check the discrepancy,
yes.

M5. SCHNEIDER | don't think | have ot her
guestions. | have questions about the fornms, but | can

see that those can be held and given to nme |ater.

MR KINSEY: Characterize those as work in
progr ess.

MR SCALMANINI: In 9.2 and 9.3, there are
references to, in 9.2, the Waternaster shall base any
deci sion to approve or di sapprove any proposed transfer,

i kewi se alone and without regard to inpacts attributable

74



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

to other transfers.

And the next paragraph says, Watermaster shal
al so consider the cunul ative inpact of transfers
general ly when carrying out his responsibilities to OBWP.
It seens |ike you can't have it both ways.

MR SLATER. Well, we try. And often the canel
resulted in an effort to split hairs and to preserve the
expectations of the parties under the Peace Agreenent.
The concept is that as a general nmatter, the inpact of

transfers is going to be considered regularly, routinely,

and brought forward. So as part of -- | may use the
wrong words and Traci will probably kick ne under the
table here -- but the state of the Basin, if you will, in

taking a | ook at what's happening in the Basin, the
Wat ermaster is going to evaluate what the cunul ative
i mpact of transfers are. That's what Mark was speaki ng
of .

But when exam ni ng individual transfers, we have
a baseline against which it's going to exam ne those
impacts. It's going to be exanmined with regard to those
i mpacts that that transfer results in. And if there are
neasures that need to be taken to address transfers
generally, that will be done in the global process and
not burden any individual transaction with the

consequences of a gl obal cost.
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If each individual transfer gets examined on its
own nmerits, but if Watermaster determines that all these
transfers taken collectively are causing results, it's
going to address that in a global way and not cause two
i ndi vidual parties to the transaction to assune that
responsibility.

MR, SCALMANINI:  You started to answer ny
followup question, which is in that Section 9.3 when it
tal ks about an evaluation, it doesn't really say what an
evaluation is. Just says it's going to evaluate the
transfer. And | guess the way | wote the question
nyself, what's the intent of the evaluation and what
happens if the, quotes, cunul ative physical inpact,
unquotes, of a transfer is negative?

MR, SLATER: | think a partial -- part of the
answer |'mgoing to duck because the part of the answer
is you won't know what the renedy is until we understand
what the inpact may be. But one could draw a connection
bet ween the other activities that Watermaster is carrying
out through the OBMP including recharge and there may be
recharge strategi es which are designed to cure and renedy
def ects or inpacts that occur fromthe transfers, but
there may be other itens which are better tools to solve
the problem

MS. SCHNEI DER: Is 9.3 intended to address who
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has the burden of making the case? |s that part of the

probl enf?

MR SLATER 9.2(d).

MR TANAKA: 9.2(d). That | anguage cane from
the Peace Agreenent. And there was -- there was an

effort to bal ance the need of the inportance to the
parties to have their transactions proceed and to protect
the Basin. So it is part and parcel of the presunptions
that go with these transfers.

MR SLATER If | can also amplify. The point
is that an opportunistic contestant could unfairly -- I'm
trying to -- leg work set for sone of the regions. An
opportuni stic contestant could bollix up the process hy
strategically picking |ocations and parties against to
rai se objections. And again the desire froma fairness
perspective was to say that cunul ative inpacts are going
to be addressed cumul atively, globally by all parties to
t he Judgnent, and we're not going to require any
i ndi vidual two parties to assune those burdens.

And so the Watermaster was neki ng the decision
it's going to be -- regarding transfers, it's going to
focus on those projects specifically.

MR TANAKA: Can | meke an anal ogy,
transportation. Traffic congestion is a problem

Theoretically every project that adds one car will add to
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that problem And so you would take a | ook at that
transaction. You could stop every single house being
built because it adds one nore car to the road. That was
what we wanted to avoi d.

And then the flip side is what Scott's sayi ng,
if you have a Basin-wi de problemin transportation, in
your case, with the injury to the Basin, you need to
address it globally.

MR HLL: One nore point, and | think it
directly addresses your question, is 9.2(b) tal ks about
Watermaster -- and that's directly repeated from5. 3(a)
of the Peace Agreenent. Watermaster shall -- actually in
5.3(b) it's phrased in the negative. Waternaster shal
not approve a transfer if it's inconsistent with the
terms of the agreement or will cause material physica
injury to any party to the Judgnent or the Basin. So
think the cumul ative inpacts gets al nost drawn into the
i mpact to the Basin and prevents --

MR, SCALMANINI:  That's individually w thout
regard to inpacts attributed to other transfers?

MR SLATER Let ne just say, | tried to be
careful in ny response to maintain the hair-splitting
effect we brought to this. | think it is true that
Wat ermast er has an obligation not to approve transfers

where there is going to be material physical damage to a
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party or the Basin, and there are clearly ways wi thout
regard to the cunul ative inpact of that and you could
eval uate that. And we've already nade such a show ng
that there would be an injury, that quality would be a
factor for sure. And there are others that are
comonly --

MR, SCALMANINI: Two things conme to mind. One
relates to the punp house. Whoever gets there first
could get his transfer application, no cunul ative inpact.

