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Report Overview

[ am pleased to present this report of the management activities for the period of March 21 through
April 18, 2016. This report summarizes the activities of management which both drive the efforts
of District staff on a daily basis, but also populates items on the Board’s agenda. This report also
addresses activities related to achieving the goals and objectives detailed in the District’s 2016
Strategic Plan.

The majority of this month’s management effort was contained in the following activities
summarized below and discussed in more detail in this report:
e Human Resources
0 Developing a personnel action process and associated documentation,
training staff in its implementation to ensure compliance with law, efficiency
and ease in implementation
0 Directing and reviewing the process of documenting the history of the
District’'s employee medical benefit program and related Board actions
e Water Supply Project
0 Met with USDA Rural Development and issued
0 Reviewed plans for installation of electrical monitoring equipment
e Project Planning and Implementation
0 Reviewed Intake Booster Pump #2 plans and specifications and prepared for
project bidding
0 Reviewed Treatment Plant effluent meter report, researched improvement
options, coordinated with state DPHS, directed meter replacement project
0 Prepared revised project descriptions for the IRWMP project submittal to the
state and coordinated project grant administration with the Mariposa County
Resource Conservation District
¢ Administration
0 Prepared internal recordkeeping procedures for policy adoption and policy
manual updates
0 Prepared document addressing questions related to “outside Place of Use”
issues and water supply for new development. Posted on website.

Strategic Plan Status Update

Below is the status of achievement on each of the objectives detailed in the 2016 Strategic Plan. A
color highlight is used to denote whether the task is on track, delayed or late and current status of
completion.
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Management and Administration ‘

Refine the financial reporting to maximize transparency and accountability

Develop an understanding of Management roles, responsibilities and performance expectations -
This item was on the March and now April agenda for Board discussion and action to develop management
objectives. The strategic plan has been completed and the Board is receiving a status report monthly.

Develop a comprehensive Board/Board member orientation program -
Develop up to date policies, organizational procedures and a supportive administrative structure -
Develop Board member Norms and Board meeting protocol

Have a solid communication plan and strategy
Improve public image of the District through a variety of means
Create a Board Committee “Plan” -

Update and improve the District’s record management system and document office procedures

Personnel and Organization ‘
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Update the District organizational chart, job descriptions and job requirements -
Update the performance evaluation process for all positions -

Perform a salary and benefits survey -

Infrastructure and Operations ‘

Develop a system maintenance plan and strategy -

Develop and implement a plan to control system leaks and keep them under control -

Prioritize Infrastructure Replacement and Upgrade Projects for system reliability, efficient
operations and investments -

Develop a Capital Improvement Plan (CIP) -

Partnerships and Relationships ‘

Increase the productivity of relationships between the District and its stakeholder -

3 Management and Administration

Human Resources - The District has very little procedural documentation supporting its personnel policy
in areas such supervisor documentation of performance issues, issuing disciplinary action and conducing
predisciplinary hearings and associated documentation. State law regarding disciplinary action for public
agencies is very complex, with specific requirements to notify employees of the intent to issue discipline
and a process for the employee to respond in writing and or to have a prediscipline conference with the
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General Manager. Due to their complexity, lack of training or fear of fear of administering an incorrect
process, in many cases necessary personnel actions have not been taken or appropriately documented. |
have identified that one reason discipline has not been aggressively pursued when necessary was a lack of
availability of procedural documents. Much effort this month went into developing a set of forms and
documents to be used in documenting performance problems and issuing the appropriate disciplinary

action.

Communications

One of the primary purposes of the General Manager's report is to address complicated,
interconnected issues such as the MID “Place of Use” for water supply from Lake McClure and
providing water supply for new development, both inside the District and out, as well as inside
the MID Place of Use and out. Director Emery Ross issued and email this month raising over a
dozen very well thought out questions and issues over which the Board has struggled in the
past 20 years. Due to the timeliness of these issues and the Board'’s historical struggles with
them; | took the opportunity to respond to the emails, then package the responses into an
informational document which was then distributed to the Board and posted on the District
website. Although the document was not an immediate priority addressed in the strategic
plan, the issue is at the core of many Board decisions and | felt it worthwhile to divert attention
to address them. The Question and Answer document is included in this Board packet for
public review.

