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TO: Board of Directors
FROM: Michael Glaze, General Manager
DATE: December 9, 2005

RE: General Information (regarding matters not scheduled on the agenda)
12/27/05 Board of Directors Meeting

Forbestown Pipeline Project — Yuba County Water District

At its meeting on December 8, the YCWD Board of Directors again voted 3-2 to abandon the Forbestown
Pipeline Project and walk away from the $4.2 million Proposition 13 grant that DWR approved in 2003.
They had made the same decision by the same vote at their meeting on November 10, but decided to
reconsider the matter at their meeting this month.

Fee Increases

In accordance with action the Board took in 1999, the System Capacity Charge, Backflow Maintenance
Charges and Annexation Fee will increase by 3.3% on January 1, 2006. In a 1999 resolution, the Board
specified that these fees and charges would...

...be increased on January 1 of each year in accordance with the Engineering News

Record's National Construction Cost Index, subject to prior notification of the Board of

Directors by Staff that said index conforms to anticipated changes in cost for such facilities.

These fees and charges were increased the last four years as follows:
2000 - 2.2%; 2001 - 0%; 2002 — 1.9%; 2003 - 3.1%; 2004 - 2.4%; 2005 - 7.7%.

The present ENR 20-City Construction Cost Index of 3.3% is actually below the increase in costs the
Agency has experienced over the past year, especially considering increases in petroleum and pipe-
material prices. This increase will bring the System Capacity Charge to $3,357 for a standard %"
residential service.

CEQA Expenses — Water Rights Permits Extension Petition

At the end of 2004, South Feather Water and Power Agency and Yuba County Water District filed petitions
with the State Water Resources Control Board (SWRCB) to extend by 40 years the time to place to
beneficial use water available to them under their respective consumptive water rights. Because YCWD,
by agreement, uses SFWPA's diversion, storage and conveyance facilities to supply water to YCWD



facilities and customers, SFWPA and YCWD further agreed to jointly comply with the SWRCB's order that
the two agencies — prior to June 1, 2006 — prepare and submit completed environmental documentation in
support of their petitions for extension of time of their respective water rights.

At the Board’s meeting last September, a Consulting Services Agreement with Jones & Stokes Associates
was approved for the permit-extension project's CEQA (California Environmental Quality Act) processing.
At that time we had a project-cost estimate from Jones and Stokes of $30,000 to $60,000, depending on
the scope of work ultimately required by SWRCB.

Because extension of the water rights permits benefits the Agency’s South Feather Power Project, we
believe that the CEQA-processing costs are project expenses and, therefore, payable by PG&E. Attached
is a letter written by attorney Jeff Meith that was sent to PG&E earlier this month asking PG&E to consider
reimbursing the South Fork O&M Trust Fund for a portion of the expenses. No response has yet been
received from PG&E.

Allegations by Richard Mullins

Richard Mullins, son of YCWD Director Peggy Mullins, sent a letter dated December 13, 2005 to President
Dee Hunter, and copies to all other SFWPA directors. For reference, that letter and its enclosure are
attached.

Mr. Mullins’ allegation of “criminal conspiracy to defraud my district of public funds” involves my hiring of a
T-3 certified treatment plant operator who had been previously employed by YCWD (the same agency |
assume he is referring to as “my district”). The gap that exists between the facts surrounding that event
and Mr. Mullins’ libelous inferences require a leap of logic beyond imagination.

Steve Owsley, who had been an SFWPA T-3 treatment plant operator since 1993, was promoted to
Operator-in-Training in the Power Division on April 11, 2005. Unfortunately, this created a vacancy in the
Water Division that could only be filled by someone with a T-3 certification. Having previously experienced
the difficulty of recruiting T-3 operators, | called and extended an offer of employment to Rex Carbah, a
YCWD employee whom | knew had a T-3 certification. He expressed an interest in the position, but
advised me that he had a medical condition that would prevent him from accepting the offer. After he
explained the condition | offered him the position on a light-duty basis subject to him seeking medical
treatment during the first six months of employment. He accepted the offer and began working for SFWPA
on April 5, 2005. We covered him with our group medical insurance as we do all new hires, and on July 18
he initiated the necessary medical treatment. He returned to work with a full medical release on October
10. During his 60-work-day absence for medical-treatment, the Agency compensated him for 56.49 hours
of vacation and sick leave he had accumulated since starting work, but he was not compensated for the
remaining 423.51 hours of his absence. | assume that our health insurance covered a portion of his
medical expense, but I'm not aware, nor do | believe that he received any compensation from YCWD.

If you have any questions regarding this matter, I'd be delighted to discuss them with you in detail during
the meeting.

BCSDA General Membership Meeting and Dinner

Please advise Jenny Jellison if you are planning on attending BCSDA’s General Membership Meeting at



The Depot Restaurant on Thursday, January 26, 2006 at 7:00 p.m. (no-host social hour beginning at 6:00
p.m.). Tim Snellings, the new Director of Development Services for Butte County will be the guest speaker,
updating attendees on the County’s planning services.