For the next guy, he may not. So that's to be worked

out .

MR. SLATER  That actually -- | think our hope
is this tool will stop that from happeni ng because we'l
be exanmining and there'll be periods of tinme and then
we'll bring the data base forward and then everybody will

be acting pursuant to that new data base. So there's a
fairness in that.

MR, SCALMANINI: Cosing thing on the subject of
the evaluation, it says in 9.3(b) that Watermaster will
take the results of the evaluation into account when
carrying out his obligations under Section 6.1, which is
where it cal cul ates annual production right. |Is that
what that really nmeant, though?

MR SLATER 7.1. It was a typo and it's been

corrected.
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MR. SCALMANINI: Didn't make it on mne

MR SLATER. 7.1 is recharge. That corroborates
ny point.

MR SCALMANINI: Right. One correction has to
do with 9.6, the voluntary agreenent, which goes through
a di scussion of sonebody being voluntarily |et sonebody
el se provide water on the ground. Shouldn't there be
some kind of a closing condition that says, if the ag
punper reduces punping to an equi val ent anount.

MS. STEWART: \What kind of a neter is that that
has to be installed. It has to be applied for
agricul tural use.

MR SCALMANINI: | think | follow that. The
point is that the ag pool is engaged in a voluntary
agreenent to have the appropriator provide water to that
land. Right?

MR SLATER: Yes, correct.

MR, SCALMANINI: But it never says that the ag
punper has to stop punpi ng

MR SLATER | believe the answer to that -- and
Dan McKinney's over there, and he can enbellish on it.

MR. McKINNEY: We're assuming that this is |and
that is not otherwi se can be provided with water

MR. SCALMANI NI ;' Excuse me?

MR, McKINNEY: We've al ways assuned that the
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vol untary agreenment would only apply in a situation where
they couldn't produce water on their own | and; that they
need to go to an appropriator to produce water.

MR SLATER Joe's asking for clarification now

MR, SCALMANINI: -- assunptions. These are
rul es.

MR SLATER. | was going to suggest maybe we
give the court reporter a break. And we know, we
recogni ze that we still have the desalters to do

(Recess in proceedings from12:08 to 12:31 p.m)

MR SLATER We're already running up against an
expected tine to conplete this workshop so we want to
nove it along. | think we're ready to take Article 10,
then nove into the desalters. | think to bring on
Article 10 we've got Gene and Burt.

MR, G NDLER. Good March 8 everyone. M nane is
Burton Gndler. | ama senior counsel with the
Los Angel es office of Mrrison, Foerster, and we're
special counsel to the San Gabriel Valley Water Conpany
and its Fontana Water Conpany division. And | would Iike
to nake a few prelimnary remarks on Article 10 which
deal s with applications, contests, and conplaints. And
then Gene Tanaka will follow up with sonme of the nore
details.

As the first point indicates, the procedures set
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forth in Article 10 are one of the keys in protecting the
Basin. | would |like to add just a personal note to that,
and that is my experience in the course of these
negoti ati ons nmakes clear to nme that Article 10 al so
provides what | would call a due process type protection
to the persons involved so that everybody woul d be
treated fairly and furthernore so that everyone woul d
believe they were being treated fairly. The appearance
obviously is as inportant as the fact.

Now, when Scott opened these di scussions today,
he nmentioned quite specifically the fact that conprom ses
were a key el enent of this docunent. And one of themis
right at the end of the docunment, Section 10.26. And
it's such a neat exanple of how these things work that
thought I'd just take a few mnutes to explain that
particular conpromise, and it deals with the question of
frivol ous contests.

There is another phrase in there called
sonmething like repetitiously unsuccessful sinilar
contests, which I have trouble saying and renmenbering
but | include that as part of the frivol ous contests.

And there were two views anong the negotiators on
frivolous contests. There were those of us who said, we
don't want to be put to the expense and the tine of

having frivol ous contests filed against us. And we think
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that if you have a substantial filing fee and if you wll
have sanctions for frivolous contests agai nst people who
pursue them-- the outline says prevent frivol ous
contests, but | think maybe strongly di scourage m ght be
a better term

So that was our view. Then there were those of
them who said, that's not right. 1In the first place, if
you have a substantial filing fee, it m ght discourage
sormebody from making a filing of contest that has nerit.
And why shoul d we assune that people will file frivol ous
contests in the first place. Let's assune that everybody
is a good person.

So the conproni se that was worked out appears in
that last bullet, that there is no filing fee and no
sanctions for frivolous contests. But if experience
shows that frivolous contests raises a problemand it's
somet hi ng we have to be concerned about, that it makes
clear there will be a reopener to consider various issues
including the matter of filing fees and/or sanctions for
frivolous contests. | believe that the docunent in fact
says it would be by way of a court-approved resol ution of
Wat er mast er .