| have committed to the Board to increase the information output to our customers to raise
public awareness and ultimately support, trust and understanding of the District. The most
cost effective means to prepare customer communication is for them to be prepared by those
who are in direct contact with customers every day; our office staff. Syndie does a fantastic
job writing information pieces when she has time to do so. Syndie and Ann Bruley were able
to prepare and post significant information on the District's website when first developed and
have done a fantastic job in informing our customers regarding water conservation
requirements and resources. Unfortunately, with Ann’s retirement, the amount of Syndie’s
time available for customer communication has decreased due to the need to train Mashawn,
and now Leslie. We have continued to implement improvements to the website, spending
many hours this month removing old documentation, and reorganizing pages to the best of
our ability. My firm has hired a full time employee who beginning May 1, 2016 will be able to
work with Syndie during busy office times to make sure that we produce a regular newsletter,
keep the Facebook page and website updated, and regularly produce customer outreach
information relevant to the project and issues at hand.

e Water Supply — The Lake McClure level has reached out permanent pump system, but we
continue to maintain the emergency floating pumps in a ready to serve condition. The
groundwater wells have readily kept up with water demand, without substantial drop in the water
level within the well. In the Operations report Randy addresses the level of effort required to keep
the float pump operational as the water level rises. We do expect that although the lake level
continues to increase significantly, that in the late fall the float pumps will once again be needed;
so they will not be removed this summer. Keeping the float pumps operational also allows us to
perform major maintenance on the existing fixed pump system.
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District Contracting - The District contracts for a number of services in the operation and
administration of the District. A district's need to contract for services or expertise is mostly based
on the complexity of the District's administrative or operations issues for which contractors are
being used. This report will briefly address some of the areas in which the District hires consultants
and contractors and the rationale behind this decision. With a significant additional effort, staff
can produce an evaluation of the cost of contracting versus conducting the work in-house for
those listed below that are possible to be conducted in-house.

General Management- In the past 8 years, the District has been through five different
general managers, the last of which receiving a salary in the mid $80,000 range plus
benefits totaling approximately $40,000 or more. | submitted an initial proposal in
October 2014 to serve as general manager for a cost of $75,000 per year. We just finished
a long standing lawsuit with the District manager from 2008, due to claims and
settlements for wrongful termination and alleged Brown Act violations. Several benefits
of contracting are lower cost, a higher degree of competency than the District can
typically attract with the salary offered and remote location, and no chance of
employment related lawsuits or claims. The District can hire a full or part time manager,
or contract o management services.

Emergency management - In December 2014 it was realized that there was a high
probability of running out of water due to continued drought. The District had no backup
plan for water supply other than trucking from the dep end of the lake, which was not an
option due to high cost $1.5 million per month) and the fact that this water was also
below minimum pool and unavailable for pumping without state approvals. My firm
entered into contract with the District to evaluate and implement an option for an
alternate water supply. This emergency contract can now be terminated as the alternate
water supply is in place.

District engineer — The District hires a registered professional engineer to ensure that
water treatment and infrastructure meets California and industry standards. The District
Engineer has the responsibility to maintain certain infrastructure records, file certain
reports, certify compliance reports, and generally consult with District staff to ensure that
we build long term, correct infrastructure. The district does not have enough work or
budget for the District engineer to be an employee of the District, therefore we hire a
consulting engineer. We develop a relationship with an engineering firm over time, so
that we do not have to reeducate a new firm every time we have an issue requiring
engineering.

Auditor — We are required by law to have an independent, qualified CPA conduct an
annual audit of our financial statements. The auditor cannot be an employee of the
District, nor can we keep the same audit firm from more than 5 years.

Design engineering — On a regular basis, the district has infrastructure projects that
require construction, and engineering design work, plans and specifications are needed
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to ensure proper bidding and construction. The District Engineer can do this work if
desired and if they have time; but sometimes the design is outside of the area of expertise
of the District Engineer, or outside of their time availability. In that case, we would
typically, although not required, to issue a request for proposals to secure an engineering
firm to design the project. The District does not have enough design work to require the
employment of a staff engineer.

Legal counsel — The District is required to retain legal counsel to give general legal advice
to the District management and Board. In some cases, county counsel can serve as district
counsel, however within our industry as an independent special district, it is not advised
to use county counsel due to conflict on some issues. Districts typically issue a Request
for Qualification for legal counsel awarding the contract based on the best fit in terms of
experience, qualifications experience and cost. Some large districts have staff legal
counsel, but that in neither needed nor necessary for LDPCSD.

Weed Control - Occasionally we have an independent contractor spray our properties
and fire hydrants to control weeds. To spray pesticides and herbicides on public property,
the District is required to hire or employ a certified applicator, which is a license issued
by the state. To achieve the licensure, classes and testing are necessary. The cost of the
license and related classes and documentation outweigh the cost to hire a contractor for
the small amount of spraying we do.