Your menu options are prime rib, chicken cordon bleu, prawns or soup and salad bar. Reservations must
be made prior to Friday, January 20.

Relicensing Update

Attached is a status report through November 27, 2005 from our relicensing consultant, Devine, Tarbell &
Associates.
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November 30, 2005

Kevin H. Goishi

Pacific Gas and Electric Company
343 Sacramento Street

Auburn, California 95603

Re:  Request for Consideration by PG&E of Reimbursement for Project
Water Right Extensions from Project O & M Funds

Dear Kevin:

N ThlS letter is to follow—up our telephone conversatlon regardmg the sub_] ect South Feather
Water and Power Agency is requesting consideration by PG&E of reimbursement from the South
Fork O & M Trust Fund for a portion of consultant costs and expenses in connection with the
extension of some of the project water rights. It has taken longer than I planned to put together
the analysis, and a proposal. That was my fault, due to the press of other matters and because we
had not begun incurring CEQA expense.

We are requesting that the O & M Fund cover 88% of the CEQA consultation costs on
the permit extensions. The specific rights that are being considered for extension are the
following: Application 1651, Permit 1267; Application 2142, Permit 1268; Application 2778,
Permit 2492; Application 2979, Permit 1271; Application 13957; Permit 11516; Application
14113, Permit 11518.

South Feather Water and Power Agency, as part of its Settlement Agreement with Yuba
County Water District, has agreed to assign its interest in consumptive water rights 11516 and
11518 to Yuba County Water District. However, the parties have also agreed, logically, to a Jjoint
effort to"extend all the water nght permits that relate to the Project, including the senior permits
held solely by South Feather Water and Power Agency.

RECEIVED

DEC 1 2005

SF WP,
OROVILLE OFFICE
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The primary expenses with which we are concerned are the cost of consultants involved
in the CEQA compliance of the project. As I will explain, the language of the Power Purchase
Agreement supports treating this as a Project O & M expense. Nevertheless, South Feather
Water and Power Agency and Yuba County Water District want to be fair and would prefer to
reach a negotiated resolution as opposed to proceeding through what we all know isa
cumbersome and not necessarily a cost effective nor timely arbitration process. Therefore, in the
interest of seeking a resolution of the matter, we are proposing a formula and are agreeable to
discussing a reasonable settlement.

First, I think it is important to explain our position why treatment as a 100% project
expense would be reasonable. We are extending storage and diversion rights, for consumptive
and recreational uses, in the upper portions of the system above the power plants, for water
conveyed within the facilities of the South Fork Project. The “Project” is not limited within the
PPA to a hydro project. Likewise, the PPA doesn’t distinguish between consumptive use
functions and hydroelectric functions. It is an attribute of water rights law that rights for
hydroelectric generation have to be acquired under a separate permit than those for other
components of the project. But for that fact, these rights would be combined. All the water
between the storage reservoirs and the inlet to Miners Ranch Reservoir, with the exception of
Forbestown Ditch deliveries, is being used for hydroelectric generation without regard to the
permitted use. South Feather and YCWD have limited their use of consumptive water by their
contract with PG&E to optimize generation. This is true for both direct. diversion rights as well
as stored water. On an average annual basis, with both direct diversions and stored water rights
being counted, approximately 88% of the water developed by the South Fork Project is used for
hydroelectric generation, and 12% is used for consumptive use.

For purposes of the Power Purchase Agreement, the “Project” is defined as ®. . . a
development using the waters of the South Fork of the Feather River and its tributaries available
upstream from the town of Enterprise . . .” Under Appendix B, the Project was required to . ..
contain all structures and facilities needed for the development of water and power and for the
operation and maintenance of the “Project.” Note the agreement uses the term “development.” It -
is not defined only as a hydroelectric project, nor is it. It is a development for “water and
power.”

South Feather (then referred to as “Oroville”) was required, from funds derived from
Pacific, to “. . . maintain ownership of all lands, easements, flowage rights, water rights,"federal
and state licenses and permits, and all other rights and privileges necessary for the foregoing
purposes and for the operation and maintenance of its works and facilities in accordance with
Appendix C.” Again, there was no differentiation between components of the Project, including
associated rights, and whether they were serving consumptive and/or power generation purposes.
The facilities described in Appendix C store, transmit, and generate with, water used for a host of
authorized purposes.



Kevin H. Goishi
November 30, 2005
Page 3

South Feather is entitled to withdraw from the O & M Fund, in accordance with
Paragraph C-12, any charges associated with the Project which are authorized under the Uniform
System of Accounts of the FPC (which would include the cost of maintaining necessary water
rights) and, more significantly, the prohibitions of withdrawal set forth in the agreement relate to
compensation of officers and directors, cost or expenses associated with the Yuba County Water
District irrigation works, and cost and expenses associated with Miners Ranch Reservoir, properly
allocable to irrigation and domestic water purposes. The parties certainly knew how to specify
chargeable versus non-chargeable costs. Preservation of water rights for the project is an
allowable expense. The parties did not differentiate between water rights for power versus other
rights. Project water rights were to be maintained without distinction for their use.