The second thing that we put in was a prevention
that made clear that if a frivolous proceedi ng was

initiated before the Court, the Court has its own
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authority to inpose sanctions and nothing in this
docunment was designed to suggest that the Court shoul dn't
exercise that power in an appropriate situation.

So what was a, you know, we want X and you can't
have X was resolved in the matter that |'m not sure
everybody is a hundred percent happy with but everybody's
perfectly willing to live with it. | think now Gene is
prepared to pursue the details of how the applications,
conflicts, and conplaints will be pursued

MR TANAKA: Thanks, Burt.

As Burt alluded to, the negotiations that went
onin Article 10 -- and | think Article 10 was perhaps
the hardest fought part of these rules and regs -- and |
think it was the hardest fought because that's really
where the rubber neets the road. And the Referee's and
the consultants' questions sort of highlighted that too,
because it is here that we're going to see the materia
physical injury test applied on the one hand to protect
the Basin. On the other hand, we have the transactions
that the parties feel very strongly they want to nake
sure that they can still continue to do. And they want
to nake sure it will proceed. That was where all this
tension gets worked out.

First and forenost |'d |ike to point out that

this is broad. There was a | ot of discussion on how
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broadly will Article 10 be. And ultinmately we ended up
sweepi ng pretty broadly to cover recharge and transfer
applications, qualified storage, recapture applications
for reinbursement or credit and conplaints of nmateria
physical injury. So Article 10 covers a |ot of
territory

My comments are going to divide into four
pieces. First we're going to talk about the application
process. Second we're going to talk about the contest
procedure. Third we're going to talk about the conplaint
process. And finally we're going to end up tal king about
the hearing. That's sort of howl, in ny mind and in
this outline, divided up the discussion.

Let's start with the application process.
That's right down here on 2. First of all, an
application is filed. And then the second point is we
get the Waternmaster sunmary and anal ysis of the
application with 30 days' notice. This is the section
that Boyd Hill was referring to. This is where the
Watermaster will take that application and analyze it and
summarize it. W spent a lot of time fighting over
whet her it should just be summary, whether it should just
be notice, whether it should be analysis, and this was
the conprom se we reached

At the end if you look at Section 10.10, 10. 10,
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you can see that we've built in that the Watermaster is
going to provide its own analysis. Sone of the parties
that didn't have the resources to fully analyze this but
still had concerns were very adamant that this was
important to be in there because they wanted to take
advant age of the know edge and the resources of the
Watermaster to take a first cut at it, because not every
party can afford to do that.

Then we had the pool comrittees reviewi ng each
application so we can get their input, and finally we had
the advisory conmittee and Wat ermaster Board deci di ng
uncont ested applications. They will al so decide
contested matters, but I'mtrying to keep to the fornat.
And so the advisory conmittee, \Watermaster Board
interface on uncontested applications. Go to the next
slide, please.

The contest procedures. Where there's a fight,
where there's an issue, the effort was made to ensure
that all of the issues get aired, analyzed, and
di scussed. So the contest is filed. It's based on the
concept of material physical injury. Then 14 days -- it
has to be filed 14 days before the advisory conmmttee
considers it. And then the contestant is required to
produce all of its, his, hers, its docunentary evidence

seven days before the hearing.
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The applicant has the option of answering that
contest, but it is required to produce its docunentary
evi dence three days before the hearing. So the idea is
that by the time we get up onto the hearing, we will now
have had a WAaternmaster summary and notice 'cause it's
provided for all applications and analysis, and we will
have had the allegations by the contesting party, and
then we're going to have all the docunentary evi dence
avai |l abl e and produced.

Now, follow ng along on a different track, but
very simlar is the conplaint process to protect the
Basin. That's the provisions right down here. Now, the
conplaint process is not -- is triggered by a situation
that a party or parties are aware of that are causing
mat eri al physical injury to the Basin. It's not
necessarily tied to an application. So if the
circunstances are whatever they are and they're causing
injury, a party can pull down this process and file a
conpl ai nt.

When that happens, any party may answer 14 days
after notice, and again Watermaster sunmarizes and
provi des notice just |ike any other application process.
The contestant produces docunentary evi dence seven days
before the hearing. Hearing is set 30 days after

Wat er mast er receives notice of the conplaint. And again,
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pool committees input into the process under Rule 10.21.

Now, finally we get to the hearing process,
which I've described as a full-blown adjudicative
process. It is about as close to -- it is blowing up an
admi ni strative hearing to the closest to court
proceedings as you're going to find, | think. And what
you've got there is it applies to contested applications
and conpl aints of material physical injury. The hearing
officer is selected fromthe panel. The panel nust
consi st of individuals with both expertise technically
and famliarity with the Basin. W did not want to have
peopl e comng in, while they nay be technically
know edgeabl e, but completely unfam liar with the Basin.

Next the Hearing Officer will receive evidence,
hear argunent, and will prepare a record, make findings
based on substantial evidence. The parties may be
represented by counsel. They make argunents,
cross-exam ne witnesses. And there's provisions to
submit briefs as well.