Service line replacement contractor - Management produced a report last September
describing the rationale for hiring an independent contractor for responding to system
leaks and replacing service laterals. In summary, the District | required by California law
to contract for construction work costing over $175,000 and the service line replacements
will certainly cost in excess of that amount, which will require bidding now that the water
supply emergency has passed. In addition, with the operations crew dedicated to leak
repair many days of the week, the amount of overtime increases and system maintenance
work does not get completed. The District can have staff to respond to leaks, or can
contract for the work and the decision is one of cost, convenience, need and staffing
levels.

Supervisory Control and Data Acquisition (SCADA) contractor - Installation, repair
and replacement of the SCADA, also system meters system is a technical function
requiring specialized tools, training and expertise. Not enough of this work exists to make
it cost effective for our employees to be trained and qualified in SCADA and master meter
testing and repair; therefore a specialized contractor is used.

Technology consulting — The District hires a technology contractor to install computers
and related hardware and software in the District office and plant. Normally, other than
major upgrade or replacement projects, the monthly cost is nominal for the technology
company to keep our systems up and running. There is not enough technology work in
the District to require hiring an employee dedicated to this type of work.
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e Contract finance staff — The District has operated both with financial employees on staff,
and with financial functions performed by a CPA form as a consultant (contractor). The
District in don Pedro, as with many small rural districts, have had difficulty attracting and
maintaining qualified, quality financial employees. The technical financial work of the
District requires employees with a solid understanding of governmental accounting
practices, as well as state laws and requirements. When the District has experienced
turnover in financial staff, we have had late audits, incorrect financial information, internal
turmoil, and significant fluctuations of workload on existing staff. Several years ago after
numerous consecutive staffing changes, the District hired Warmerdam CPAs to perform
the majority of the technical financial accounting functions of the District, under the
direction of the General Manager and Office Supervisor. Since that time, cost and work
output have stabilized and have me the needs of the District at the cost of less than one
full time employee.

Groundwater Well Status - We have finally received our Letter of Conditions from USDA Rural
Development. We have issued our response with a notice of intent to meet the conditions, and
we now await full commitment of the funds to the project. We have also reached agreement with
Mr. Don Pucilowski on the purchase of the easements for the well transmission pipeline and future
backwash discharge pipeline. We appreciate Don for working with the District on this important
transaction and our final purchase price for both easements was $15,000, which is within budget
and the Board's authorization.

0 Well 2 - The well will be 100% complete by this Friday except for the SCADA
equipment, which has been ordered and will be installed within 4 weeks. The
SCADA provides for automatic operation of the well, as well as logging of well
production data, pump status and run times and well water levels; all on a real
time basis.

0 Medina Well - The well will be 100% complete by this Friday, except for
completion of the permanent pipeline. The operating information from this site
will be transmitted via cable to the SCADA at Well # 5 where both Well #5 and
Medina will be logged and transmitted from a single SCADA system at Well #5.

0 Well 5 - Well #5 will be 100% completed within the next two weeks, with the
connecting pipeline occurring likely next week and SCADA as soon as parts arrive.
In addition, as soon as we receive the final commitment from USDA for the grant,
we will direct the completion of the driveway to allow all weather access to the
well sites.
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Finance

Project Grants and Reimbursements —The final reimbursement requests to DWR and the SWRCB
will be prepared at 100% project completion; likely within the first week of May 2016. The USDA
process for reimbursement is much faster, however much more documentation is required for
each item being requested for reimbursement. We expect our first USDA reimbursement request
to also be submitted in the first week of May 2016 and contain the majority of the project expense.
Budget Preparation — Staff proposes the following schedule for budget adoption:

Finance Committee review first draft budget - Early May 2016
Board review first draft budget with Committee recommendations -May 16, 2016
Finance Committee final draft review Early June 2016

Board adoption with committee recommendations June 20, 2016

Several items for consideration in this year’s budget are the funding of reserves for drought
water supply, capital improvements, contingencies, GASB 45 retiree medical obligations and a
vehicle replacement program.

