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WATER SUPPLY AGREEMENT

This Agreement, dated as of Augqust 1, 1991, by and between
the Central Coast Water Authority (the "Authority"”), a joint
exercise of powers agency duly organized and existing pursuant
to the Joint Exercise of Powers Act (the "Joint Exercilse of
Powers Act"”), commencing with California Government Code
Section 6500 and Montecito Water District (the "Contractor"), a
county water district, created pursuant to the California Water
Ccde Section 30000 and following.

WITNESSETH:

WHEREAS, the Contractor and certain other water purveyors
in Santa Barbara County have ccntractual rights to receive
water from the State Water Project pursuant to the terms of the
State Water Supply Contract and Water Supply Retention
Aagreements (capitalized terms used herein and not otherwise
defined shall have the meanings set forth below):

WHEREAS, in order for the Contractor +o utilize such water
rights, certain facilities, including the Project, must be
constructed;

WHEREES, on Sune 4, 1991, =he voters within the boundaries
of the Ccntractor authorized the Contractor to issue, cor cause
To be issued by a joint cowers agency in which the Ccntractor
is a member, not to exceed $24,000,000 acgregate principal
amount of revenue bonds to finance the Ceontractor's share of
the acquisition and constructicn of the Project: and

WHEREAS, the Proiject Participants have determined that it
would be in their best interest to create a joint exercise of
DOWers agency to jointly undertake envircnmental reviews and to
Zcintly finance, construct and operate the Project and to this
end the Project Farticipants have entered into a Joint Exercise
of Powers Agreement - Central Coast Water Authority, dated as
of August 1, 1991;

WHEREAS, the Authority and the Contractor now wish to enter
into this Agreement to provide for the assignment by the
Contractor to the Authority of its contractual rights to
receive water from the State Water Project, and, upon
compliance with all necessary state and federal liaw, including
but not iimited to the Caiifornia Envircnmental Quality Act, to
provicde for the construction, cperaticn and financing of the
Project, for the sale by the Authority to the Contractor orf the
Contractor's Project Allotment and certain other matters:

NOW THEREFORE, the parties hereto do agree as foilows:



Section 1. Definitions.

The following terms shall, for all purposes of this
Agreement have the following meanings:

"Accountant's Report" means a report signed by an
Independent Certified Public Accountant.

"Additional Project Participant” means any public district,
agency or entity or private water company, other than those
entities listed in Part I of Anpendlx A hereto, which executes
a Water Supply Agreement in accordance with Section 1% hereof,
together with their respective successors or assigns.

"Authority Bonds" means bonds, notes or cther evidences of
indebtedness of the Authority issued to finance or refinance
the Project and includes additional Authority Bonds to ccmplete
the Project.

"Authorized Representative” when used with respect to the
Authority means the Manager or any other offlcer or employee of
the Authority authorized to perform the specific acts or cuties
o be perfcrmed by resolution duly aaooted by the Authority,
and when used with respect to the Contractor means tThe Gereral
Manager, any director or any other officer or employee of the
Contractor authorized by resolution of the Contractor to
perform the specific acts or duties to be performed by the
Contractor. : :

"Bends" mean all bonds, notes or similar obligations (but
not including Centracts) of the Ccntractor authorized and
issued by the Contractor under and pursuant to applicable laws
of the State arter the date of execution of this Agreement, the
principal of and interest on which are secured by a piedge on a
lien on Centractor Net Water System Revenues and which are on a
parity with the obligations of the Contractor under this
Agreemernt.

"Bond Resolution" means <he resolution or resclutions
providing for the issuance of Authority Bonds and the terms
thereof.

"CEQA" means the California Environmental Quality Act,
Public Resources Code Section 21000 et seg. and the guidelines
promulgated thereunder.

'‘Consulting Engineer" means any firm of consulting

engineers uDDDlntEd by the Authority and expert in the
construction of water supply projects similar to the Project.
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“Contract Payments" means the Fixed Project Costs, Fixed
O&M Costs and the Variable O&M Costs payable by the Contractor
hereunder and provided that the term Contract Payments shall
also include for any Fiscal Year, the sum of:

(1) the interest accruing during such Fiscal Year on all
outstanding Bonds, assuming that all outstanding serial Bonds
are retired as scheduled and that all outstanding term Bonds
are redeemed or paid from sinking fund payments as scheduled
(except to the extent that such interest is to be paid from the
proceeds of the sale of any Bonds),

(2) +that portion of the principal amount of all
outstanding serial Bonds maturing on the next succeeding
principal payment date that would have accrued during such
Fiscal Year if such principal amount were deemed to accrue
daily in egual amcunts from the next preceding princiral
rayment date cr during the preceding twelve (12) calendar month
vericd rreceding the first principal payment cate, as the case
may bhe,

(3) that porticn of the principal amount of all
outstanding term Bonds required to be redeemed or paid on the
next succeeding redemrticn date (together with the redemption
premiums, if any, thereon) that would have accrued during such
Fiscal Year if such pr:ncipal amount (and redemption rremiums)
;were cdeemed to accrue daily in equal .amounts from the next
preceding redemption cate cr during the Year preceding the
first redemption date, as the case may be, and

{4) that portion of Contract Payments under Contracts
(other than under this Agreement) reguired to be made at the
times provided in the Contracts that would have accrued during
such Fiscal Year if such Contract Payments were deemed to
accrue daily in egual amounts from, in each case, the next
preceding Contract Payment date of interest or principal or the
date of zhe pertinent Contract, as the case may be.

‘Contractor” shall have the meaning assigned thereto in the
preamcle hereto.

"Centractor Net Water System Revenues" means, for any
Fiscal Year, the Contractor Water System Revenues for such
Tiscal Year .ess the Contractor Operation and Maintenance
=xpenses for such Fiscal Year.

"Contractor Operation and Maintenance Expenses” means the
costs spent or incurred by the Contractor for maintaining and
cperating the Contractor Water System, calculated in accordance
with generally accepted accounting principles, inciudirng (among
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other things) the expenses of management and repair and other
expenses necessary to maintain and preserve the Contractor
Water System, in good repair and working order, and including
adminisctrative costs of the Contractor, salaries and wages of
employees, payments to the Public Employees Retirement System,
overhead, insurance, taxes (if any), fees of auditors,
accountants., attorneys or engineers and insurance »remiums, and
all other reasonable and necessary costs of the Contractor, but
excluding in all cases (i) depreciation, replacement and
obsolescence charges or reserves therefor, (ii) amortization of
intangibles or other bockkeeping entries of a simiiar nature,
(iii) costs of capital additions, replacements, betterments,
extensions or improvements to the Contractor Water System,
which under generally sccepted accounting principles are
chargeable to a capital account or to a reserve for
debrec1at10n, and (iv) charges for the payment or principal and
interest on Contractor Prior Debt, Bonds or Contracts.

“Contractor Prior Debt" means notes, bonds or other
obiigaticns of the Contractor existing prior to the date of
execution hereof, which are identified in Exhibit F hereto and
which are payable from Contractor Water System Revenues.

"Centractor Water System” means all rroperties and assets,
real and personal, tandible and intangible, of the Contractor
now or hereafter existing, used or pertaining to the
acguisition, treatment, reclamation, transmission, distribution
and sale of water, inciuding all additions, extensiocns,
expansions, improvements and betterments thereto and eguipment
relating thereto; provaided, however, that to the extent the
Contractor is not the sole owner of an asset or property or to
+he extent that an asset or property is used in part for the
above cescribed water purposes, only the Contractor s ownership
interest in such asset or property or only the part of the
asset cr property so used for water purposes shall be
consicdered to be part of the Contractor Water System.

"Contractor Water System Revenues"” means all income, rents,
rates, fees. charges, and other moneys derived by the
Contractor from the ownership or cperation of Contractor Water
System after the date of execution of this Agreement,

‘ncluqlnc, without limiting the generality of the fcregoing,
(i) all income, rents, rates, fees, charges or other moneys
derived from the sale, furnishing, and supplying of water and
other services, facilities, and commodities sold, furnished, or
surplied through the facilities of Contractor Water System,
inciuding standby and availability charges and development fees
ailocable to the Contractor Water System, (ii) the Cecntractor's
share of the County's 1% ad valorem property tax and, except &as
set forth in (z) below, other taxes or assessments, if any. the

w
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imposition of which is permitted by law, and (iii) the earnings
on and income derived from amounts set forth in clauses (i) and
(ii) above, and shall not include (y) customers' ceposits or
any other depcsits subject to refund until such deposits have
become the preoperty of the Contractor, and (z) reserves, taxes
or .assessments specifically pledged to the payment of debt
service with respect to notes, bonds or other obligations of
the Contractor and which reserves, taxes or assessments are not
available for any other purposes of the Contractor.

"Contracts" means this Agreement and all contracts of the
Contractor authorized and executed by the Contractor under and
pursuant to the applicable laws of the State after the date of
execution of this Agreement, the payments under which are
secured by a piedge of and lien on the Contractor Net Water
System Revenues and which are on a parity with the obligations
of the Contractor under this Agreement.

"Debt Service" means, as of the date of calculaticn and
with respect teo Authority Bonds, an amount egqual to the sum of
(1) interest accruing during such period on Authority Bonds of
such series, except to the extent that such interest is to be
paid from deposits made from Authority Bond proceeds or the
investment earnings thereon and (ii) that portion of principal
of Authority Bonds which would accrue during such peried if
such principal installment were deemed to accrue daily in egqual
amounts from the next preceding principal installment due date
for such series (cr, if there shall be no such preceding
principal instaliment due cate., from a date one Year rreceding
the date of such principal installiment or from the date of
issuance of the Authority Bonds of such series, whichever cate
is _ater). Such interest and principal installments f£or such
series shall be calculated on the assumption that no Authority
Bonds outstanding at the date of calculation will cease to be
outstanding except by reason of the payment of principal on the
due date thereof;

orovided further that, as to any such Authority 3ends
bearing or comprising interest at cther than a fixed rate., the
rate of interest used to calculate Debt Service shall be ocne
hundred ten percent (110%) of the greater of (a) the daily
average interest rate on such Authority Bonds during the twelve
(12) calendar months preceding the date of calculation (or the
portion of the then current Fiscal Year that such Authority
Bonds have borne interest) or (b) the most recent effective
interest rate on such Authority Bonds prior to the date of
calculation; and

provided further that, as to any such Authority Bonds or
portions thereof bearing no interest but which age soid at a
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discount and which discount accretes with respect to such
Authority Bonds or porticns thereof, such accreted discount
shall be treated as interest in the calculation of Debt
Service; and

provided further that the amount on deposit in a debt
service reserve fund on any date of calculation of Debt Service
shall be deducted from the amount of principal due at the final
maturity of the Authority Bonds for which such debt service
reserve fund was established and in each preceding Year until
such amount is exnhausted.

"Feasibility Certificate" means a certificate of a
Consulting Engineer to the effect that, based on contracts
awarded by the Author;ty for construction of the Project and
the Consulting Engineer's estimates of the cost of the portions
cf the P*o;ect cor which contracts have not been awarded, the

Authority has sufficient Authority Bond proceeds Together with
estimated proceeds to be der:ved from any authorized but
unissued Authority Bonds and mcneys on cdeposit with the
duthority and legally available for the Project to complete the

roject.

"Fiscal Year" means the twelve month period commencing on
July 1 of each Year and ending on the following June 30 or such
other twelve month period which may be designated by the
Authority or the Contractor as its Fiscal Year, as the case may
be.

"Fixed O&M Costs” means operation, maintenance, power,
replacement and other cocsts, including Project Operation and
Maintenance Expenses and a reasonable reserve for contingencies
and costs for reservation of the Contractor's Project Allotment
of water under the State Water Contract, in each case incurred
by the Authority with respect to the Project, irrespective of
the amcunt of water delivered to the Project Participants.

“Fixed Project Costs" means capital costs, including Debt
Service, reserves £for the payment of Debt Service and other
payments under the Bond Resolution, other than payments
constituting Fixed O&M Costs and Variable O&M Ceosts, of the
Project in each case incurred by the Authority, irrespective of
the amount of water deiivered to the Project Participants.