Finally, the advisory commttee, Waternaster
Board will consider the application and conpl aint and
base their decisions upon substantial evidence in the
record.

It's very inportant, and we spent several days

on the next bullet point, the respective powers of the
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advi sory comrittee and Waternaster. They remain the sane
as they are in the Judgnment. The hearing officer is an
addition, if you will. He or she will provide proposed
findings and will conduct the hearing. That record and
proposed findings will then be transmitted to the

advi sory comrittee and the Waternmaster Board to decide
pursuant to the powers under the Judgnent.

And finally there's no restriction on the right
to judicial review. Judgnent provides that if the
parties are dissatisfied, they can appeal it to the
Superior Court for de novo review.

That's really it, unless there's any questions.

MR. SLATER  Thank you, Gene and Burt.
Appreciate it.

MS. SCHNEI DER: O course | have sone guestions.
I was confused by Article 10 about Section 10.25(d).

MR TANAKA: |'msorry. Wat section?

MS. SCHNEI DER:  10.25(d). And | guess ny
initial question is a very mundane question. |t appeared
tone, and | don't really think that it was intended, but
it reads to ne that you have redefined Waternaster for
purposes of this subsection to be something that is, in
paren, advisory commttee and Waternaster Board.

Waternmaster is defined here and ot her places as

the Watermaster Board. So literally, M. Tanaka, if you
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read -- to nme, if you read 10.25(d), it indicates that
Watermaster is for this subsection purposes, some new
conbi nati on of the advisory comittee and the \Waternmaster
Board. |s that intended?

MR. TANAKA: No. It's -- well, it sounds like
the point you raise is again an issue of drafting to make
sure we clarify this.

MS. SCHNEIDER: | think so

MR. TANAKA: And the Waternmaster's action wll
be first -- | guess as | think about it, we have sort of
| unped together advisory conmmittee and the Board as
nmaki ng the decision. But if you think about the
Judgnent, the Judgrment tal ks about -- in Section E tal ks
about paragraph 31 of the Judgnment. That's really taking
a review fromthe Watermaster Board's decision. So |
think we'd have to clarify that.

The point we're trying to make is there are two
bodi es that are involved in the decision-making process,
the advisory committee and the Watermaster Board. And
that relationship is exactly the same as it is presently
under the Judgnent and it's intended to stay the sane.

So to the extent that subsection Eis really talking
about, under paragraph 31, an appeal of the Waternmaster
Board -- excuse me; "E' -- a Watermaster Board deci sion

and we should clarify that.
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MS. SCHNEI DER: Ckay. Maybe | shoul d descri be
my understandi ng of the process, then, that if sonething
is contested -- | don't think this inplies if it's
uncontested. If it's contested, it goes through the
pools. Each pool |ooks at the question.

MR TANAKA: Correct.

MS. SCHNEI DER:  And then the advisory comittee
| ooks at it.

MR TANAKA: Correct.

MS. SCHNEIDER: And then it goes to the
Wat er mast er Board.

MR TANAKA: Correct.

MS. SCHNEIDER: And there's nothing, then, in
10.25(d) that's intended to change that order of
proceedi ng?

MR TANAKA: Correct.

M5. SCHNEIDER: | do think that needs sone
redrafting.

MR TANAKA: | agree.

MS. SCHNEIDER: | have one other question. |
didn't bring the package with nme, but the February 15th
agenda package fromthe Waternmaster, it had sone
transactions in it as exanples -- | don't have it with
me -- where it indicated in a notice format that a

transfer had been proposed. No one had objected, and
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therefore the Waternmaster approved the transfer. One of
my questions, it appeared to be as if these rules and
regul ations were in effect.

MR SLATER If | can answer that.

MS. SCHNEI DER: That's just ny prelimnary
guesti on.

MR, SLATER. They were not presunmed to be in
effect. The parties in Watermaster have pl edged to act
consistent with the Peace Agreenent on a go-forward
basis. W've been chall enged by the absence of having
rul es and regul ati ons which specify with sone clarity
what Watermaster staff is supposed to do. So the staff
and the advisory comittee and the Board have essentially
followed a path of distributing the information, running
it through the various committees. These rules and
regul ations would require nore in the formof notice
clearly defined notice, clearly defined process, clearly
defined summary, analysis, and ultimately a staff report
bef ore Watermaster would act and existing process and --
woul dn't be inconsistent with existing process. |t just

hasn't been done.

MR HILL: In 10.17(b), | believe, that has
t hat .

MS. SCHNEIDER  You're pretty much answered ny
mai n foll ow up question. | don't know what 10.17(b) is.
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M5. STEWART: . . . shall be considered at the
first regularly schedul ed neeting of the advisory
conmittee following the expiration of the contest period
That's what it says here.

MS. SCHNEI DER: M foll ow-up question was, going
back to the items in the February 15th agenda package, it
seened that the Waternmaster approval was based on the
presunption of no harmand no one had brought up an issue
wi th what ever those transactions were. And ny question
was, if you were trying to foll ow these regs, where was
the Waternaster report contenplated in Section 10.10? |
think the answer | just heard was it isn't there. It
certainly neans nore than the conclusionary paragraph

relying solely on a presunption. And is that correct,

Scott ?