Infrastructure and Operations

System Water losses — The written loss report will be handed out at the meeting. As stated in
the Operations Manager's Report, the number of leaks identified is down, and compared to 16
months ago when we had cones all over the community on leaks that we could not get to, we are
looking really well to the community.
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LAKE DON PEDRO COMMUNITY SERVICES DISTRICT
Frequently Asked Questions Related to Water Supply

April 4, 2016

2 LAKE DON PEDRQ
L COMMUNITY SERVICES DISTRICT SYSTEM MAP

#[ TUOLUMNE AND MARIPOSA COUNTIES

Submitted by:  Peter J. Kampa, Interim General Manager

1|Page



Table of Contents

B FE 163 (o (011 g o LT P PRSPPSO 3
1T U] o] o PP PRSPPI 3
District’s Role in NeW DeVeIOPMENT.........cviii e sra e nnes 4
California Water Rights and MID/LDPCSD Water Agreement.........cccuovereereaiieseeniesiesieesiesesseeeseesnes 5
Question 1. What are the legal DiStriCt DOUNTAIIES?........ccueiiiiieiiiiie e e 6
Question 2. Are the legal boundaries the subdivision boundaries? ..........c.cccevevveieiiieve e 6
Question 3. Are the legal boundaries the LAFCO County boundaries?..........cooceeieenenieneenesie e 6
Question 4. Do new outside place of use properties need to annex or were they grandfathered in when
the District made the agreement With MID YEars 8g07?........cccccvviierieeieriieieeie e e esee s se e sre e sneeseeens 6

Question 5. How can we comply with the current MID agreement that states they cannot be served with
lake water When We CO-MINGIE WALEI?..........coviiiiieieee et e nte e s e e nteeneennes 7

Question 6. Our attorney has said by adding outside place of use properties, we are in jeopardy of losing
OUr agreemMENt WIth IMID.......c..oiieieee ettt e st et e s e teeteeneesaeenteeneenreenreenes 7

Question 7. What is the penalty for violating our water license or do we operate under MID's license?. 7
Question 8. What is the cost of giving the money back to the property owners paying the availability

(== PP PR R URPPPPR 8
Question 9. The water treatment plant was supposedly designed for half build-out. How can we add
properties Without INCreasing CaPACITY? .......iiuiiieieiie ettt sttt ste et be e beeneesneas 8
Question 10. The Water Treatment Plant lacks capacity on a hot July holiday. What are our plans to
increase treatment plant capacity at DUHAOUL? ............ooouiiiiiiiie e 8
Do we have an obligation to the people paying availability for years first?..........ccccocovvviiieiieiviiennn, 8
Question 11. What does the MID map look like that was submitted to the State?...........cccccevvveveivennenne. 9
Question 12. What were the original subdivisSion DOUNAArIeS?...........cceveiiiiiniie e 9

Question 13. What laws are being broken by not placing availability funds in an escrow account and
using them for OPerating fUNTS? ..o et b e nneas 9

Question 14. Does it take a vote of the people on a ballot initiative to expand the District boundaries? . 9

Question 15. Enabling legislation states we must serve all customers of Sierra Highlands Water
Company, most of which was range land. That conflicts with the MID agreement.............cccccovevveenen, 10

Question 16. (With new development) Who pays for the main extensions and fire hydrants, if
needed? What about a property outside the MID POU?..........ccooiiiiiiiiieie e 10

Question 17. Nearly all of the 15 acre parcels on Ranchito have wells, are served District water, were
not in the original Boise Cascade subdivision and not part of LDPOA. Why are they not on the outside

O] E o o) UL € o Lo o PSSP 10
Question 18. Two other properties are served District water and do not pay LDPOA dues. Why are

they not on the outside Place OF USE rEPOIT?........oui i 11
Recommended Action Plan (IN Priority OFAer): .......ccoiieiieieiieceee et 11

2|Page



Background:

The Board of Directors of the Lake Don Pedro CSD (District) has long struggled with
understanding its water supply contract with the Merced Irrigation District (MID), the related
obligations, state and federal requirements, boundary issues, limitations on water use,
reporting requirements and the District’s role in responding to growth in the community. This
guestion and answer document is intended to address many of the questions; which were
posed recently by Director Emory Ross, who has been on the Board for several terms and
seen the associated struggles. This document is being produced in a manner for public
distribution, as recommended by Board President Danny Johnson.

Discussion:

When it comes to community growth, the District is considered a “Responsible Agency” under
the California Environmental Quality Act, or CEQA (Pronounced Seekwa), which is found in
the California Public Resources Code Section 21060 et Seq. Under California law, the District
is formed to provide specific services to an area. The type of services we provide and the
boundaries in which we provide them are determined by the Local Agency Formation
Commission or LAFCO. In our case, we are governed by the Mariposa County LAFCO.
LAFCO in general is intended by its enabling laws found at California Government Code
Section 56000, to encourage orderly growth and development in an area within a county.
LAFCO is an independent body of appointed members from cities, the county and Districts
within the county. Since Mariposa county has no cities, the 5 LAFCO members are the Board
of Supervisors. The law allows special districts to have a seat on, and vote in the LAFCO
process in Government Code Section 56332.