“Independent Certified Public Accountant” means any firm of
certified public accountants appointed by the Contractor, or
the Authority. as the case may be, and each of whom is
i:ndependent pursuant to the Statement on Auditing Standards
No. 1 of the American Institute of Certified Public Accountants.
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“Initial Operation Date” means the first date when the

Project is avaiiable to provide water service tTo the
Contractor, as shall be determined by the Beard cf Directors of
the Authority :in accordance with prudent utility practices.

"Joint Powers Agreement” means the Joint ZIxercise of Powers
Agreement —-- Central Coast Water Authority, dated as of
Aaugust 1, 1991, by and among the parties thereto.

‘Net Proceeds"” means, when used with respect to any
ingurance cr condemnation award, the proceeds from such
insurance or ccndemnation award *emalnlnq after payment of all
expenses {(irncluding attorneys' fees) incurred in tnhe ccilection
0oL such rroceeds.

“Operating Committee" means the Operating Cocmmit:tee created
in acccréance with Section 28 of the Water Surpiy Agreements,

‘Prz-ect” means the Missicn Hills and Santa nez EIxtensicns

=0 =he CTcastal ~guecuct =i the Suate Water Project, iancludin
:h Iollewing: I a zipeline from th zermints of the Ccastal
“ecuc* =i The StatTe wWater Prplect IO tThe Missicn Hills area
:f SanTta Barrfara Ccunty: (il) a Tumping ziant in the San
Maria s Casmalla area cf Santa Sarkbara Cocunty; (111 ;:;el:ne
Irzm The Santa Maria / {asmalia pumpling piant To The vigcinity
cf Zaxe Cachuma in the upper Santa Ynez Valley arsa ci Santa
Sarbara Courty, acluging any facilities In zthe vicin:ity :cC
_ake Cachuma HECessary o delzver wWa&Ter T2 ¢r thrsugh lake
Tachuma and =he Tecclotve Tunnel: (iv) a pumping piant n the
Solvanc/Santa Ynez area of Santa 3arbara Ccounty, 7) Turncut
and metering facilities:; (vi) the Treatment Plant. and (vil)
ail ztner associazed faciiiti es, rights, crcperties, 2lecTtrica:
faci.ities &nd Iimprcvements appurtenant therets &s zrevided and
necessary ~rerefor. The ae::nltﬂon cf the Prorect shall e

revised as vrovided In Section 3 hereof without amendment =
this Acreement and may be otherwise amended in accordance with
Section 25 herect.

'Pro‘ect Allotment'” means 2,185 acre-feet cf water ter vear
unless stch Project Allotment is reduced in accordance with the
Water Suprply Agreement.

'P’roZect Operaticn and Maintenance Zxpenses” means the
costs spent or incurred by the Authority Zor maintaining znd
sperating the Prolect. calculated in accordance with Zenerally
accepted accounting crincivles, inciuding (zmong cther Things)
The =xpensss of manadgement and repair and cther expenses
necessarv Ts maintain snd creserve the Project, in goocd rerair
angd weriing crder, and ﬁc'udlng adminiscrative cests of <he

Auther:ity, salaries and wages of employees, Tayments to T
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Public Employees Retirement System, overhead, insurance, taxes
{if any), fees of auditors, accountants, attorneys or engineers
and insurance premiums, and including all other reasonable and
necessary costs of the Authority, or charges required to be
paid by it to comply with the terms of the Authority Bonds or
cf this Aqreement, but excluding in all cases (i) depreciation,
replacement and obsolescence charges or reserves therefor, (ii)
amortization of intangibles or other bookkeeping entries of a
similar nature, (iii) costs of capital additions, replacements,
betterments, extensions or improvements to the Project, which
under generally accepted accounting principles are chargeable
to a capital account or to a reserve for depreciation, (iv)
charges for the pavment or principal and interest on the
Authority Bonds, and (v) amounts due and payable pursuant to
the State Water Supply Contract.

“Project Participant” mean the Contractor and each entity
listed in Part I of Appendix A hereto executing Water Supply
Agreements with the Authority, and each Additional Cortracrtor.

"Reaches" means the seaments of the Project from or through
which Proiect Participants receive water which will be
derermined in accordance with Section 10(a) hereof.

"Report"” means a written report signed by an Authorized
Representative of the Ccntractor setting forth the amount of
water desired by the Contractor during each month of the
succeeding six Years.

“Request" means with respect to the Contractor, a written
certificate of an Authorized Representative ¢f the Contractor
specifying the rortion of the Centractor's Project Allotment
which the Ccntractor requests be delivered by the Authority to
the Contractor in each month of a Year in accordance with
Section 4 hereof.

“State" means the State of California, including applicable
departments and agencies thereof.

“State Water Proiject” means those portions of the State
Water Resources Development System (as defined in Section 12931
of the California Water Code) which provide water to the
Authority pursuant to the State Water Supply Contract.

"State Water Resources Control Board" means the Water
Rescurces Centrol Board of the State of California. and any
successor thereto.

“State Water Supply Contract" means the Water Supply
Contract between the State of California Department of Water

.
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Resources and the Santa Barbara County Flood Control and Water
Conservation District, dated February 26, 1963, as amended to
the date hereof and as such may be amended and supplemental
from time to time, the rights and obligations under which have
been assigned by the Santa Barbara County Flood Control and
Water Conservation District to certain water purveyors in Santa
Barbara County, including the Contractor, pursuant to the terms
of Water Supply Retention Agreements, and which rights and
obligations have been assigned by the Contractor to the
Authority pursuant to the terms of the Water Supply Agreement,
and as the same has been amended and supplemented in accordance
with its terms to the date hereof.

"Treatment Plant" means water treatment facilities which
are located in San Luis Obispo or Santa Barbara County and with
capacity sufficient so as to treat the project allotments of
all Project Participants, unless otherwise agreed by the
Autherity and the Contractor in accordance with Section 4(a)
hereof, including all associated facilities, rights,
properties, electrical facilities and improvements appurténant
thereto as provided and necessary therefor and including
facilities, if any, at or associated with transporting treated
water through Lake Cachuma or the Tecolote Tunnel.

“Trustee” means the entity or entities designated by the
Authority pursuant to any Bond Resolution to administer any
funds or accounts required by such Bond Resolution or otherwise.

"Variable O & M Costs” means the operation, maintenance,
power, replacement and other costs, including Project Operation
and Maintenance Expenses and costs and expenses to the
Authority under the State Water Supply Contract and water
csupply costs at a cost per acre-foot established in accordance
with Exhibit B hereto, incurred by the Authcrity in connection
with the Project in an amount which is dependent upen and
varies with the amount of water delivered to the Project
Participants.

"Water Service" means the water distribution service made
available or provided by the Contractor Water System.

"Water Supply Agreement"” means this Agreement and each
Water Supply Agreement by and between the Authority and a
Project Participant, as the same may be amended or supplemented
from time to time.

"Water Supply Retention Agreement” means each of the Water
Supply Retenticn Agreements between the Santa Barbara County
Flood Control and Water Conservation District and certain water
purveyors in Santa Barbara County, including the Centractor and
each Project Participant. -
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“Year"” means the twelve-month peried from January 1,
through December 31, both dates inciusive.

"Year of Initial Water Delivery" means the Year when
Project water will first be available for delivery pursuant to
a Water Supply Agreement.

Section 2, Purpose.

The purpose of this Agreement is to assign certain
contractual rights to water of the Contractor set forth in its
Water Supply Retention Agreement to the Authority, and, upon
compliance with necessary federal and state laws, including but
not limited to CEQA, to sell Project Allotment available from
the Project to the Contractor, to provide the terms and
conditions of such delivery and sale and to provide for a
portion of the financing of the Project. The Contractor
acknowledges that the rights to water available to the
Authority pursuant to the State Water Supply Contract, the
Water Supply Retenticn Agreements and the Water Supply
Agreements are subject to the terms of the State Water Supply
Contract., the Water Supply Retention Adgreements and the Water
Supply Agareements which inciudes the limitatiorn that such
supply of water is interruptible in accerdance with the State
Water Supply Contracet.

Section 3. Constructicn and Operation.

If the 2uthority determines to proceed with the Project
and, subject to compliance with all necessary federal and state
iaws, including but not limited to CEQA, the Authority will use
its best efforts to cause or accomplish the construction,
operation and financing of the Project, the obtaining of all
necessary authority and rights, and the performance of all
things necessary and convenient therefor.

The Authority may commence construction of the Project only
in the event the following conditions are met:

(a) Construction may commence on any date prior to
April 11, 1994, in the event that the Authority (i)
determines such commencement of construction is
permitted under the Water Supprly Retention Agreements
and state and federal law, including but not limited
to the Warren Act, (ii) has received a report cf a
Consuiting Engineer setting forth a description of the
Project or any revision to the Project, (iii) has
received a reasibility Certificate with respect to
the Project or the revised Project, as the case may
be, and (iv) has received a certified resolution of
the Operating Committee recommending commencement of
construction.
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(b) Construction may commence on and after April 11, 1994,
and prior to December 1, 1995, in the event the
Authority (i) has received a recuest from any Project
Participant to commence construction of the portion of
the Prciect necessary to serve such Project
Participant, (ii) has received a report of a
Consulting Engineer identifying those portions of the
Project necessary to serve all Project Participants,
other than those Project Participants which the
Authority determines on such date have not or are not
able to participate, together with a Feasibility
Certificate with respect to such portions of the
Project, and (iii) determines such commencement of
construction is permitted under the Water Supply
Retention Rgreements and state and federal law, In
the event that the Authority detrermines any Project
Participant is not able to proceed, or any Project
Participant cannot take delivery of i1ts Preciect
Allctment from the porticn of the Project identified
by the Consulting Engineer as o which the Feasibility
Certificate was delivered, the Water Supply Agreements
between such Project Participants and the Authority,
including the assignment set forth in Secticn 22
thereof, shall terminate. The Authority shall
promptly provide to the Contractor a .revised Exhibit A
to this Agreement setting forth the Project Allotments
of the Proiect Participants, the definition of
“Proiject”. set forth herein shall be deemed to be
revised to inclilude only such porticns of the Preject
as have been icdentified in the repcrt of the
Consulting Engineer as to which the Feasibility
Certificate was delivered and the Authority shall
promptly prcvide to the Contractor a revised Exhibit G
to this Agreement.

Subject to Secticn 10 hereof, the Authority may contract
with any public agency or private cocmpany for the desicn,
construction overaticn and maintenance of the Project cr any
portion thereof; provided that execution of such contract shall
not affect the exclusion of interest on Authority Bonds from
gross income for federal income tax purposes. The Contractor
will cooperate with the Authority to that end, and will give
any and all clarifving assurances by supplemental agreements
that may be reasonably necessary in the opinion of the
Authority's legal ccunsel to make the obligations herein more
specific and to satisfy legal regquirements and provide security
for the Authority Bonds.

Section 4. Delivery of Water From the State Water Proiect.

(a) Request by Contractor. Pursuant to the terms of this
Agreement, the Authority shall provide to the Contractor, and

11
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the Contractor shall take, or cause to be taken, in each Year
an amount of water egual to the amcunt set forth in a Request
of the Ceontractor, but in no event shall the Contractor regquest
“nor shall the Authority be obligated to deliver an amount of
water in excess of the Contractor's Project Allotment.

(b) Maximum Project Allotment. Under the State Water
Supply Contract and Section 22 hereof, the Authority is
entitled to an amount of water from the State Water Project
equal to the Contractor’'s Project Allotment and, pursuant to
the terms of this Agreement, the Authority shall make available
to the Contractor its Project Allotment, subject to the
~availability of water and the interruption of water supply by
the State in accordance with the State Water Supply Contract.

(c) Points of Delivery. The Authority will do all things
necessary and possible to deliver or cause to be delivered to
or for the account of the Contractor, from water received by
the 2uthority from the State Water Project, the amount of water
specified in each request at a point along the Project to be
agreed upon by the Authority and the Contractor. The Authority
wiil remain available to make or cause to be made all necessary
and pcssible arrangements for transmission and delivery of such
water in accordance with this Agreement.