MR, SLATER. Yeah. It is correct to say that
Watermaster will not operate on the bare presunption
al one, that the bare presunption -- that the presunption

itself rmust be suppl emented by an application which
satisfies the criteria set forth in the application,
proper notice, proper staff summary and anal ysis, and at
a mnimum before the action is taken, having been
processed through the pool conmttees and the staff
report which may include reference to the presunption and

may i nmpact the decision but it wouldn't be a fair
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presunption, which is what we've been operating under.

MS. SCHNEI DER: The presunption doesn't replace
the 10. 10 report by any neans?

MR. SLATER  Correct.

MR HLL: Just to clarify, | said a report, and
| was referring to 10.17(d), not to what Cene said he
thought | was referring to, which was 10.10. 10.17(d)
does tal k about a staff report.

MR, SLATER: There are again separate
requi rements. The notice and application is acconpani ed
by a summary and analysis. That's to ensure that the
worl d gets notice of what's happening. But before the
Watermaster acts, there will be a staff report which is
reflective of the matter that's before the advisory
conmittee and t he Board.

MS. SCHNEI DER:  Thank you, M. Tanaka.

MR. SLATER  Should we now turn to the desalter
conponent ?

MS. SCHNEI DER:  Yes.

MR. SLATER  The first half of our report was
really one that |'mproud to say that we've applied
effort and achi eved or received sone proof from our
effort. The trilogy of our program since we cane
together |ast February for the first tinme really in this

process was we wanted to have the OBMP and the Peace
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Agreement put together. W needed to have the rules and
regul ations, and the last piece of this trilogy in ny

nm nd was the desalter agreenments which were going to
effectuate the intention of the parties and their

ri sk-sharing

We have been chall enged by the fact that Western
Muni ci pal elected to condition its execution of the Peace
Agreement by a resolution which created a |list of
concerns that it had that must be satisfied before it
woul d rescind its resolution. Since its initia
execution of the Peace Agreenent in August, there have
been several extensions by Western not rescinding its
resolution but again extending its conditionality.

And the parties to that process, which is a nore
narrow group than all parties to the Judgnent, have been
wor king on trying to devel op the necessary contractua
agreenents, whether they be a termsheet or nore conplete
contracts between purchasers and sellers since at |east
August of l|ast year. They have -- | stand before you
today without a pronmise of a termsheet, and | think that
there are several reasons for that, the first of which
has been there is the ongoing distraction of doing other
things including these rules and regulations. O her
processes related to the Prop 13 funding. There has been

an effort to garner some Met funds, so there are sone
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excuses, there are sonme pitfalls that were frankly
unanti ci pat ed.

The project is being managed by | UA and by
Western through the auspices of SAWPA, and it was SAWPA' s
decision to hire a consultant, bring himon board.
Directions were given to develop facility plans and cost
paraneters that all of the parties sonetine in, | guess,
Sept enber or COctober deci ded were necessary before they
woul d execute the type of commitment that Western was
| ooking for to rescind its resol ution.

So Western insisted on certain conditionality
bei ng satisfied. That in turn then required further
devel opnent of the facilities plan and financial plan,
and when those efforts were undertaken, they were
m sgui ded. And the effect of the initial round of the
facilities plan was that the plans that the consultants
came back with were not responsive to the paraneters of
the Peace Agreenent or really what the parties wanted.
So we | ost several nonths.

The facilities plan was then run through severa
iterations, and finally we got a conpatible Iist of
approximately 10 alternatives. And that was generated in
| ate January and in February.

Now | ' m pl eased to say that the facilities plan

has really been narrowed. It was narrowed initially to
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probably three alternatives, and as of yesterday
afternoon | can report that all but one of the parties

i nvol ved conpletely support alternative 10. And Dave
Argo is here if you want to have a further description of
what's involved in alternative 10. That would be all of
the purchasers are wed now to alternative 10

Western is not wed in the same way to
alternative 10. It has said it is willing to go forward
under the premi se that alternative 10 satisfies the needs
of the parties, but it wants to subject the alternative
10 to sone further analysis to nmake sure that there's not
goldplating going on in that facilities plan. And
secondly it, on its own, wants to keep alternative 9
alive. Wy? Because alternative 9 results in about
5 1/2 mllion dollars less in capital expenditures.

The parties had identified a 75 million dollar
target as the capital required to construct the desalter
facilities as sort of the benchmark cap, and
alternative 9 cones in at about 69 mllion and change
So it's sinply a cheaper project. So Western has
indicated that it wants to, on its own, without sending
the thing out, anything out to further consulting, try to
sit down and work with the parties to consider whether
alternative 9 could be nmassaged and managed in a way to

neet the parties' needs.
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Wil e they have nmade that statenent and request,
all of the purchasers collectively responded that they do
not believe alternative 9 can satisfy the request because
of its inability to deliver water on the terns, schedul e,
| ocations that the purchasers required and as to be nade
consistent with the Peace Agreenent

One of the primary challenges relates to a
phasing for the city of Chino in terms of when it would
take deliveries and then, as I'Il describe in a second
that creates |layering problens and party problens for the
State of California about their ability to participate.