As a service provider, the Board of Directors sets the level of service it desires in the
community. Some service levels are set by laws and regulations, such as quality of clean
drinking water, providing a continuous water supply, operator certification and such. Other
service levels, such as whether we are going to prepare ourselves for future growth of the
region, is for the most part at the discretion of the Board.

For example, if our Board decided we were not going to plan in advance to have water supply
available for new development projects, management would not be spending time trying to find
other available water supplies when they come available. Then, when a new land
development project is proposed, the developer would be 100% responsible for all costs, up
front to develop a new water supply for the District, to be able to be served by our system. For
a small project with 10 new lots for example, the cost for the developer would likely be too high
to move forward with the project. However, if the District had built a small water supply
surplus, the project could be developed and served and the developer would pay to the District
in mitigation and connection fees the cost of developing a new surplus water supply. The
added customers if done correctly will improve the revenue picture of the District, reducing the
financial load on existing customers.
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In our case, the District contract with MID provides water for full buildout of the development,
but calculated at the 1970 customer water consumption rate. So in theory, we have surplus
water supply available so long as we are not restricted by government regulations or pump
capabilities. New connections to the system do help offset the base administrative costs of the
District, such as our office, manager, directors, administrative staff, insurance, etc. However,
our monthly fees need to cover the cost of system operation, or the new customers no matter
how many will be part of a funding shortfall and will never subsidize the cost on behalf of
existing customers.

Although it would seem as though due to our recent drought experience we have no surplus
water supply; so long as we have this contract with MID and enough well water to meet
minimal customer demand in extreme drought, then we have ample water to serve additional
customers. Connection fees from new development projects will be used to fund new wells to
the benefit of all customers in a drought.

District’s Role in New Development

In the case of new land development projects, such as a subdivision, the county in which the
project is located is the Lead Agency under CEQA. When the county planning department
receives an application for a new land subdivision, the laws and county codes lead them to
require services provided by an established public agency, if one is available. If one is not
available, depending on the size of the project and service needs, the county may propose the
formation of a County Service Area or another new special district. However, it does not make
sense to form more small districts, adjacent to another established district, even if the
subdivision is not in the boundaries of the existing agency. Small districts have shown over
history that they struggle providing services, and the trend now is consolidation of smaller
districts.

If the subdivision is in our boundaries, we will receive a copy of the project immediately once
the CEQA process starts. We will be asked to respond as to whether we can serve the
project, and if so, what are our conditions for development/how will it affect our services. Our
response determines in many cases whether the project proceeds or not. As stated above, if a
project is outside our boundaries, or partially in our boundaries, the county will look for the
District to adjust its boundaries to serve the project. As detailed in the FAQ below, all costs for
accommodating the new development is placed on the project developer. The District is NOT
responsible for any of the costs including processing the annexation, extending infrastructure,
securing new water supply, paying engineers, etc. Again, if we build infrastructure that has
beneficial capacity built in, such as the new wells, there is a value to any new connection to the
system and their connection/capacity fees are paid to us to reimburse for our inenstment, even
if paid by grants.

The District’s response to a subdivision project can be as simple as (and usually is) a
statement that the project will be subject to our Water Rules and Regulation including entering
into a development agreement in advance of our commitment to provide water supply to the
project. There is really no such thing as a “will-serve” letter, simply a statement that if the
project meets our conditions, and receives its entitlements through the county process, we will
provide service to the project.
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This forces the developer to the table with the District, we set up a development account and
they deposit the funds for us to hire and manage engineers etc to review the project as it
proceeds through the planning process. The agreement requires construction of all works in
compliance with our standards, under our inspection, for which they also pay. The agreement
requires items like construction of new wells, and payment of connection/capacity fees to offset
the value of the capacity in the system mains, tanks, treatment plant, wells, etc dedicated to
the new project.

The developer must comply with our requirements in order to get through the county planning
process, and to be entitled to sell lots. New development projects can be subject to different
conditions including different rules than your current customers, if needed. However enforcing
different rules for different customers can be difficult.