(8) Procedure for Determining Water Deliverv Schedule.
The amounts, times and rates of delivery of water to the
Contractcer during any Year shall be in accordance with a water
delivery scheduie for that Year, such schedule to be determined
in the following manner:

(1) On or before the date which is six weeks prior to the
date the Authority must submit water delivery schedules to the
State under the State Water Supply Contract, the Contractor
shall submit in writing to the Authority a preliminary water
deiivery schedule (subject to the provisions of the State Water
Supply Contract) indicating the amounts of water desired by the
Contractor during each month of the succeeding six (6) Years or
such lesser or dgreater period as the Authority shall be
required under the State Water Supply Contract to submit the
Authority's preliminary water delivery schedule.

(2) Upon receipt of a preliminary schedule the Authority
shall review it and, after consultation with the Contractor,
shall make such modifications in it as are necessary to insure
<%at the amounts, times, and rates of delivery to the
Contractor will be consistent with the Authority's overall
delivery ability pursuant to the State Water Supply Contract,
considering the then current delivery schedules of all Preject
Participants. =ZEach Year, within 15 business days following
receipt by the Authority from the State of the water delivery

12
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schedule, which is expected to be received by December 1 of
each Year, the Authority shall determine and furnish to the
Contractor the water delivery schedule for the next succeeding
Year which shall show the amounts of water to be delivered to
the Contractor during each month of that Year.

(3) To the extent the Authority may amend its water
delivery schedule with the State, a water delivery schedule may
be amended by the Authority upon the Contractor's written
request. Proposed amendments shall be submitted by the
Contractor within a reasonable time before the desired change
is to become effective, and shall be subject to review and
modification by the Authority in like manner as the schedule
irtself.

(e) Limit on Peak Deliveries of Water. In no event shall
the Authority contract to deliver to the Contractor from the
Project in any one month of any Year a total amcunt of water
greater than such Contractor's Proiect Allotment muitirlied by
the percentage of water which the Authority is authorized to
receive in any one menth of any Year under the State Water
Supply Contract; provided that to the extent that in any one
month other Project Participants shall recuest less than the
appiicable percentage of their annual entitlement for any Year
and consistent with the Authority's overall delivery abiliity,
the Authority shall deliiver on a pro rata basis a greater
-percentage of the annual entitlement to those Project
Participants who shall Regquest such delivery in their water
delivery schedule for such month; and provided further that the
vercentage prcvided f£or above may be revised for a particular
Preiect Participant after submission to the Authority of that
Project Participant’s requests with respect to maximum monthly
deliveries, such revisions being subject to approval by the
Authority.

(£) Limit on Rate of Deliverv to Contracter. In no event
shall the Authority be cbligated to deliver water to the
Contractor through any delivery structure at a total combined
instantaneous rate of flow exceeding the cubic feet per second
which is determined upon the date of the Initial Operation
Date, except as this rate of flow may be revised by amendment
of this section by mutual agreement of the Authority and the
Contracror.

{g) Delivery of Water Not Delivered in Accordance with
Schedule. If in any Year the Authority, as a result of causes
beyond its control, is unable to deliver any portion of the
Contractor's Project Allotment for such Year as provided for in
<he delivery schedule established for that Year, the Contractor
may elect to receive the amount of water which otherwise would
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have been delivered to it during such period at other times
during the Year or succeeding Years, to the extent that such
water is then available under the State Water Supply Contract
and the respective Water Supply Retention Agreement and such
election is consistent with the Authority's overall delivery
ability, considering the then current delivery schedules of all
Project Participants.

Section 5. Rates and Charages.

(a) Establishment of Rates and Charges. The Authority
shall fix charges to the Ccntractor under this Agreement to
produce revenues to the Authority from the Project equal to the
amounts anticipated to be needed by the Authority to meet the
costs of the Authority to deliver the Contractor's Project
Allotment through the Project, including but not limited to (1)
Fixed Project Costs, (ii) Fixed O8&M Costs, and (1ii) Variable
Q&M Cecs=ts. The Authority shall fix charges to the Contractor
o produce revenues to the Authority from the Project to meet
the costs described in (i) and (ii) above as set forth in
Section 13 hereof and to meet the cost described in (iii) above
based on Requests of the Contractor for water and the amount of
water received by the Authority from the State Water Project as
set forth in Secticn 13 hereof.

(b) Insufficiencv of Funds. Because the funds provided
under Section 5(a) of thls Agreement are based on estimates if
such funds are not sufficient for such purposes, the Contractor
shall pay to the Authority an amount equal to such Contractor’s
share of the total cost to pay Fixed Project Costs in the
proportions established in accordance with Section 13 hereof.
The obligation of this Section is incurred by the Contractor
for the penefit of future owners cf Authority Bonds, and shall
commence and centinue to exist and be honored by Contractor
whether or not water is furnished to it from the Project at all
~imes or at all (which provision may be characterized as an
obligation to pay ail costs on a take-or-pay basis whether or
not water is delivered or provided and whether or not the
Project is completed or is operable.)

(c) Source of Fayments. The Contractor shall make
payments under this Agreement solely from, and prior to any
payment, cther than Contractor Operation and Maintenance
Expenses and Contractor Prior Debt, from Contractor Water
System Revenues. Nothing herein shall be construed as
rrohibiting (i) the Contractor frecm using any other funds and
revenues for purposes of satisfying any rrovisions of this
Agreement or (ii) from incurring obligaticns payable on a
parity with the obligations under this Agreement so iong as the
Contractor compiies with subsection (a) of Section 20 hereof.
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(d) Obligation Is Not Subject To Reduction. The
Contractor snall make payments under this Agreement whether or
not the Project is completed, operable, operated or retired and
notwithstanding the suspension, interruption, interference,
reduction or curtailment of operation of the Project or of
water contracted for in whole or in part for any reason
whatsoever. Such payments are not subject to any reduction,
whether offset or otherwise, and are not conditioned upon
performance by the Authority or any other Project Participant
under this Agreement or any other agreement.

(e) Several Obligation. Except as expressly set forth in
Section 16(d) hereof, the Contractor shall not be liable under
+his Agreement for the obligations of any other Project
Participant. The Contractor shall be solely responsible and
liable for performance of its obligations under this Agreement,
inciuding the oblication pursuant to Section 16(d). The
obligation of the Contracteor to make payments under this
Agreement is a several cbligation and not a joint obligation
with those of the other Project Participants.

Section 6. Measurement of Water Delivered.

The Authority shall measure, or cause to be measured, all
water delivered “o the Contractor and shall keep and maintain
accurate and complete records thereof. For this purpose, the
Authority shall install, operate, and maintain, or cause to be
instailed, operated and maintained, at ail delivery structures
for deliverv of water to the Contractor such measuring devices
and equipment as are satisfactory and acceptable to both
parties. Said devices and egquipment shall be examined, tested,
and serviced by the Authority regularly to insure their
accuracy. At any time or times, the Contractor may inspect
such measuring devices and egquipment, and the measurements and
reccrds taken thereirom.

Section 7. No Authoritv Responsibility for Delivery and
Distributicn of Water by Contractor.

To the extent permitted by law, neither the Authority nor
any of its officers, agents, or employees shall be liable for
the control., carriage, handling, use, disposal, or distribution
of water supplied to the Contractor after such water has passed
the delivery structures established in accordance with Section
4(c) nereof; nor for claim of damage of any nature whatsoever,
including but not limited to property damage, personal injury
or death, arising out of or connected with the control,
carriage, handling, use., disposal or distribution of such water
beyond said delivery structures and incliuding attorneys f{ees
and other costs of defense in connection therewith; the
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Contractor shall indemnify and hold harmless the Authority and
its officers, agents, and employees from any such damages or
claims of damages.

Section 8. Curtailment of Delivery for Maintenance
Purvoses.

(a) Authoritv May Curtail Deliveries. The Authority may
temporarily discontinue or reduce the delivery of water to the
Contractor hereunder for the purposes of necessary
investigation, inspection, maintenance, repair, or replacement
of any of the Project facilities necessary for the delivery of
water to the Contractor. The Authority shall notify the
Contractor as far in advance as possible of any such
discontinuance or reduction, except in cases of emergency, in
which case notice need not be given.

{b) Contractor Mav Receive Later Delivery of Water Not
Delivered. In the event of any discontinuance or zeduction of
delivery of water pursuant to subsecticn (a) of this Section,
the Contractor may eiect to receive the amount of water which
ctherwise wouid have been delivered to it during such period
under the water delivery schedule for that Year at other times
during the Year or succeeding Years to the extent that such
water is then available under the State Water Supply Contract
and such eiection is consistent with the Authority's overall
delivery ability. considering the then current delivery
schedules of all Project Participants.

Section 9. Sale or Other Disposition of Project Allcoctment
By Contractor.

The Contractor may sell or otherwise dispose of all or any
portion of its Project Allotment within its boundaries or to
another Project Participant without approval by the Authority.
The Contractor may otherwise sell or dispose of all or any
portion of its Proiect Allotment, with the approval cf the
Authority which approval shall not be unreasonably withheld,
provided that the Authority shall recuire that such a sale or
cther disposition outside of Santa Barbara County shall be
subject to a right of first refusal of all Project Participants
on a pro rata basis to take delivery of such Project Allotment
on the same terms and conditions. This Section shall be an
alternative to, and shall not be limited by, Section 17 hereof.

Section 10. Censtruction of the Proiject.

{a) Determination of Cavacities of Reaches and Treatment
Plant. Unless otherwise determined by the Authority. the
Reaches of the Progect will consist of the Mission Hills I
Reach, Mission Hills II Reach, Santa Ynez I Reacl and Santa
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vnez II Reach, each as identified in the map attached hereto as
Exhibit E, with a turnout for the Contractor as determined by
the Authority, upon consultation with the Contractor. Unless
ctherwise agreed by the Autherity and the Contractor, the
Treatment Plant will have sufficient capacity to serve the
Contractor.

Subject to the rights of the Contractor under subdivision
(b) of this Section and the other provisions of this Agreement,
the Authority shall provide in each Reach of the Project such
maximum monthly delivery capacity for the transport and
delivery of water to the Contractor and shall provide in the
Treatment Plant such maximum monthly treatment plant capacity
as, in the judament of the Authority, will best serve the
interests of the Contractor and all other Project Participants
entitled to delivery of water from or through the Project.

(b) riteria for Determining Camacitv of Proect. Subject
to the State Water Supply Contract, the Authority shall design
and construct the Proiect with the Reaches and Treatment Plant
capacity determined as set forth in subsection (a) of this
Section and necessary to enable cellvery of water in each Year
to the Centractor and to other Project Participants in the
maximum monthly amounts and at the locations, times. and
maximum rates specified or provided for in the respective Water
Supply Agreements for such Year, and shall include in each such
Reach such capecity determined as Is set forth in subsection
(a) c¢f <this Secticn which capacity is estimated to compensate
for schedulied cutages for purposes of necessary investilgaticn,
inspection, maintenance, repair or replacement of Project
facilities, and for losses of water due to evaporaticn,
leakage, seepace, or other causes; provicded, that regulatory
sTtorage reserveoirs incliuded in the Project transportation
facilivies may be ut-lized in conjunction with conveyance
capacity provided in the Project for delivery te the Contractor
of the fcregoing monthly amounts.

(c) Inspection of Proiject Plans and Specificatiocons;
Preparation of Bid Materials; Award of Contracts. The
Contracter shall have a reasonable cpportunity to inspect and
study the Authority's plans and specifications for all Project
facilities and may make comments and recommendations thereon to
the Authority. Unless otherwise determined by the Authority,
the Authority shall prepare and put out to public bid a single
set cof tid materials (which may include multiple schedules)
relating to construction and acquisition of each Reach and of
the Treatment Plant. Prior to the award of any such contract
or ccntracts, the Authority shaill determine whether the total
amount of such contract or contracts, togdether with contracts
previousiy awarded with respect to the Project, together with
~he estimated costs for those portions cf the Project for which
contracts have not been awarded as determined by & Consuiting

17
6886001/41 (LA)



Engineer, can be funded from the proceeds derived from
Authority Bonds, estimated proceeds to be derived from any
authorized but unissued Authority Bonds and other amounts then
on deposit with the Authority and legally available therefor,
including estimated investment earnings thereon. The Authority
shall not award any contracts which would cause the Authority
to be obligated for an amount which is in excess of the
proceeds to be derived from Authority Bonds and other amocunts
on deposit with the Authority and legally availiable for the
Project.