So all the parties other than Wstern believe
that alternative 10 is the way to go. Western says
provisionally okay but we're reserving our right to work
out Article 9.

Once the facilities plan is understood in that
context, the question of financing, what are the
financi al consequences and do they neet the paraneters
negotiated in the Peace Agreenent. The answer to that,
at least to this point in tine, having gone through
several iterations by Smith Barney, cost accounting, peer
review is that alternative 10 does neet the specs and
requi rements of the Peace Agreenent, and that neans that
the product price will be less than the cap of 375 as

adj ust ed.
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Soinm view-- again in nmy own Vview as genera
counsel and in providing the services as a facility date,
not the opinion of the Board or the advisory conmittee,
but in nmy independent view, the bases -- I'msorry -- the
i npedi nents that were identified to coming to a term
sheet in the contract were facilities plan and price.
Bot h of those inpedinents seemnowin ny viewto be
overcome. And it is a question primarily of risk sharing
and whether the initial group of sellers is willing to

abide by their early conmitnent regarding the price

structure or whether or not there will be some
real l ocation of risks anbng -- on the seller's side.
That has led, | think, some of the parties to

consi der for exanple, whether Western would revisit the
potential of overs and unders with regard to the 375,
assume greater responsibility and back out, or limt
Western's role. And to the extreme there has been a
suggestion that Western itself mght need to renpve
itself fromthe process entirely and have its option, if
you will, putted to other parties who would then step up
and assune its role on a go-forward basis.

So in my view we're where we need to be for al
the things to converge and the contracts to be let, and
I'mvery disappointed to see that there's no

representative fromWstern even here today, given that
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it's their resolution. But | do note that Jean is here
fromthe Inland Enpire and the purchasers group.

We had one other issue, which | want to protect
the State's position. |'msure Marilyn's also ready to
indicate that. W had sonme question about who the proper
parties were going to be to this round of agreenents.

And we have, it seens to ne, a pathway to resolve that.
The State of California wanted to preserve its right to
purchase desalted water. And it has agreed to layer, if
you will, its request, to nmake its request through the
City of Chino and the Gty of Norco as a custoner so that
they would receive the rights as a customer as opposed to
an i ndependent -- devel oping an i ndependent relationship
with Western and | UA, which would create a whol e cadre of
| egal and engi neering issues.

And the State has both graciously and wi sely
focused on the relationship with the other agencies as
custoners. And again Marilyn is here, but conditionally,
provi ded that they can reach their own termsheet with
the supplying agencies, they will subordinate and back
out of the direct agreenents for the desalters.

To be sure, there's legal work to be done on
nuances and contract drafting but none that are beyond
the real mof what's typically done in a commrerci al

context. Wth that, |I'm prepared to answer questions,
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and | know that the parties involved in the process and
consultants are here as well.

M5. SCHNEIDER It sounds as if everyone is of
one mind in this group

MR. SLATER  That woul d be accurate.

MS. SCHNEI DER: How long will the SAWPA Prop 13
funds be out there? 1s there a risk of |osing funding at
all?

MR SLATER Well, | think Jean would like to
answer that. Jean.

MR Cl H GOYENETCHE: Last week, this week,
Tuesday nmorning | was at SAWPA, and | posed that very
question to Joe Gindstaff, the nmanager there. And he
stated to me that he felt the 56 nmillion dollars
earmarked for this project was safe. The basis of ny
guestion was, what are our tinme paraneters now, Joe.
We're running up against it, as far as | was concerned
And he said | think we're safe. That noney is there and
it's earmarked for the project and we're not in danger of
losing that. Nevertheless, | would suggest that we nove
with all haste. W are all on the sanme page now, |
believe, with the exception of some -- one party. And we
have been working diligently towards an end. W' ve
expended a ot of noney in the feasibility process.

We | ooked at nine alternatives, ten
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alternatives. Finally we rested on one, it appears, and
we're noving forward. W have every intention of noving
forward with all alacrity at this point in tine.

MS. SCHNEIDER G ven that you just can't seem
to get a definitive agreement from Western, at |east yet,
can you go ahead and put together the -- | would assune
you woul d be nmoving toward desalter agreenents and not
just term sheets now. Can you nove forward and create
desalter agreenents so at |east there's sonething to | ook
at?

MR SLATER | think the answer to that is yes,
we can. W're really at a point of no return here.
because |I don't think we want two styles of agreenents,
one with Western participating and one without them And
there may be nuances related to backing out their risk or
replacing their risk in the operation.