California Water Rights and MID/LDPCSD Water Agreement

As discussed below, the MID Place of Use is a separate process through the State Water
Board, who is responsible for the water rights of the state. When a permit to appropriate water
is filed, which was done by MID for the Sierra Highlands Water Company, an area of land on
which the water will be put to “beneficial use” is identified. This is done to ensure for orderly
and efficient use of the state’s waters. All post 1914 Appropriative Water Rights require that
the applicant (MID in this case) identify:

. point of diversion

time period when diversion can take place

guantity of water that can be diverted, usually in cubic feet per second

intended place of use

intended purpose of use

agrwbnE

MID likely used a map provided by Sierra Highlands to establish the initial application to the
state. We may be able to request a copy of this documentation for our records. The boundary
as approved by the state in the beginning of the agreement was likely inconsistent with the
service are as we know it today. MID was issued a specific water right for water used out of
Lake McClure and that right became part of their state permits, as well as their federal energy
regulatory commission permits (FERC) which allow MID to generate power. MID will not ever
jeopardize their FERC license, as this is their largest revenue producer. Therefore, MID cannot
allow us to use Lake McClure water on lands outside the place of use.

To determine compliance, annually MID submits a “statement of diversion and use” for water
diverted from McClure which contains the amount of water we pump from Barrett Cove intake.
If requested, and certainly for their records, they also document our total water sold to the
customers both inside and outside the place of use on an annual basis. We must be able to
document that the amount of water sold to customers outside the Lake McClure place of use is
the same as, or less than the amount of water pumped from water sources other than Lake
McClure.

There is a process in place through the State Water Board to amend the Lake McClure water
Place of Use. The process involves MID filing a petition, which will include specific engineering

5|Page



evaluations, and environmental review in support of the proposed change. The main concern
with any process such as this, where a very public environmental review and public input
process is required, is that additional requirements could be placed on MID unintentionally
through the process. The process basically opens MID up to more regulations, where right
now, most everything is predictable.

As conveyed by Director Ross, the following questions are issues that former Boards could not
agree to, fought over, could not resolve, or could not find answers to. Director Ross suggests
that these issues need to be resolved before the Board can consider increasing the customer
base outside the original District boundaries, whatever they are.

Question 1. What are the legal District boundaries?

Answer: The Boundaries are established by LAFCO and should be current and available
easily. LAFCO can provide both a district boundaries and sphere of influence boundaries.

Question 2. Are the legal boundaries the subdivision boundaries?

Answer: No, the District boundaries and the subdivision boundaries are not identical. The
District boundaries are set by LAFCO as stated above. The boundaries were set years ago,
and can be amended through a LAFCO process if necessary. There is no relationship
between the LAFCO process in setting the district boundaries and the subdivision

boundaries. The only related requirement is that all of our customers must be in our legal
boundaries set by LAFCO, or served under a contract, which is supposed to be blessed by
LAFCO. There is absolutely no relationship between the LAFCO process, our legal
boundaries, subdivision boundaries, and the Place of Use set by the State Water Board and
FERC for use of water out of McClure.

Question 3. Are the legal boundaries the LAFCO County boundaries?

Answer: There is no LAFCO county boundaries. There are only boundaries set by
LAFCO, which are set in accordance with requirements in law, and regulations set forth by the
State Office of Planning and Research (OPR). All boundary and type of service decisions are
made by LAFCO, not the county. The legal boundaries set for us through the LAFCO process,
are our legal boundaries.

Question 4. Do new outside place of use properties need to annex or were
they grandfathered in when the District made the agreement with MID years
ago?
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Answer: There is no relationship between the LAFCO process and the State Water Board,
water rights permitting process. As stated above, the Place of Use is set by the State Water
Board for MID, and is separate from the District boundaries, set by LAFCO. LAFCO would not
require an annexation of property into the LDPCSD just because it is in, or out of the State
Water Board Place of Use. If we are providing water service to properties outside our legal
boundaries set by LAFCO, then LAFCO could require annexation of the properties being
served, or allow an “out of (service) area agreement. In reality, LAFCO is not a property or
service “cop” in our county; so if we are servicing properties outside of our boundaries, it is
unlikely LAFCO would take action to force anything.

Question 5. How can we comply with the current MID agreement that states
they cannot be served with lake water when we co-mingle water?

Answer: MID is only required by the SWRCB to report water diverted from the lake on an
annual basis. As long as our water diverted from the wells meets the total water use of the
properties located outside the SWRCB (MID) place of use. We do meet the requirement now
by having the water available from the wells. Our water is metered separately from the lake
and wells so comingling is no problem; it is simply a mathematical calculation.

Question 6. Our attorney has said by adding outside place of use properties,
we are in jeopardy of losing our agreement with MID.