(d) Failure to Complete the Proiect. Subject to the Water
Supply Retention Agreements and notwithstanding the limitation
contained in the second paragraph of subsection (b) of Section
13 hereof, in the event that the Project cannot be completed
from the proceeds of Authoritry Bonds and other amounts on
deposit with the Authority and legally available thereior,
unless the Authority otherwise determines by a 2/3rd vote
(cemputed in accordance with the Joint Powers Acreement), the
Contractor shall be obligated to advance, upon reasonable
notice, its pro rata share of the costs to complete the Project
as a Fixed Project Cost notwithstanding the fact that the
Contractor is receiving or may receive delivery of its Project
Allotment through the porticn of the Project aliready
completed. Notwithstanding the foregoing, in the event that
the Authority fails or is unable to complete construction of
any portion or portions of the Project necessary to deliver
water to the Contractor, and gives the Contractor written
notice thereof, or by reason of such failure or inability to
construct said facilities construction has ceased for a period
of one (1) Year, the Contractor, if it is not then in defauilt
and without exclusion of such other rights as it may have under
this Agreement, shall exercise one of following options:

(1) The Contractor may, together with other Proiect
Participants, contribute funds to the Authority in such
amounts and at such times as may be necessary to enable the
Authority to complete construction of such uncompleted
portion or portions of the Project to the extent necessary
for the transport and delivery of water to the Contractor
and such other Project Participants:; provided that the
Authority shall be and remain the owner of such Project
facilities or portions thereof constructed in whole or in
part with funds provided by the Contractor, and shall be
and remain obligated to operate, maintain, repair and
replace such Project faciliities to the full extent
contempliated in this Agreement: provided further, that the
Contractor shall be and remain cbligated to pay its share
of any Fixed Project Costs of the above-described Project
faciiities not paid for with such contributed funds,
cogether with its share of the costs and expenses relating
to the Project, :including Variable O&M Costs and Fixed O&M
COSts.
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(2) The Contractor may at its own expense, and onh a
“pint venture basis if such an arrangement is made with
sther Protiect Participants having similar options, cocnnect
o0 the Project for the purpose of receiving water to which
iz is entitied under this Agreement. In such event and

notwithstanding any other provisions of this Agreement, the
structures for delivery of water tTto the Contractor pursuant
hereto shall thereafter be deemed to be located at such
voint of ccnnection. Specific arrangements for acguiring,
cuns::uct-hg, cperating, maintaining and replacing the
Contractor's facl lltﬂes at the point of connection thereof
with the Authority's Project facilities shall be in
accerdance with -—erms and ccnditions mutually agreed upon
oty the parties: prov:ded, that the Authority shail be and
remain the cwner Sf ail facilities constructed DY it to

sa d point of connection, and the {ontractor skall be and
emain ch:ilicated o pay its share of The ccsts and expenses
lating Tc the Preotect, incliluding Fixed Project Costs.
riacie 0&M Ccsts and F:xec 0&M Costs.
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Section 11. Shortace in Water Sucplv.

fa) Temporary Shortades; Delivery Pricritlies. In any Year
inm wnich —here may occur a shortage cr interrupt-cn <ue o
Arcucht Or CTREr Temperary Cause in tle =u*b|y 0% water
available Zcr celivery ¢ the Centractor, with the result that
such SuUpp.iy is less than the total of the annual Frolject

cf &i. Project Farticipants Zor tha
u::cr"*v shall reduce =the delivery of water T
ased upon water use in accerdance with the Sta

a

t Year, =he

o —he Contracior
Te Water Suppiy

Contract.

(b Sermarens Shortace Enrtitlements. Ia the eveat that
the StaTe .§ Qirnabie T3 Construct safficient additicnal
conservation facilities To prevent a reduction in The minimum
State Water Sro-ect vieid, or if for any other reason there Is
a r=duc=isn in =hae minimum State Water Proiect vield, which,

er

notwitnstanding preventive or remedial measures taken or to be
-zkenr ov —he Staze., threatens a permanent shortage in the

oy State Water Project water to be made available to the
futherity :“d r the State WNater Sanply Contract, =the Precject
=i.ctment ¢ nhe Pontractor shall bpe reduced in accordance with
the State W

{c) Nc Liability for Shortages. Neither the Authority nor
sany cf its officers, acents, cr employees shall be liable for
any damage, direct or :indirect, arising from the shertages in
-=e amount Oof water =2 bhe made available Ior delivery =o th
Contractcor uwnder this Agreement caused by ncn-availabilizy of
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water to the Authority under the State Water Supply Contract or
caused by drought, operation of area of origin statutes, or any
other cause beyond its control.

(d) Wheeling During Shortages. In the event that the
Contractor's Proiject Allotment has been temporarily or
permanently reduced., the Contractor may direct the Authority to
deliver water acquired by the Contractor outside of Santa
Barbara County and delivered through the Coastal Aqueduct, up
to an amount equal to such reduction, subject to the
Authority's overall delivery ability considering the then
current delivery schedule of all Project Participants and
subject to water quality requirements reasonably approved by
the Authority. For purpose of Section 13 hereof, such water
shall be treated as Project Allotment and the Authority shall
not charge any fee in connection with the delivery of such
water except rixed O&M Costs and Variable O&M Costs which would
be allocable to such Contractor's Project Allotment.

Section 12. 2Annual Budget and Billing Statement.

Following receipt by the Authority from the State of a
written statement of the credits and charges to the Authority
under the State Water Supply Contract, the Board of Directors
cf the Authority will adopt an annual budget for the applicable
Year for credits, costs and expenses relating to the Projecrt,
including Fixed Project Costs, Variable O&M Costs and Fixed O&M
Costs and shall promptly give notice to each Project
Participant of its projected share of such credits, costs and
expenses; provided that in the event that the Authority shall
not receive the written statement of credits and charges from
the State by May 15 of any Year, the Board of Directors of the
Authority shall adopt an annual budget by June 15 of such Year
based upon its best estimates of credits, costs and expenses
reiating to the Project so that the Contractor may incorporate
the appiicable portion of such estimated credits, costs and
expenses in its budget.

Section 13. Allocation of Costs and Expenses.

For the purpose of allocations of costs and expenses
pursuant to this Agreement, the Project shall be allocated (i)
+o such Reaches as are determined by the Authority to be
necessary for such allocations of costs and (ii) to the
Treatment Plant. Subject to such modifications as are
determined by the Authority to be required by reason of any
Reguest furnished by the Contractor to the Authority pursuant
+o Section 4 of this Agreement, or by reascn of Water Supply
Agreements entered into by the Authority with other Project
Participants, the Reaches of the Project are to be established
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as set forth in Section 10 c¢f this Agreement. Except as
permitted herein. the Authority shall not allocate ceosts angd
expenses -n any way wihich discriminates among Project
Participants which take delivery through the same Reaches.

{a) Method of Ccmputation of Fixed Proiect Costs. The
Fixed Proiect Costs shall be sufficient fo return to the
Authcrluv ~hose capital costs of the projecr necessary to treat
and deliver water to the Contractor which are allocated to the
Contractor pursuant to subdivision (b) of this Section.
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each Reach of the Project for the respective Year shall be
aliocated among all Project Participants entitled to delivery
of water from or through each Reach based upon the ratio of the

Project Allotment of each Project Participant to which water is
delivered through the Reach to the total Project Allotment of
all Project Participants to which water is delivered through
the Reach.

Fixed O&M Costs as are incurred generally for the Project
first shall be allocated to the Treatment Plant and to each
Reach in an amount which bears the same proportion to the total
amount of such general costs that the amount of the costs
incurred directly for the Treatment Plant and for the Reach
bears to the total of all direct costs for ‘the Treatment Plan
and all Reaches.

The proiected amounts of Fixed O&M Costs to be allocated
annually <o the Contractor shall be determined by the Authority
in sccordance with the cost allocation pr*nc1nxes and
procedures set forth in this Section, which principlies and
rrocedures shall be controlling as to allocations of Fixed O&M
Costs to the Contractor. The Contractor authorizes the
Authorlty to set forth the aepronrlate percentages. in Exhibit G
of this Agreement as soon as design and cost estimates are
ureoared by it subsequent to recelpt of reguests from the

Project Participants as to the maximum monthly delivery
eabaoll*ty o be provided in each Reach for transport and
~delivery of water to the Project Part1c1pants and to revise the
percentadges from time to time in accordance with the cost
zilocation principies and procedures set forth in this Section.

(e) Methed of Computation of Variable O&M Costs. The
Variable O&M Cests shall return to the Authority those costs of
~he Project which constitute Variable O&M Costs incurred in an
amount which :s dependent upon and varies with the amount of
water delivered to the Contractor and which are allocated to
~he Contractor pursuant to subsection (f) of this Section;
provided that to the extent permitted by law, the Authority may
2stablish reascnable reserve funds to meet anticipated Variable
O&M Ccsts; and provided further deposits in such reserve funds
by the Authority shall be made in such amounts so that such
reserve funds will be adecuate to meet such ant1c1pated COStS
as they are incurred, and shall be deemed to be a part of the
Variable O&M Costs for the Year in which such deposits are made.

(£) Allocation of Variable O&M Costs. The total amount of
Variable O&M Costs of the Treatment Plant shall be allocated to
<he Contractor as provided by subsection (h) of this Section.
There shall be computed for each Reach of the Project a charge
per acre-foot of water which will return to the Authority the

Y
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total projected Variable O&M Costs of each Reach for the
respective Year. The amount of the Variable 0&M Costs for each
Reach of the Project shall be the sum of the products obtained
when the charges per acre-foot of water determined above for
each Reach necessary to deliver water to the Contractor are
multiplied by the number of acre-feet of water delivered to the
Contractor from or through that Reach during the Year;
provided, that when water has been requested by a Contractor
and delivery thereof has been commenced by the Authority, and,
through no fault of the Authority, such water is wasted as a
result of failure or refusal by the Contractor to accept
delivery thereof, the amount of said Variable O&M Costs to be
paid by such Contractor during such period shall be the product
of the above sum and the sum of the number of acre-feet of
water delivered to the Contractor and the number of acre-feet
wasted.

(g) Revenue From Pcwer Recovery Plants. There shall be
credited against the amount of the Variable O&M Costs to be
paid by the Ccntractor, as determined pursuant to subdivision
(e) of this Section, a portion of the projected net value of
any power recovered during the respective Year at Project power
recovery plants located upstream from the delivery structures
for delivery of water to the Contractor. Such portion shall be
in an amount which bears the same proportion to said projected
net value that the number of acre-~feet of water delivered to
the Contractor through said plants during the Year bears to the
‘number of acre-feet of water delivered to all Project
Participants tarough said plants during the Year.

(h) Treatment Plant. The allocation of Fixed Project
Costs, Fixed O&M Costs and Variable Q&M Costs shall be
allocated among the Project Participants in accordance with
provisions determined by the Authority prior to the issuance of
Authority Bonds; provided, that the formula shall be agreed
upon by (i) Project Participants with a majority of Project
Allotment taking delivery of Project Allotment north of the
<erminus of Mission Hills II Reach, (ii) Project Participants
with a majority of Project ARllotment taking delivery cf Project
Allotment south of the terminus of Mission Hills II Reach and
north of the terminus of Santa Ynez I Reach, and (iii) Project
Participants with a majority of Project Allotment taking
delivery of Project Allotment south of the terminus of Santa
¥nez I Reach.

Section 14. Determination of Costs and Expenses.

The Authority shall determine the values and amounts of
Fixed Project Costs, Fixed O&M Costs and Variable O&M Costs In
order that the costs and expenses to the Contractor may
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accurately reflect increases or decreases from Year to Year in
projected costs, principal and interest payments on Authority
Bonds, annual Project Allotments, estimated deliveries, and all
-other factors which are determinative of such charges. In
addition, each such determination shall include an adjustment
to be paid by the Contractor for succeeding Years which shall
account for the differences, if any, between projections of
costs used by the Authority in determining the amounts of said
costs and expenses for all preceding Years and actual costs
incurred by the Authority during such Years.

Section 15, 7Time and Method of Payment.

(a) Initial Pavment -~ Fixed Project Costs. Payments by
the Contractor of the Fixed Project Costs shall commence on the
date which is 30 days subsequent to the effectiveness of this
Section in accordance with Section 26 hereof and shall occur on
June 1 of each Year thereafter.