But the short answer is we've been reluctant to
do that but because the decision point seens to be upon
us about how we're going to deal with Western's
participation or not, we ought to be able to nove not
only to termsheets, but quickly to formcontracts.
Quickly in a commercial context, 90 days to -- 30 to
90 days before we could probably have really viable
contracts. Wat do you think, Jean?

MR, Cl H GOYENETCHE: | would agree with that.
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And maybe within that, | belong to the purchasers group
and Jurupa specifically has a neeting scheduled for this
com ng Monday; is that correct? And so | woul d suspect
that we are going to determ ne who the parties to this
agreenent are going to be and what share of risk or

all ocation of risk is going to be. Once that's
establ i shed, the agreenent can come on the heels of that.
That tinme frane is easily doabl e.

MR, SLATER:. W have a report fromthe sellers
next Wednesday. W have ongoi ng neetings. W're back to
havi ng ongoi ng neetings given the delays in the
preparation of the facilities plan and the financia
report. Parties believe that it is better to hold. And
so we are again scheduled for a neeting next Wdnesday at
whi ch one of the report itens fromthe sellers group wll
be reallocating the risk or seeking replacenment or
putting, if you will, again, Western's operation to sone
other entity.

M5. SCHNEIDER If this issue is resolved one
way or another as to Western, either in or out, wll
Western in your view execute the Peace Agreenent, renove
its contingency?

MR SLATER | wish | could answer that honestly
and accurately. To date | have been nystified so as

to -- | understood their primary obligations to be
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financial, and consequently if the risk was renoved,
there ought to be no reason that I'm aware of that would
cause themto continue with their conditional evolution.
I'mnot aware of any issue that they've raised.

MS. SCHNEI DER: Wuld you like to add to that?

MR. ClH GOYENETCHE: | have to echo Scott's
sentinents. Frommy own personal view | don't know why
they woul dn't execute the Peace Agreenent but the npst
onus aspect of that agreenment dealing with Western is the
financi al backstopping of the desalters. |If it is agreed
bet ween the parties to elinmnate that responsibility, |
woul d suspect that they would sign it. But | certainly
don't speak for them nor do | profess to know their
t hought process.

MR SLATER: It is true if one were going to
check the recorded reasons for not executing, they are
exclusively related to the financial consequences of the
desalter. Thus it would have to be a newy identified
cause or concern. And in all the dialogue we've had,
they do support the Peace Agreenent, they do support the
OBWMP. And it is -- | don't think I'msaying this out of
school. They were concerned about the prior financia
rel ationships in which they, to take a paraphrase, they
may have taken a bath financially and do not want to

repeat that experience. They're very sensitive about
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t hat .

MS. SCHNEI DER:  So you woul d be maki ng sone form
of report to the Court.

MR SLATER  Again, | think we're duty bound to
do that. |It's unfortunate we don't have a term sheet to
report to you today, and the report to the Court would be
| think that the time has come. W have the facilities
plan which in our -- in the view of all parties but one
neets the objectives, the financial plan neets the
objectives. And it is tine for Western to choose.

MS. SCHNEIDER O course, the Court is going to
be very concerned that this piece is still not worked
out. And I think that when you nake a presentation on
the status on April 19th, that the Court is going to be
| ooking for sone way to make sonet hi ng happen here.

Whet her that's sonething |ike a court-supervised

settl enment conference, which none of you liked the idea
of last time around, or sonething, | would think there
woul d be extrenme concern. So if it were possible even to
create a termsheet by that tine, that would be a great
positive step. Well, thanks, Scott.

I think we should tal k about the process from
now until April 19th in ternms of the rules and regs. |
think -- | hope that it has been hel pful in the past for

the Special Referee to file a report and recomendati on,
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| think we call it, with the Court that is set around the
outlines or identifies questions and concerns related to
the rules and regul ati ons and forns.

And | would like to try to do that by the week
of the 19th of March. 1've nentioned sone fundanenta
concerns | have about the forms, for exanple, or what I
felt was a gap on any description of accounting. You' ve
answered many of ny questions by saying that you were
going to revise, clarify some of the specific |anguage.
| would -- | think that very close to the week of the
19th, that is the deadline for filing the motion with the
Court -- you have to do that, as | understand, 26 days
before the hearing. So there's not a big anount of tine.
So | woul d hope that whatever tinkering, | would call it,
slight redrafting for clarification purposes or whatever
el se you m ght decide as a result of this workshop needs
to be done could be started and work done. | know
everyone is quite tired of working on this docunent, but
it's close. | inturnwill wite down whatever | have
left that hasn't been addressed so that perhaps that can
be of assistance.

I can see that having rules and regul ations in
place is going to be helpful. And I right nowthink it
n ght be best to recommend to the Court that there be a

provi si onal approval of the rules and regs and naybe have
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a very short list of additional drafting on fornms, for

i nstance, if those can't be done by the tinme the notion
has to be filed for the April 19th. So that there would
be a subsequent hearing, | guess, on final approval of
the rules and regs. But you woul d have a provisiona
approval and be able to operate under sone rul es and
regs. That's sonething that I will think about and woul d
appreci ate any thoughts right now.