Answer: Any properties added outside the place of use need to be served by a water
supply other than Lake McClure. Our MID contract would be in jeopardy only if we are in
violation of its requirements and continuously refuse to remedy such violations. | am not
aware of any area where we are in violation of the MID agreement, as we produce and record
adequate alternate water supply to meet the supply demand of the properties located outside
the POU. This is simple to meet this requirement with the wells, and we would also require
any development project, in a development agreement, to develop their own adequate water
supply and dedicate that supply to the District to serve their water demand.

Question 7. What is the penalty for violating our water license or do we
operate under MID's license?

Answer: The only agency in jeopardy is MID as they could get fined by the SWRCB if they
cannot show how the water diverted from the lake was not diverted to our customers outside
the POU. This is where our contract with MID would also be in jeopardy; if we did not have
adequate alternate supply for OPU customers. As long as our annual well water total meets
their needs, MID will NEVER have a violation problem.
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Question 8. What is the cost of giving the money back to the property owners
paying the availability fee?

Answer: There is not a circumstance where the District would ever be required to return
money to property owners, unless forced to do so by the courts. All availability fees charged
have been spent on reasonable expenses to keep the system functioning for future use. Only
a court could make the determination that money needs to be returned, and that would only
occur if we were found to have violated some law with an illegal fee or charge. There are no
outstanding lawsuits or claims related to the charging of an illegal fee by the District.

Question 9. The water treatment plant was supposedly designed for half
build-out. How can we add properties without increasing capacity?

Answer: The only way to meet demand without increasing the capacity of the plant, is to
reduce peak demand. We have to be able to control peak demand, by either offering customer
incentives for peak conservation, restricting water use during peaks, of building more storage,
or treatment capacity.

Question 10. The Water Treatment Plant lacks capacity on a hot July
holiday. What are our plans to increase treatment plant capacity at buildout?

Do we have an obligation to the people paying availability for years first?

Answer: The availability customers are not specifically paying toward system expansion,
and are not assured any reduction in cost or guaranteed water supply in the future, so there is
no priority offered to them. Availability customers are paying a minimal cost toward keeping the
mains repaired and the current system ready to serve. Expansion is always done in a
connection fee; one that current customers do not pay. Connection fees are required by law to
be set based on a capital improvement plan, with the per unit cost of system expansion
calculated and applied based on a specific rationale, such as single family equivalent. The
cost of new system Capacity, such as expansion of the water treatment plant, should be paid
by the beneficiaries of the new capacity, which is those paying availability fees (and not paying
monthly rates) and new connections outside the current system. When new areas annex in, or
subdivide a lot into multiple lots, etc, their capacity portion of the connection fee is supposed to
be specifically calculated to cover the cost of (the following applies to ALL nhew connections,
including those paying availability.

For example, the District never thought we needed wells before due to a dry lake, or levels
below minimum pool. We know better now. We need a backup supply ready to go all the
time. New connections, through a connection fee, pay a proportional share of:
A. Added source water supply in terms of a proportional cost of new wells for drought years and/or if they
are outside the MID/Lake McClure POU. They pay for the cost per gallon
B. Added pumping capacity at Lake McClure (bigger pumps, more pumps, larger valves, etc)
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C. Added treatment plant capacity

New tanks added in certain locations like Central Tank (was planned for a second tank)

E. Added pumps if determined necessary to get water out to the furthest point of the system during high
demand and buildout.

F. The cost of larger water mains in certain locations if determined necessary. | can’t think of locations, but
we may identify areas in the future.

)

Question 11. What does the MID map look like that was submitted to the
State?

Answer: We have not found this map in our records, but it should be available at the
SWRCB. This map may be available from MID, and will be provided to District Engineer
Binkley’ to be overlaid with the District boundary map from LAFCO to determine the
differences. When MID applied for the new license through FERC, which is not yet final but
started over 5 years ago, the District could have said we would support their application if they
agree to submit to the SWRCB a modified POU map for McClure. MID can apply for the map
to be changed, but it will be an expensive process now requiring a separate environmental
review. But can be done.,,, MID may not want to.

Question 12. What were the original subdivision boundaries?

Answer: Maps are available through LAFCO records (Likely).

Question 13. What laws are being broken by not placing availability funds in
an escrow account and using them for operating funds?

Answer: No laws are being broken. We should take action to define exactly what these
fees do fund, as discussed below, but there are no laws that state exactly how they are to be
used. We are using the availability fees for operating funds. We combine them into our
cashflow. We can show that the fees help fund a portion of the cost to keep the system in a
ready to serve condition. The availability fees are not limited to funding capital costs, staff
costs, or any other specific costs.

Question 14. Does it take a vote of the people on a ballot initiative to expand
the District boundaries?