(b) Initial Pavment - Tixed O&M Costs. Payments by the
Contractor of the Fixed O&M Costs shall commence for the
Treatment Plant and each Reach on the June 1 preceding the
estimated Year of the Initial Operation Date.

(c) Initial Pavment - Variable O&M Cpsts. Payments by the
Contractor of the Variable O&M Costs shall commence cn the
January 1, April 1, July 1 or Octeober 1 which is closest to,
but is at least three months immediately preceding, the date on
which initial water delivery is estimated to be made to the
Contractor.

(d) Statement of Charges. The Authority shall within 30
days of the receipt from the State of the written statement of
the charges to be paid by the Authority and credits to be
received by the Authority under the State Water Supply Contract
(but in no event Iater than June 15 of each Year), furnish the
Contractor with a written statement of the estimated Fixed
Project Costs and Fixed O&M Costs of the Contractor fcr the
next succeeding Fiscal Year. taking into account applicable
credits received by the Authority and estimated investment
earnings on moneys related to the Project held by the
Authority; provided, that amounts paid to the Authority for
rixed Project Costs shall not be invested at a yield or in any
manner which would result in interest on any Authority Bonds
being includable in 3gross income for federal income tax
ourposes. The Authority shall, cn or before March 15, June 15,
September 15 and December 15 of each Year, commencing with the
Tiscal Year in which the Initial Operation Date is estimated to
cccur furnish the Contractor with a statement of the charges to
the Contractor for the Variable O0&M Costs for the three-month
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period commencing on the July 1, October 1, January 1 or
Aprii 1, commencing three and one-half months subsequent to
such date.

(e) Times of Pavment - Fixed Project Costs. The .
Contractor shall pay to the Authority, .on or before June 1 of
each Year, commencing as set forth in subsection (a) of this
Section, 100% of the charge to the Contractor for the next
succeeding Fiscal Year of the Fixed Project Costs.

(£) Times of Payment — Fixed O&M Costs. The Contractor
shall pay to the Authority, on or before June 1 of each Year
commencing with the Year preceding the Year of anticipated
initial water delivery to the Contractor, the sum of the
charges to the Contractor for the Year or partial Year for the
Fixed O&M Costs.

(g) Times of Payment - Variable O&M Costs. The Contractor
shall pay to the Authority the charges to the Contractor for
the Variable O&M Costs for the three-month perioed commencing on
the next succeeding January 1, April 1, July 1 or October 1 so
+hat the Authority receives quarterly payments of Variable O&M
Costs three months in advance of the time when such Variable
O&M Costs will begin to be incurred by the Authority.

(h) Contest of Accuracv of Charges. If a Contractor
guestions or disputes the correctness of any billing statement
5y the Avthority, it shall pay the Authority the amount claimed
when due and shall within thirty (30) days of receipt of such
billing statement reqguest an explanation from the Authority.

If the bill is determined to be incorrect, the Authority will
adjust the pill to such Contractor in the next Fiscal Year. If
the Authority and the Contractor fail to agree on the
ccrrectness of a bill within thirty (30) days after the
Centractor has reguested an explanation, the parties shall
promptly submit the dispute to arbitration under Section 1280
et seg. of the Code of Civil Procedure.

Section 16. Obligation in the Event of Default.

(a) Written Demand Upon Failure to Make Payment. Upon
failure of the Contractor to make any payment in full when due
under this Acreement or to perform any other obligation
wereunder, the Authority shall make written demand upon the
Contracter, and if said failure is not remedied within thirty
(30) days from the éate of such demand or, if Authority Bonds
are outstanding, for such additional time as is reasonably
required, in the sole discretion of the Trustee, to correct the
same, such faiiure shall constitute a default at the expiration
of such period. Notice of such demand shall be provided to
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each other Project Participant by the Authority. Upon failure
of the Authority to perform any obligation of the Authority
hereunder, the Contractor shall make written demand upon the
Authority, and if said failure is not remedied within thirty
(30) days from the date of such demand or, if Authority Bonds
are outstanding, for such additional time as is reasonably
required, in the sole discretion of the Trustee, to correct the
same, such failure shall constitute a default at the expiration
of such period. Notice of such demand shall be provided to
each Project Participant by the Contractor making such written
demand.

In addition to any default resulting from breach by the
Authority or the Contractor of any agreement, condition,
covenant or term herecof, if the Authority .or the Contractor
shall file any petitvion or institute any proceedings under any
act or acts, state or federal, dealing with or relating to the
subject of bankruptcy or insolvency or under any amendment cf
such act or acts, either as a bankrupt ¢©r as an Inscivent or as
a debtor or in any similar capacity, wherein or wnerepy the
Authority or the Contractcr asks or seeks or prays to be
adjudicated a bankrupt, or is to be discharged from any or all
of its debts or obligations, or offers to its creditors to
effect a composition or extension of time to pay its debts, or
asks, seeks or prays for a reorganization or to effect a plan
of reorganization or for a readjustment of its debts or for any
other similar reiief, or if the Authority or the Contractor
shall make a general or any assignment for the benefit of its
creditors, then in each and every such case the Authority or
the Contractor, as the case may be, shall be deemed to pe in
default hereunder.

(b) Transfer for Defaulting Contractor's Account. Upon
the failure of the Contractor to make any payment which fallure
constitutes a default under this Agreement, the Authority shall
use its best efforts to transfer for the Contractor s account
all or a portion of the Contractor's Project Allotment for all
or a portion of the remainder of the term of this Agreement.
Notwithstanding that all or any portion of the Contractor's
Project Allotment is so transferred, the Contractor shall
remain liable to the Authority to pay the full amount of its
share of costs hereunder as if such sale or transfer has not
been made, except that such liability shall be discharged to
the extent that the Authority shall receive payment from the
transferee thereof,

(c) Termination of Entitlement to Project Allotment;
Continuing Obligations. Upon the failure of the Contractor to
make any payment wnich failure constitutes a default under this
Agreement and causes the Authority to be in default under the
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State Water Supply Contract or any Bond Resolution, the
Authority may (in addition to the remedy provided by subsection
(b) of this Section) terminate the provisions of this Agreement
insofar as the same entitle the Contractor to its Project
Allotment. Irrespective of such termination, the obligations
of the Contractor shall remain liable to the Authority to pay
the full amount of costs hereunder this Agreement shall
continue in full force and effect.

{(d) Increase in Nondefaulting Contractor Costs. Upon the
failure of any Project Participant taking delivery of its
Project Allotment north of the terminus of the Mission Hills Il
Reach to make any payment which failure constitutes a default
under its respective Water Supply Agreement, and exXcept as
transfers are made pursuant to subsection (b) of this Section
of the applicable Water Supply Acgreement, (i) the Fixed Project
Costs., Fixed O&M Costs and Variable O&M Costs of each
nondefaulting Project Participant taking delivery of its
respective Project Allotment north of the terminus of the
Mission Hills II Reach shall be automatically increased for
each Year of +the remaining term of the applicable Water Supply
Agreement pro rata with those of the other nondefaulting
Project Participant taking delivery of its Project Allotment
north of the terminus of the Mission Hills II Reach and (ii)
such defaulting Project Participant’'s Project Allotment shall
be reduced correspondingly; provided, however, that the sum of
such increases for any such nondefaulting Project Participant
in any Year shall not exceed, withcout written consent of such
nondefaulting Project Participant, an accumulated maximum of
25% of the nondefaulting Project Participant's Fixed Project
Costs (computed for this purpose as if each Project Participant
had financed its share of Project costs through the issuance of
Authority Bonds), Fixed O&M Costs and Variable O&M Costs in
such Year detvermined as nearly as practicable under the
circumstances as if the defaulting Project Participant were not
in cdefault. Upon payment of such increase, a nondefaulting
Project Participant shall be entitled to take delivery of its
pro rata share of such defaulting Project Participant's Project
Allocation.

Upon the failure of any Project Participant taking delivery
of its Project Allotment south of the terminus of the Mission
Hills II Reach to make any payment which failure constitutes a
default under its respective Water Supply Adreement, and except
as transfers are made pursuant to subsection (b) of this
Section of the applicable Water Supply Agreement, (i) the Fixed
Proiect Costs, Fixed O&M Costs and Variable Q&M Ccsts of each
nondefaulting Project Participant taking delivery of its
respective Project Allotment south of the terminus of the
Mission Hills II Reach shall be automatically increased for
each Year of the remaining term of the applicable Water Supply
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Agreement pro rata with those of the other nondefaulting
Project Part1c1pant taking delivery of its Project Allotment
south of the terminus of the Mission Hills II Reach and (ii)
such defaulting Project Participant's Project Allotment shall
be reduced correspondingly; provided, however, that the sum of
such increases for any such nonaefaultlng Project Participant
in any Year shall not exceed, without written consent of such
nondefaulting Project Participant, an accumulated maximum of
25% of the noncefaultﬁng Project Participant's Fixed Project
Costs (computed for this purpose as if each Project Participant
had financed its share of Project costs through the issuance of
Authority Bonds), Fixed O&M Costs and Variable O&M Costs in
such Year determined as nearly as practicable under the
circumstances as if the defaulting Project Participant were not
in default. Upon payment of such increase, a nonae;ault:ng
Project Participant shall be entitled to take aelﬁvery of its
pro rata share of such defaulting Project Participant’'s Project
Allocation.

{e) Right of Recovery From Defaulting Prciect
Particivant. If a Project Participant shall fail or refuse to
pay anvy amounts due to the Authority, the fact that the Project
Participant has increased its oblication to make such payments
shall not relieve the defaulting Project Participant of its
ligbiliry for such payments. and the Preject Participant shall
have a right of recovery from the de‘aul*lnq ProgeCt
Par-lc_pant to the extent of such respective increase in
cbligation caused by the defaulting Project Participant.

(f) Enforcement cf Remedies. 1In addition to the remedies
set forth in this Section, upon the occurrence of an Event of
Default as defined herein., the Authority or the Contractor, as
the case may be, shall be entitled to proceed to protect and
enforce the rights vested in such party by this Acreement by
such appropriate judicial proceeding as such party shall deem
most effectual, either by suit in equity or by action at law,
whether for the specific performance of any covenant or
agreement contained herein or to enfcrce any other legal or
equitable right vested in such party by this Agreement or by
law. The provisions of this Agreement and the duties of each
party hereof, their respective boards, officers or employees
shall be enforceable by the other party heretro by mandamus or
other appropriate suit, action or proceeding in any court of
competent jurisdiction, with the losing party paving ail costs
and attorney fees. Without limiting the generality of the
foregoing, the Authority cr the Contractor, as the case may be,
shall have the right to bring the following actions:

(1) Accounting. By action or suit in eguity to
require the board of the Authority or the Contractor, its
cfficers and emplcyees and its assigns to account as the
~rustee of an exXpress trusrt.
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(2) Injunction. By actioen or suit in equity to
enjoin any acts or things which may be unlawful or in
violation of the rights of the Authority or the Contractor,
as the case may be.

(3) Mandamus. By mandamus or other suit, action or
proceeding at law or in equity to enforce its rights
against the other party hereto (and its board, officers and
employees) and to compel the other party hereto to perform
and carry out its duties and obligations under the law and
its covenants and agreements as provided herein.

In addition, in the event of a dispute between the
Authority or the Contractor with respect to the terms of the
Agreement, the Authority and the Contractor agree to submit
such matter to arbitration under Section 1280 et seg. of the
Code of Civil Procedure with the losing party paying ail costs
and attorney fees.

(g) Waiver. The waiver by the Autherity or the Trustee of
any breach by the Cocntractor of any agreement, condition,
covenant or term herecf shall not operate as a waiver of any
subsegquent breach of the same or any other agreement,
condition, covenant or term hereof.

(h) Trustee is Third Partv Beneficiarv. Any Trustee for
Authority Bonds shall have the right. as a third party
beneficiary, to initiate and maintain suit to enforce this
Agreement to the extent provided in any Bond Resoiution.