MR SLATER. If | mght, | think that we need
desperately to have sone further definition of the
operative pursuant to the regs. The parties are
reasonably confortable with what we have, recognizing
that it is maybe even Tom Frankenstei n as opposed to
smooth canmel. And we need to do some reiterations and
after working with the docunment, but we need to be better
and have a set of rules and regul ations that nore closely
mat ch t he Peace Agreenment conmitnents and the OBMP
chal | enges.

MS. SCHNEIDER: So is the concept of provisiona
approval with a very discrete list of additional tasks
wor kabl e?

MR SLATER | would say it would be highly
preferred to the alternative. | would encourage any
comment fromthe parties. But | do think we need to get

on with the rules so -- |I'mjust one voice
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MS. SCHNEIDER: | think it's extrenmely inportant
that the main focus of your efforts now be able to nove
to the desalter agreenents. | think that's key. There
are at the sane tinme sone problens with these rul es and
regul ations. They would be better if certain changes and
additi ons are done. The concept would be to give you
some breathing roombut with a linited set of tasks
followi ng a provisional inprovenent so that you can
really turn -- | understand that you have frequent and
long and intense neetings. And I'd |like those to be on
the desalter agreenents just so you can finish.

MR SLATER  That is acceptable to Watermaster
counsel, and | would meke that recommendation to the
Board so --

MR, McPETERS: How | ong, because there is so
many meetings and so many pieces, you know, to work on,
what sonetines seenms |ike a long time really gets
conpressed. | agree we need -- we shoul d adopt these
rules, and | agree that we need to continue to work. But
| didn't get a sense of how nuch tine we had, in your
view, to continue to work.

MS. SCHNEIDER | don't have sone predeterm ned
date in mnd. You have a process that's in May that's
going to result in May 31. | don't know how ti nme-

consum ng that's going to be. Is that a fairly
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admi ni strative process?

M5. STEWART: There are a nunber of those
things that are still out there

MS. SCHNEIDER  So probably July 1st. | think
it's inportant not to go too long at the sane tine
because you want to finish with this. | guess I'm
m ndful of the linmted anbunt of tine and energy everyone
has.

MR, McPETERS: | amjust trying to nake a point,
| guess, that the deadlines that are -- come up fromtine
to time have not affected the commitnent to do the work.
The work goes on at full tilt. There is no slacking off
when -- just because we have nore time. |It's just a very
time-consum ng task, very tinme-consunming. And July is
better than June, August would be better than July. But
what ever that deadline is, we can't work any nore than
what we're doing.

MS. SCHNEI DER: Wl I, maybe the Waternaster
paper shoul d nmake a reconmendation on that. | think the
structural approach nmakes sense to nme. And |'m
interested in your reaction to that.

MR SLATER: W can run down the date
considering all the itens that are left. Traci's
coaching nme that we night be able to get it done by

March 19 -- or April 19.
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MS. STEWART: April 109.

MR, SLATER: She has nore faith in our ability
to nmove. | do take into account that there are other
things that Watermaster staff and general counsel and the
parties are going to be focused on. So maybe we shoul d
do a little tinme planning thing where all the measures
are and come up with a realistic date that we can neet.
We can do that in the papers.

MS. SCHNEIDER: | just say it would be nore
progress to have a termsheet by April 19 and final m nor
variations in the rules.

MR SLATER | don't see any party objecting to
the structural proposal

MS. SCHNEIDER: | appreciate your conments that
this is an iterative process. There is just so nuch
energy. And except for today's report on Western, it
does seemthat the pieces are com ng together and it's
pretty clear what has to be done. | do believe it's
terribly difficult work and you ought to be continuously
congratul ated on continuing these efforts. | don't think
you're doing it 'cause the deadline's hanging over your
head. | think you're working full tilt. | hope you can
sustain that |evel of energy.

| appreciate your providing ne with this

briefing today and do enjoy the occasional chance to ask
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guestions and get answers. | don't have an opportunity
to sit in on your discussions. It wasn't as nuch in code
this time as it was for the Peace Agreenent so |'m doing
better. |'mnoving up your |earning curve. But anyway,

t hank you very nuch.

MR, SCALMANI NI :  Western notwi thstanding, does
the, 1'Il call it, engineering and predesi gn work
associated with alternative 10 conti nue forward?

MR SLATER. | think that's the answer, yes. So
it's just -- if one viewed this in the comrercia
context, there is the devel oper of the idea who's created
this project, spent the nobney, and so on to getting it to
pl ace Y along the pathway. And now it would be up to
sonmebody to come in, step in and take it over for the
rest of the way. That woul d be ny understandi ng. Now,
if Western's going to have sone conditionality associated
with that, | would suspect, but that needs to be
expl or ed.

Ckay. Well, on behalf of Watermaster and the
parties, we thank you for the opportunity to explain
this, and we | ook forward to your report.

(The proceedi ngs concluded at 1:18 p.m)
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record of the foregoing oral proceedings.
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