Answer: District boundaries are modified in the LAFCO process and boundary changes
do not require voter approval. To modify boundaries, we submit a resolution to LAFCO, they
then use the Cortese/Knox/Hertzberg government reorganization act provisions at Government
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Code 56000 et seq. Once a District is formed, only dissolution requires a vote, other than a
tax.

Question 15. Enabling legislation states we must serve all customers of Sierra
Highlands Water Company, most of which was range land. That conflicts with
the MID agreement.

Answer: When we were formed, we likely said we had a contract with MID for water
supply, and that was the end of the research on both sides. Now, LAFOC makes you prove up
contracts and would resolve any discrepancies up front. Back then, the fights were not the
same. Again, our agreement with MID is completely different than our boundaries under
LAFCO. For example, A district may have 5 different sources of water supply, with 5 different
agreements, and 5 different types of conditions to serve their LAFCO service area. Two
completely separate issues.

Question 16. (With new development) Who pays for the main extensions and
fire hydrants, if needed? What about a property outside the MID POU?

Answer: Simple, the District will have standards that are adopted that specifically spell out
the requirements to connect to the system; including a requirement to develop new wells
producing adequate supply to meet the demand of the project, under all conditions. WE would
adopt the testing requirement that we used for our current wells and require that all new wells
meet these standards. The new development pays for everything from management and
engineering time to review plans, to environmental review, engineering to our standards, and
construction under our inspection (to make sure it meets our standard, and usually an outside
engineer doing the inspection). The standard we adopt requires that they construct adequate
size mains, all the service connections, meter boxes, and dedicate all easements, etc
BEFORE we accept the new system for our ownership and operation and BEFORE they get a
final map from the county and can sell lots. Period and simple. The only time the District does
something on behalf of a developer, is when we would have done it anyway, and they pay a
proportional share on a unit for unit basis.

Question 17. Nearly all of the 15 acre parcels on Ranchito have wells, are
served District water, were not in the original Boise Cascade subdivision and
not part of LDPOA. Why are they not on the outside place of use report?

Answer: The exact number and location of customers outside of the POU can be
definitively determined by overlaying the District boundaries and SWRCB Place of Use map,
and making sure all customers served are within our LDPCSD boundaries. To get this done,
the Board just needs to know it will require engineering work to do specific mapping, which will
cost up to a maximum of $10,000.
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Question 18. Two other properties are served District water and do not pay
LDPOA dues. Why are they not on the outside place of use report?

Answer: Whether someone pays LDPOA dues or not is not a test of whether they are in or
out of the SWRCB map for MID POU. These are again separate issues and can be resolved
with the mapping work described above. We need to pay to do the map, identify the parcels
outside the POU, and possibly request that MID submit a request to the SWRCB for
modification of the McClure POU boundaries. If they support that request, we will likely get
stuck with the cost of the application, environmental review and engineering. But we are

done. If they reject the request, we need to develop enough groundwater to make sure we can
serve the OPU parcels, and make sure our rates to the OPU properties reflect the well

costs. BUT, because the wells benefit all, and the cost for the wells and their operation is less
than the lake pumps, we will likely want to keep everyone paying for the wells and available for
use by all customers, rather than dedicated to just OPU customers.

Recommended Action Plan (In priority order):

A. Perform the engineering to create the two accurate maps; Place of Use and District
boundaries (that is available free from LAFCO), and determine any properties served
from our water system and located outside of our boundaries. Secure out of area
agreements with the property owners, and secure LAFCO approval to clean up any
discrepancies.

B. Ensure that our well water supply current and future meets the demand of the outside
POU connections

C. Adopt construction and development standards and policies, as well as water supply
policies and standards, including the requirement for well serving as emergency
drought water supply

D. Adopt policies defining what the current availability charge buys those paying the
fee. They are currently paying to keep the system in a ready to serve condition, but
they will pay a proportional share of all “capacity” costs as described above in the
future at the time of connection.

E. Adopt our Capital improvement plan, and consider funding an engineering study called
a water system Master Plan that takes into consideration all possible future
development within the District sphere of influence, and plans long term water supplies
and infrastructure to serve them. This is the most accurate way to create development
and capacity fees that take everything into consideration.

F. Lift the ban on outside place of use connections, due to the fact that they will be
required to develop their own new groundwater supply by paying a connection capacity
fee that will allow the District to have the funding continue further groundwater
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development. With additional groundwater, there will never be a problem meeting the
water supply needs of customers outside of MID’s POU.

G. (optional) Submit a request to MID to amend the POU boundaries to be coterminous
with our boundaries, or boundaries plus areas already served, all customers
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