Section 17. Unutilized Prodect Allotment.

when the Contractor has a Prciect Allotment that exceeds
that Contractor's needs or demands in any one Year, the
Authority shall, if requested by the Contractor to do so,
transfer unutilized Project Allotment in the following manner:

{(a) The Authority shall use its best efforts to
transfer such unutilized Project Allotment at a cost at
least equal to the Contractor s Fixed Project Costs, Fixed
O&M Costs, Variable O&M Costs, and any other reasonable
identifiable costs therefor with respect to such unutilized
Project Allotment and credit such payments received
therefor to the Contractor; provided that if the Authority
nas received regquests from Proiect Participants to transfer
more State Water Project water than can be transferred, the
Authority shall transfer unutiiized State Water Project
water on a pro rata basis based upon such reguesting
Project Participants’' Project Allotments.
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{b) Other Project Participants shall have a right of
first refusal to take delivery of the Contractor utnutilized
Project Allotment, at the costs set forth in subsection (a)
of this Section.

In the event the Authority is unable to transfer unutilized
Project Allotment, the provisions of Section 5 hereof shall
apply. To the extent that the Authority is unable to transfer
the Contractor's unutilized Project Allotment to other Project
Participants, the Authority may make such unutilized Project
Allotment available to other water purveyors within Santa
Barbara County; provided that the Contractor shall not pe
relieved of any of its obligations hereunder as a result of
such water being made available to other water purveyors.

This Section shall be an alternative to, and shall not be
limited by Section 9 hereof, and shall in no way affect the
rights of the Contractor to sell or otherwise dispose of its
Project Allotment in accordance with Section 9 hereof.

Section 18. Transfers, Sales and Assignments of Proiect
Allotment.

(a) Transfer of Project Allotment. The Contractor has
rights to make transfers, sales, assignments and exchanges
{collectively "transfers") of its Project Allotment only as
expressly provided in this Agreement.

(b) Transfer cf Ownership. The Contractor shall not
transfer ownership of all or any substantial portion of its
Water System to another entity until it has first complied with
the provisicns of this subsection. An annexation,
consolidation, merger or reorganization with another
goverrmental entity or a change in governmental form in
accorcance with the Cortese-Knox Local Government
Xeorcanization Act of 1985, as amended (commencing with
Cal:fornia Government Code Section 56000, et seg.) or any
simzlar successor statute, in which the surviving entity or
entities assume in the aggregate all obligations of the
Contractor under this Agreement, and in which the rights under
this Agreement may be enforced as provided in Government Code
Secticn 56121 is not deemed a transfer of ownership.

(1) Such disposition or transfer shall be under terms
and conditions that provide assurance that the obligations
cf «he Centractor under this Agreement, and that the
Authority's obligations under this Agreement, and any Bond
Resolution, and under other agreements made or to be made
Sy the Authority to carry out the Project, will be promptly
and adequately met. The Authority may require that
sufficient moneys of the Contractor to discharge such
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obligations be irrevocably set aside and maintained in a
trust account, as a condition to the transfer all or a
portion of the Water System, if no other adequate assurance
is available. 1In the event that the Ccntractor transfers a
substantial portion of its Water System to another entity
in accordance with this Agreement, a portion of the Project
Allotment of the Contractor may be transferred from the
Contractor to such entity as the Authority shall determine
to be fair and reasonable.

(2) The Contractor shall give ninety (90) days
advance written notice to the Authority of any proposed
transfer pursuant to this subsection. Appendix A to this
Agreement shall be amended as appropriate to reflect any
transaction pursuant to this subsection.

(c) Maintenance of Tax-Exempt Status of Authority Bonds.
Notwithstanding any othner provision of this Agreement, the
Contractor shall not transfer, assign, sell or exchange any
portion of the Project Allctment, directly or indirectly, in
any manner, and shall not take or permit to be taken any other
action or actions, which would result in any of the Authority
Sonds being treated as an cbligation not described in Section
103(a) of the Internal Revenue Code of 1986, as amended., by
reason of classification of such Authority Bond as a "private
activity bond" within the meaning of Section 141 of said Code
cor for any other reason.

Section 19. Additional Proiject Participants.

{a) Additional Proiect Participants. The Contractor
acknowledges that the Authority may enter into Water Supply
Agreements with Additional Project Participants subseguent to
the execution of this Agreement to the extent the Authority
determines that sufficient capacity exists to suppiy such
Additional Project Participant’'s Project Allotment ccnsistent
with the Authority's overall delivery abilities. Upon
execution of a Water Supply Agreement with an Additional
Project Participant, the Authority shall promptly provide to
<he Contractor a revised Exhibit A to this Agreement setting
forth the revised list of Project Allotments of the Project
Participants. No Water Supply Agreement with an Additional
Project Participant shall affect the Contractor's Project
Allotment. The Water Supply Adgreement with such Additional
Project Participant shall establish a price (which may be $0)
to be paid by the Additional Proiect Participant tTo the
Contractor an amount which reascnably compensates the
Contractor for Fixed Project Costs and Fixed O&M Costs
previously paid by the Contractor which are fairly allocable to
the Additional Project Participant.

Y
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{(b) Maintenance of Tax-Exempt Status of Authority Bonds.
Notwithstanding any other provision of this Agreement, the
Authority shall not execute a Water Supply Agreement with an
Additional Project Participant if execution of such Water
Supply Agreement would result in any of the Authority Bonds
being treated as an obligation not described in Section 103(a)
of the Internal Revenue Code of 1986, as amended, by reason of
classification of such Authority Bond as a “"private activity
bond" within the meaning of Section 141 of said Code.

Section 20. Covenants of the Contractor.

{(a) Amount of Rates and Charges. The Contractor will £fix,
prescribe and collect rates and charges for the Contractor
Water System which will be at least sufficient to yield during
each Fiscal Year Contractor Net Water System Revenues equal to
one hundred twenty-five percent {(125%) of the Contract Payments
for such Fiscal Year. The Centractor may make adjustments from
time to time in such rates and charges and may make such
classificaticn thereof as it deems necessary, but shall not
reduce the rates and charces then in effect unless the
Contractor Net Water System Revenues from such reduced rates
and charges will at all times be sufficient to meet the
requirements of this section.

(b) Against Sale or Other Dispvosition of Property. The
Contractor will not sell, lease or ctherwise dispose of the
Contractor Water System or any part thereof, except as provided
in Section 18 hereof, unless the Contractor determines that
such sale, .ease or other disposition will not materiaily
adversely affect the Contractor's ability to comply with
subsection (a) of this Section. The Contractor will not enter
into any agreement or lease which impairs the operation of the
Contractor Water System Or any part thereof necessary to secure
adequate Contractor Net Water System Revenues for the payment
of the obligations :imposed under this Agreement or which would
otherwise impair the rights of the Authority with respect to
the Contractor Water System Revernues or the operation of the
Contractor Water System.

(c) Against Competitive Facilities. To the extent
permitted by existing law and within the scope of its powers,
the Contractor will not acquire, construct, maintain or operate
and will not permit any other public or private agency.
corporation, districr or political subdivision or any person
whomsoever to acguire, construct, maintain or operate within
rhe boundaries of the Contractor any water system competitive
with the Contractor Water System.

32
6886001/41 (LA)



(d) Maintenance and Operation of the Contractor Water
System; Budgets. The Contractor will maintain and preserve the
Contractor Water System in good repair and working order at all
times and will operate the Contractor Water System in an
efficient and economical manner and will pay all Contractor
Operation and Maintenance Expenses as they become due and
payable. On or before the first day of each Fiscal Year
thereafter, the Contractor will adopt and file with the
Authority a budget approved by the legislative bedy of the
Contractor, 1nc1ud1ng therein in the estimated Contractor
Operation and Maintenance Expenses for such Fiscal Year the
estimated Fixed Project Costs, Fixed O&M Costs and Variable O&M
Costs payable. Any budget may be amended at any time during
any Fiscal Year and such amended budget shall be filed by the
Contractor with the Authority.

(e) Pavment of Claims. The Contractor will pay and
discharge any and all Zawful claims for labor, materials or
shnnlles which, if unraid, might become a lien on the
Contractor Water System Revenues cr any part thereof or on any
funds in the hanus cf the Contractor or the Trustee prior or

superior to the lien of the payments to be made under this
Aareement or wnlch might impair the security of the payments to
be made under this Agreement, but the Contractor shall not be
required to pay such claims if the validity thereof shall be
contested in good faith.

(f) Compliance with Contracts. The Contractor will comply
with, keep, observe and perform all agreements. ccnditions,
covenants and terms, express or implied, reguired to be
performed by it contained in all contracts for the use of the
Contractor Water System and all other contracts affecting or
involving the Contractor Water System to the extent that the
Contractor is a party thereto.

(g) Insurance.

{i) The Contractor shall procure and maintain or
cause to be procured and maintained insurance on the
Centractor Water System with responsible insurers so long
as such insurance is available from reputable insurance
companies. or, alternatively, shall establish a program of
self-insurance, or participate in a joint pcwers agency
,rovzdlng insurance or other poo;ed insurance program, in
such amounts and against such risks (including accident to
or destruction of the Contractor Water System) as are
usually covered in connection with water systems similar o
the Contractor Water System. In the event of any damage to
or destruction of the Contractor Water System caused by the
perils covered by such insurance, the Net Proceeds thereof
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shall be applied to the reconstruction, repair or
replacement of the damaged or destroyed portion of the
Contractor Water System. The Contractor shall begin such
reconstruction, repair or replacement promptly after such
damage or destruction shall occur, and shall continue and
properly complete such reconstruction, repair or
replacement as expeditiously as possible, and shall pay out
of such Net Proceeds all costs and expenses in connection
with such reconstruction, repair or replacement so that the
same shall be completed and the Contractor Water System
shall be free and clear of all claims and liens.

If the Net Proceeds are insufficient to pay in £full
the cost of reconstruction, repair or replacement of the
damaged or destroyed portion of the Contractor Water
System, then the Contractor shall complete the work and pay
any cecsts in excess of the amount of the Net Proceeds from
Contracter Net Water System Revenues.

{(ii) The Contractor will procure and maintain such
other insurance which it shall deem advisable or necessary
to protect its interests and the interests of the
Authority., which insurance shall afford protection in such
amounts and acgainst such risks as are usually covered in
connection with water systems similar to the Contractor
Water System; zrovided that any such insurance may be
maintained under a self-insurance program so long as such
self-insurance Is maintained in the amounts and manner
usually maintained in connection with water systems similar
~o the Contractor Water System and is, in the opinion of an
accredited actuary, actuarially sound.

All policies of insurance reguired to be maintained
herein shall, to extent reasonably obtainable, provide that
the Authority and the Trustee shall be given thirty (30)
days' written notice of any intended cancellation thereof
or reduction of coverage provided thereby.

{h) Accounting Records and Financial Statements.

(i) The Contractor will keep appropriate accounting
records in which complete and correct entries shall be made
of ail transactions relating to the Contractor Water
System, which records shall be available for inspection by
<he Authority and the Trustee at reasonabie hours and under
reasonable conditions.

(ii) The Contractor will prepare and file with the
Authority annually within one hundred eighty (180) days
after the ciose of each Fiscal Year (commencing with the
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Fiscal Year ending June 30, 1992) financial statements of
the Contractor for the preceding Fiscal Year prepared in
accordance with generally accepted accounting principles,
together with an Accountant's Report thereon. The
Contractor will promptly furnish a copy of such Accountants
Report to the Authority and to the Trustee.

(i) Protection of Securitv and Rights of the Authority.
The Contractor will preserve and protect the rights of the
Authority and the Trustee to the obligations of the Contractor
hereunder and will warrant and defend such rights against all
claims and demands of all persons.

(j) Payment of Taxes and Compliance with Governmental
Requiations. The Contractor will pay and discharge all taxes,
assessments and other governmental charges which may hereafter
be lawfully imposed upon the Contractor Water System or any
part thereof or upon the Contractor Water System Revenues when
the same shall become due. The Contractor will duly cbhserve
and conform with all valid regulations and reguirements of any
governmental authority relative to the operation of the
Contractor Water System or any w»art thereof, but the Contractor
shall not be required to comply with any regqulations or
requirements so long as the validity or application thereof
shall be contested in cood faith.

(k) Further Assurances. The Contractor will adopt,
deliver, execute and make any and alil further assurances,
instruments and resclutions as may be reasonably necessary or
proper to carry out the intention or to facilitate the
performance hereof and for the better assuring and confirming
unto the Authority and the Trustee of the rights and benefits
provided to them herein.

Section 21. Covenants of the Authority.

(a) The Authority shall procure and maintain or cause to
be procured and maintained insurance on the Project with
responsible insurers so long as such insurance is available
from reputable insurance companies, or, alternatively, shall
establish a program of self-insurance, or participate in a
joint powers agency providing insurance or other pooled
insurance prodram, covering such risks, in such amounts and
with such deductibles as shall be determined by the Authority.
The Authority shall indemnify and hold harmless the Contractor
from any liability for versonal injury or property damage
resuiting from any accident or occurrence arising out of or in
any way related to the construction or operation of the
Project: provided, however, that such liability of the
Authority shall be limited to the extent the proceeds of
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insurance and other moneys available to the Authority hereunder
are available therefore.

(b) Accounting Records and Financial Statements.

(i) The Authority will keep appropriate accounting
records in which complete and correct entries shall be made
of all transactions relating to the Project., which records
shall be available for inspection by the Contractor at
reasonable hours and under reasonable conditions.

(ii) The Authority will prepare annually within one
hundred eighty (180) cdays after the close of each Fiscal
Year (commencing with the Fiscal Year ending June 30, 1992)
financial statements of the Authority for the preceding
Fiscal Year prepared in accordance with generally accepted
accounting principles, together with an Accountant's Report
thereof. The Autherity will promptly furnish a ccpy of
such Accountant's Report to the Contractor and to the
Trustee.

(c) The Authority shall comply with all state and federal
laws applicable to the Authority and the Project, including but
net limited to CEQA.

Section 22. Assionment of Contractor Rights under Water
Suppiy Ketention Agreement.

Subject to the seccnd sentence of this Section and Section
3(b) hereof, the Contractor hereby irrevocably assigns to the
_Authority all of its rights and obligations under the Water
Supply Retention Agreement. Notwithstanding the foregoing, the
Contractor can revoke the assignment set forth above on or
after January 1, 1996, in the event that the Authority has not
commenced construction of the Project in accordance with
Section 3 hereof.

Section 23. Term.

(a) No provision of this Agreement shall take effect until
it and Water Supply Agreements with all Project Participants
(other than Additional Project Participants) have been duly
executed and delivered to the Authority together with an
opinion for each Project Participant of an attorney or firm of
attorneys in substantially the form attached hereto as
Exhibit C and an opinion for the Authority of Brown & Wood,
Special Counsel to the Authority., in substantially the form
attached hereto as Exhibit D. Certain provisions cf the
Agreement shall not take effect until certain conditions
described in Section 26 hereof are satisfied.
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(b) Notwithstanding the delay in effective date of this
Agreement until all Project Participants have complied with
subsection (a) of this Section, it is agreed by the Contractor
that in consideration for the Authority's signature hereto, and
for its commitment to use its best efforts to obtain the
commitment of all Project Participants, the Contractor upon its
execution and delivery of this Agreement to the Authority along
with the required opinion and any required evidence of
compliance as reguired by subsection (a) of this Section shall
be immediately bound not to withdraw its respective offer
herein made to enter into this Agreement as executed and/or
supplemented or to decrease or terminate its Project Allotment
before the earlier of (i) the determination date as described
in Section 5(a) of the Water Supply Retention Agreement or (ii)
December 1, 1995. Such a decrease cr termination by the
Contractor may be made only if this Agreement has not taken
eifect before, and the Authority Bonds have not been issued
prior to November 31, 1995, and only by giving writter notice
chersecf to the Authority not less than 30 nor more than 60 days
prior thereto.

(c) The term of this Agreement shall continue until the
later of (i) the termination of the State Water Supply Contract
or (ii) the date on which no Authority Bonds remain outstanding.

Secticn 24. Assignment.

The Authority may pledge and assign to any Trustee for
Authority Bonds., all or any portion of the payments received
under this Aagreement from the Contractor and the Authority's
other richts and interests under this Agreement. Such pledge
and assignment by the Authority shall be made effective for
such time as the Authority shall determine and provide that the
Trustee shail have the power to enforce this Agreement in the
event of a default 5y the Authority under a Bond Resolution.
The Contractor may assign its rights under this Agreement only
in accordance with Section 18 hereof.

Section 25. Termination and Amendments.

This Agreement shall not be subject to termination by any
party under any circumstances, whether based upon the default
of any other party under this Adreement., or any other
instrument, or otherwise, except as specifically provided
herein.

Except as otherwise provided in this Agreement, on and
after the date Authority Bonds are issued and so long as any
Authority Bonds are outstanding in accordance with the
applicable Bond Resolution, Section S{(a), (c) and (4}, 13(a)
and (b), 15{(a) and (e), 16, 20, 22 and 23 of this Agreement
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shall not be amended, modified or otherwise changed or
rescinded by agreement of the parties without the consent of
each Trustee for Authority Bonds whose consent is required
under the applicable Bond Resolution. This Agreement may only
be otherwise amended, modified, changed or rescinded in writing
by each of the parties hereto.

Notwithstanding the foregoing, the sections of this
Agreement set forth in the prior paragraph of this Section may
be amended without the consent of each Trustee for Authority
Bonds for any of the following purposes:

{a) to add to the agreements, conditions, covenants and
terms contained herein required to be observed or performed by
the Authority or the Contractor other agreements, conditions,
covenants and terms hereafter to be observed or performed by
the Authority or the Contractor, or to surrender any right
reserved herein to or conferred herein on the Authority cr the
Contraczor, and which in either case shall not adversely affect
the interests of the owners of any Authority 3Bonds:

(b) to make such provisions for the purpose of curing any
ambiguity or of correcting, curing or sunplement;na any
defective provision contained herein or in regard to cuestions
arising hereunder which the Authorlty or the Contractor may
deem desirable or necessary and not inconsistent herewith, and
which shall not materially adversely affect the interests of
the owners of any Authority Bonds;

{c) to make any medifications or changes necessary or
appropriate in the opinion of a firm of nationally recognized
standing in the field of law relating to municipal bonds to
preserve or protect the exclusion from gross income of interest
on the Authority Bonds for federal income tax purposes;

(d) to make any modifications or changes to this Agreement
in order to enable the execution and delivery of Authority
Bonds on a parity with any Authority Bonds previocusly issued
and to make any modifications or changes necessary or
appropriate in connection with the execution and delivery of
Authority Bonds;

(e) to make any other modification or change to the
provisions of this Agreement which does not materially
adversely affect the interests of the owners of any Authority
Sonds;

(f) to make changes to the definition of "Project",
including but not limited to changes resulting from the
operation of Section 3 hereof; provided that no such amendment

s
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shall cause the Project to vary from the facilities approved by
the voters within the contractor.

Section 26. Effectiveness of this Agreement.

Each party hereto acknowledges that the Authority cannot
determine to undertake certain activities with respect to the
Project prior to completion of certain activities under CEQA.
To this end, each party agrees that pricr to completion of such
activities only Sections 1, 2, 19(a), 22, 23, 25, 26, 27 and 28
and such other sections as to which the Authority determines
that effectiveness is permitted under CEQA, shall be
immediately effective. All other provisions of this Agreement
shall be effective on and after a written determination by the
Authority that CEQA has been complied with such that this
2greement shall be effective. The Contractor shall not be
liable for any costs or expenses of the Project under this
Agreement prior to the effectiveness of the Agreement described
above.

Section 27. Miscellaneous.

The headings of the sections hereof are inserted for
convenience oniy and shall not be deemed a part of this
Adreement.

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

This Acreement may be executed in several counterparts, all
or any of which shall be regarded for all purposes as one
criginal and shail constitute and be but one and the same
instrument.

This Agreement shall be governed by and construed in
accordance with the laws of the State of California.

Section 28. Operating Committee.

{a) General. The Authority and the Contractor hereby
establish the Operating Committee. The Operating Committee
shall (i) have authority to recommend commencement of
construction in accordance with Section 3 hereof. and (ii) meet
+o review, svaluate and recommend to the Authority items
related to the acquisition, construction, financing, operation
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and maintenance of the Project. The Operating Committee shall
consist of the general manager of each Project Participant
unless a Project Participant designates another staff member or
consultant.

(b) Compliance with Agreements. No action by the
Operating Committee pursuant to the Water Supply Agreements or
otherwise shall in any way affect the ability of the Authority
to act with respect to any Bond Resolution, any agreement
entered into by the Authority for the construction or operation
of the Project or any applicable licenses, permits or
regulatory provisions and the Authority shall be responsible
for executing contracts relating to construction and operation
of the Project and fulfilling the obligations of the Authority
thereunder. If the Operating Committee fails to make a
recommendation with respect to any matter presented to it, the
Authority may take such action as it determines is necessary
for the timely performance of all such obligations.

(c) Meetings. Actions of the Operating Committee will be
taken only at meetings of the Operating Committee duly called
and held pursuant to the Ralph M. Brown Act or other laws
aprpiicable to such meetings. Unless otherwise determined by
resclution of the Operating Committee, regular meetings of the
Operating Committee to act on matters relating to the Project
shall be held once per month at such time and place as shall be
establiished by resolution of the Operating Committee. The
-Authority shall prepare an agenda for meetings of the Operating
Committee and any members of the Operating Committee may
request that any item relating to the Project be included on
the agenda. Copies of the agenda and supporting infermation
shall be provided in accordance with the time regquirements and
procedures established by the Ralph M. Brown Act. Meetings of
the Operating Committee to act on matters relating to the
Project may be cailed by a majority of the members of the
Project Committee upon notice as required by the Ralph M. Brown
Act for special meetings of public entities or other laws
applicable to such meetings, in effect from time to time.

(d) Quorum and Voting. The provisions of Section 11 of
the Joint Powers Agreement are hereby incorporated by reference
provided that all references therein to Authority shall be
cdeemed to refer to the Operating Committee and all reference
therein to Members shall be deemed to refer to the Project
Participants.
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IN WITNESS WHEREOF the Contractor has executed this
Bgreement with the approval of its governing body, and caused
its official seal to be affixed and the Authority has execured
this Agreement in accordance with the authorization of its
Board of Directors, and caused its official seal to be affixed.

CENTRAL COAST WATER AUTHORITY
[SEAL]

T ]

Secretqry

MONTECITO WATER DISTRICT

[SEAL] ,
. R T, e
Attest: By éu / / >:¥’ {/L-.'tl.(ﬂ'( {
President
s O CRLO ., Srans

Secretary
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THIBIT A
PART I: SCHEDULE OF PROJECT ALLOTMENTS
Project
Contractor Allotments
1, City of Santa Maria

2. City of Santa Barbara

3. City of Guadalupe

4. Goleta Water District

5. Montécito Water District

6. Carpinteria County Water District
7. Summerland County Water District

8. La Cumbre Mutual Water Company
9. Santa Ynez River Water
C Censervation District,
Improvement District No. 1
10. Morehart Land Company
11. Santa Barbara Research
12, Vandenberg Air Force Base

13. Southern California Water Company

14. Buellton Community
Services District

15. Casmalia Community
Services District
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EXHIBIT B
WATER SUPPLY COSTS

The costs to the Contractor for supply of an amount of
water equal to or less than the Contractor's Project Allotment,
shall be determined in accordance with the Policy of the
Authority regarding State Water Delivery Costs (the "Policy").

Under the Policy, the Authority's incurred costs shall be
separated into two categories:

(1) Fixed Costs, independent of water deliveries to the
Authority. i

(2) Variable Costs, which are dependent upon actual deliveries
cf water,

Fixed Cos:ts (independent of water deliveries)

Contractor Water System Revenue Bend Surcharge (WSR)
Capital Cost Component {(CCC)

- Delta Water Charge
— Transportation Charge

Minimum Operation, Maintenance, Power and Replacement (OMP&R)
Component {(MOC) '

Delta Water Charge

Variable Costs (dependent upon actual delivery of water)

Variable Transportation Component (VTC)
Off-Aqueduct Power Costs (OAP)
Replacement Account (RA)
In accordance with the Policy, Fixed Costs shall be offset

by power revenues, and Variable Costs shall be paid by the
Contractor as follows:
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Variable Costs

[VIC + ORP + RA] x 1.15%*

i

Cost of Delivery
Per Acre-Foot
* 15% administration and
overhead relating to the
State Water Supply Contract

NOTES

1. All Costs Components are variable and are adjusted. annually
by the State of California Department of Water Resources
(DWR) .

2. The costs of delivery described above do not include any
costs for the Project. Any OMP&R cests associated with the
Project shall be in addition to the cost of delivery as
defined in the Policy and as set forth in this Exhibit B.

6886001/41 (LA)



EXHIBIT C
[This opinion shall be delivered upon execution of the Water
Supply Agreement]

August _, 1991

Central Coast Water Authority

Santa Barbara, California
{Contractor]
Ladies and Gentlemen:

We are acting as general counsel to (the
"Contractor") under the Water Supply Agreement, dated as of
August 1, 1991 (the "Agreement"), between the Central Coast
Water Authority (the "Authority") and the Contractor, and have
acted as general counsel to the Contractor in connection with
the matters referred to herein. As such counsel we have
examined and are familiar with (i) documents relating to the
existence, organization and operation of the Contractor
provided to us by the Contractor, (ii) certifications by .

" officers of the Contractor, (iii) all necessary documentation
of the Contractor relating to the authorization, execution and
delivery of the Agreement, and (iv) an executed counterpart of
the Agreement. Terms used herein and not otherwise defined
have the respective meanings set forth in the Agreement.

Based upon the foregoing and such examination of law and
such other information, papers and documents as we deem
necessary or advisable to enable us to render this opinion,
including the Constitution and laws of the State of California,
together with the resolutions, ordinances and public
proceedings of the Ceontractor, we are of the opinion that:

1. The Contractor is a , duly created, organized
and existing under the laws of the State of California and duly
qualified to furnish water service within its boundaries.

2. The Contractor has legal right, power and authority to
enter into the Agreement and to carry out and consummate all
transactions reasonably contemplated thereby, and the
Contractor has complied with the provisions of applicable law
relating to such transactions.
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Central Coast Water Authority
[Contractor]

August __, 1991

Page 2

3. The Agreement has been duly authorized, executed and
delivered by the Contractor, is in full force and effect as to
the Contractor in accordance with its terms and, subject to the
qualifications set forth in the second to the last paragraph
hereof, and assuming that the Authority has all requisite power
and authority, and has taken all necessary action, to
authorize, execute and deliver such Agreement, the Agreement
constitutes the valid and binding obligation of the Contractor.

4. The obligations of the Contractor to make payments
under the Aqreement from the Revenues of its Contractor Water
System or other lawfully available funds as provided in
Section 5 of the Agreement is a valid, legal and binding
obligation of the Contractor enforceable in accordance with its
terms.

5. No approval, consent or authorization of any
governmental or public agency, authority or person is required
for the execution and delivery by the Contractor of the
Agreement.

_ 6. The authorization, execution and delivery of the
Agreement and compliance with the provisions thereof will not
conflict with or constitute a breach of, or default under, any
instrument relating to the organization, existence or operation

of the Contracter, any commitment, agreement or other
instrument to which the Contractor is a party or by which it or
its property is bound or affected, or any ruling, regulation,
ordinance, judgment, order or decree to which the Contractor
(or any of its officers in their respective capacities as such)
is subject or any provision of the laws of the State of
California relating to the Contractor and its affairs.

7. There is no action, suit, proceeding, inquiry or
investigation at law or in equity, or before any court, public
board or body, pending or, to our knowledge, threatened against
or affecting the Contractor or any entity affiliated with the
Contractor or any of its officers in their respective
capacities as such, which questions the powers of the
Contractor referred to in paragraph 2 above or the validity of
the proceedings taken by the Contractor in connection with the
authorization, execution or delivery of the Agreement, or
wherein any unfavorable decision, ruling or finding would
materially adversely affect the transactions contemplated by
the Agreement, or which would adversely affect the validity or
enforceability of the Agreement.
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Central Coast Water Authority
[Contractor])

August _ , 1991

Page 3

The opinion expressed in paragraph 3 above is qualified to
the extent that the enforceability of the Agreement may be
limited by any applicable bankruptcy, insolvency,
reorganization, arrangement, moratorium, or other laws
affecting creditors' rights, to the application of equitable
principles and to the exercise of judicial discretion in
appropriate cases and to the limitations on legal remedies
against public agencies in the State of California and provided
that no opinicn is expressed with respect to any
indemnification or contribution provisions contained therein.

This opinion is rendered only with respect to the laws of
the State of California and the United States of America and is
addressed only to the Central Coast Water Authority and the
Contractor. No other person is entitled to rely on this
opinion, nor may you rely on it in connection with any
transactions other than those described herein.

Very truly yours,
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EMHIBIT D
[This opinion shall be delivered upon execution of the Water
Supply Agreement]

August __, 1991

Central Coast Water Authority

Santa Barbara, California

The Contractors Listed on
Exhibit A attached hereto)

Ladies and Gentlemen:

We are acting as special counsel to the Central Coast Water
Rutherity (the ”Authorlty“) under certain Water Supply
Agreement, dated as cf August 1, 1991 (each an "Agreement"),
between the Authority (the "Authorlty") and each of the water
ccntractors identified on Exhibit A attached hereto (each a
"Contractor") in connection with the matters referred to
herein. As such counsel we have examined and are familiar with
(i) documents relating to the existence. organization and
cperation of the Authority provided to us by the Authoriry,
~(ii) certifications by officers of the Authorlty, (iii) aill
necessary documentation of the Authority reiating to the
authorization, execution and delivery of the Agreement. and
(iv) an executed counterpart of the Agreement. Terms used
herein and not otherwise defined have the respective meanings
set forth in the Agreement.

Based upon the foregeoing and such examination of law and
such other information, papers and documents as we deem
necessary cr advisable to enable us to render this opinion,
including the Constitution and laws of the State of California,
together with the resolutions, ordinances and public
proceedings of the Authority, we are of the opinion that:

1. The Authority is a joint exercise of powers agency,
duly created, organized and existing under the laws of the
State of California,.

2. The Authority has legal right, power and authority to

enter into the Agreement and to carry out and consummate all
transactions reasonably contemplated thereby, and the Authority
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Central Coast Water Authorities

Contractors Listed con Exhibit A Attached hereto
August __, 1991

Page 5

has complied with the provisions of applicable law relating to
such transactions.

3. The Agreement has been duly authorized, executed and
delivered by the Authority, is in full force and effect as to
the Authority in accordance with its terms and, subject to the
qualifications set forth in the second to the last paragraph
hereof, and assuming that each Contractor has all regquisite
power and authority, and has taken all necessary action, to
authorize, execute and deliver such Agreement, the Agreement
constitutes the valid and binding obligation of the Authority.

4. No approval, consent or authorization of any
governmental or public agency, authority or person is required
for <he execution and gdelivery by the Authority of the
Agreement.

5. The authorization, execution and delivery of the
Acgreement and compliance with the provisions thereof will not
cenflict with or constitute a breach of, or default under, any
instrument relating to the oruanization, existence or coperation
of the Authority, any commitment, agreement or other instrument
to which the Authority is a party or by which it or its
rroperty is bound or affected, or, to the best of our
knowledge, any ruling, reguliation, ordinance, Jjudgment, order
or decree to which the Authority {(or any of its officers in
their respective capacities as such) is subject or any
provision of the laws of the State of California relating to
the Authority and its affairs.

6. There is no action, suit, proceeding, incuiry or
investigation at law or in equity., or before any court, public
becard or body, pending or, toc our knowledge, threatened against
or affecting the Authority or any of its officers in their
respective capacities as such, which guestions the powers of
the Authority referred to in paragraph 2 above or the validity
of the proceedings taken by the Authority in connection with
the authorization, execution or delivery of the Agreement, or
wnerein any unfavorable decision, ruling or finding would
materially adversely affect the transactions contemplated by
=he Agreement, or which, in any way, would adversely affect the
validity or enforceability of the Agreement.

The opinion expressed in paragraph 3 above is gualified to

the extent that the enforceability of the Agreement may be
1imited by any applicable bankruptcy, inscivency,
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Central Coast Water Authorities

Contractors Listed on Exhibit A Attached hereto
August __, 1991

Page 6

reorganization, arrangement, moratorium, or other laws
affecting creditors' rights, to the application of egquitable
principles and to the exercise of judicial discretion in
appropriate cases and to the limitations on legal remedies
against public agencies in the State of California and provided
that no opinion is expressed with respect to any
indemnification or contribution provisions contained therein.

This opinion is rendered only with respect to the laws of
the State of California and the United States of America and is
addressed only to the Authority and the Contractors. No other
person is entitled to rely on this opinion, ner may you rely on
it in conhection with any transactions other than those
described herein.

Very truly yours,
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ADDRESSEES OF BROWN & WOOD COPINION

City of Santa Maria

City of Santa Barbara

City of Guadalupe

Goleta Water District

Montecito Water District
Carpinteria County Water District
Summerland County Water District
La Cambre Mutual Water Company
Santa Ynez River Water
Conservation District,
Improvement District No. 1
Mcrehart Land Company

Santa Barbara Research

- Vandenberg Air Force Base

Southern California Water Company

Buellton Community
Services District

Casmalia Community
Services District
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EXHIBIT F

LIST OF NOTES, BONDS OR OTHER OBLIGATIONS OF THE CONTRACTOR AS
OF DATE OF EXECUTION TO WHICH CONTRACTOR WATER SYSTEM REVENUES

ARE PLEDGED

MAXIMUM ANNUAL
DESCRIPTION DEBT SERVICE

$494,471 principal amount $ 43,500
of State of California
Department of Water
Resources Loan Under the
California Safe Drinking
Water Bond Law of 1976
{(Contract No. E53 028)
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EXHIBIT G

SCHEDULE OF FIXED O&M COSTS BY TREATMENT PLANT
AND PROJECT REACH

PERCENTAGE
Treatment Plant

City of Santa Maria %
City of Santa Barbara
City of Guadalupe
Goleta Water District
Montecito Water District
Carpinteria County Water District
Summerland County Water District
La Cumbre Mutual Water Company
Santa Ynez River Water
Conservatrion District,
Improvement District No. 1
10. Morehart Land Company
11. Santa Barbara Research
12, Vandenberg Air Force Base
13. Southern Califernia Water Company
14. Buellton Community

Services District
15. Casmalia Community
Services District

OO~ U e Wh

)
o
w
0
o

1 - Mission Hills I

City of Santa Maria %
City of Santa Barbara
City of Guadalupe
Goleta Water District
Montecito Water District
Carpinteria County Water District
Summerland County Water District
La Cumbre Mutual Water Company
Santa Ynez River Water
Conservation District,
_mprovement District No, 1
10. Morehart Land Company
11. Santa Barbara Research
12. Vandenberg Air Force Base
13, Southern California Water Ccmpany
14, Buellton Community
Services District
15. Casmalia Community -
Services District

VOJO e WN W
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Reach 2 — Mission Hills II

VWO~ nndeWN -

10.
11.
12.
13,
14,

15.

Reach

OO0~ T U DN

11,
12,
13,
14.

15.

City of Santa Maria.

City of Santa Barbara

City of Guadalupe

Goleta Water District

Montecito Water District
Carpinteria County Water District
Summerland County Water District
La Cumbre Mutual Water Company
Santa Ynez River Water
Conservation District,
Improvement District No. 1
Morehart Land Company

Santa Barbara Research
Vandenberg Alr Force Base 7
Southern California Water Company
Buellton Community

Services District

Casmalia Community

Services District

3 - Santa ¥Ynez 1

City of Santa Maria

ity of Santa Barbara
City of Guadalupe
Goleta Water District
Montecito Water District
Carpinteria County Water District
Summeriand County Water District
La Cumbre Mutual Water Company
Santa Ynez River Water
Conservation District,
Improvement District No. 1
Morehart Land Company
Santa Barbara Research
Vandenberg Air Force Base
Southern California Water Company
Buellton Community
Services District
Casmalia Community
Services District
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Reach 4 - Santa Ynez 11

VoI W

11.
12,
13,
14.

15.

City of Santa Maria

City of Santa Barbara

City of Guadalupe

Goleta Water District

Montecito Water District
Carpinteria County Water District
Ssummerland County Water District
La Cumbre Mutual Water Company
Santa Ynez River Water
Conservation District,
Improvement District No. 1
Morehart Land Company

Santa Barbara Research
Vandenberg Air Force Base
Southern Califcrnia Water Company
Buellton Community

Services District

Casmalia Community

Services District

o9

G-3
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