We think the foregoing analysis makes sense on a policy level as well. It was the ultimate
consumptive needs of the project which, to a large degree, helped to achieve the public and
agency support for the development of its full capacity. We doubt the Project would have been
sized as approved, or for that matter even authorized, if confined only to power generation.
Indeed, looking at many of the briefs and records of the Water Board, there are continuing
references to the fact that hydroelectric generation would pay for the bonds for the facility and at
such time as said bonds are paid off, greater quantities of the water would be available for
consumptive use. The Water Board realized the large amount of water which was being
developed by the project, but recognized that, the financing attributes of the project mandated
that hydroelectric generation finance the consumptive use. However, the preservation of the
water for local development was a big component of its appeal to the Board. Therefore, in that
sense, the consumptive use of the project was a boost for its substantiated hydroelectric
development.

Finally, the consumptive rights role in power generation were recognized by PG&E, and
their value acknowledged, in limiting the amounts of water taken from SF14 and Miners Ranch
Reservoir so power could be generated.

' The foregomg having been saJd we understand PG&E’s perspective. The Power
Purchase Agreement, however it is interpreted, comes to an end in 2010. Second,
notwithstanding the foregoing points, the fact remains that the hydroelectric licenses are in place,
the consumptive rights are permitted. However, those facts do not detract from the language of
the agreement which supports the notion that all O & M costs above Miners Ranch are project
costs, including, specifically, water rights appurtenant to the “Project.”

All of the foregoing is an introduction to discussing what I think is 2 reasonable and
feasible way to resolve the issue.

Without either party conceding or agreeing to any specific interpretation, we would
request that PG&E share in the CEQA expense to a level of 88% of the authorized cost. At this
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time, we have an estimate from Jones and Stokes Associates of $60,000 for preparation of the
CEQA, subject, of course, to some modifications depending on comments and submittals of
other parties. We would request, for setflement purposes, that the O & M fund cover 88% of the
CEQA cost of the permit extension. This number is based on the overall allocation of water used
in the Project, divided between hydro and consumption. The District will shoulder such
expenses to the degree they benefit from consumptive flows. -

We would also request that PG&E agree to consider (without at this point agreeing)
further requests for participation in some of the regulatory expense, notably legal as well as water
rights engineering. If the issue directly relates to providing information or opinions with respect
to operations of the existing Project, i.e., compliance type questions, then that would be a South
Fork Project expense under almost any circumstance. Ifit’s related to the estimates of future
consumptive growth, housing, etc., it would be an Agency expense.

Please contact the undersigned if you have any questions on this matter.
Very truly yours,

MINASIAN, SPRUANCE, MEITH,
SOARES & SEXTON, LLP

Byi,a’fb f
(EFFREY A. MEITH

JAM/jg

cc: South Feather Water and Power Agency -



Desk of Richard L. Mullins

P.O. Box 56
Brownsville, Ca. 95219
(530) 675-0647

December 13, 2005

President Dee Hunter

South Feather Water & Power Agency
P.O. Box 544

Bangor, Ca. 95914

Dear Ms. Hunter:

Enclosed you will find a copy of a document obtained from the Yuba County Water
District via the California Public Records Act. The document was obtained by a resident
of Dobbins and shared with me at the December regular meeting of the board of directors
of YC.W.D. The letter implicates two South Feathers employees in a criminal
conspiracy to defraud my district of public funds.

I trust your board will deal with these employees in an appropriate manner.

It is my intent to pursue criminal prosecution of Mr. Parker (formerly the General
Manager of Y.C.W.D.) and Mr. Olsen (President of Y.C.W.D. Board of Directors). This
investigation may have implications for your agency.

Respectfully,

Richard L. Mullins

C: S.F.W.P.A. Board of Directors

NS

DEC 1 6 2005



Dear Rex,

On ——-—- 1 conducted an exit interview with you at the district office, with Board
President Loren Olsen also in attendance. This letter will confirm and document my
understanding of certain aspects of that meeting.

At an earlier date, you had expressed to me a desire to accept a position offered to you by
South Feather Water and Power Agency. You indicated, however, that you would begin
your new position with no sick leave, and the imminent need for surgery because of a
worsening medical condition would make it advisable to remain with the district in order
to have the surgery covered by cur health insurance and your medical absence covered by

your substantial sick leave balance.

Shortly afterwards, the two of us met with SFWPA General Manager Mike Glaze to see
if this situation could be resolved to cur mutual satisfaction and benefit. Mr. Glaze
indicated that he necded to fill the position immediately because of DHS certification
requircments, and could not reserve the position so that you could have the surgery while
employed at YCWD. He confirmed, however, that he would be willing to put you on
light duty pending surgery near mid-summer, and would accommodate your recovery by
approving leave without pay as necessary. He also emphasized that SFWAP's health
insutance would cover the surgery, less deductibles and co-pays.

Upon Mr. Glazes® suggestion, I agreed to pursue extending your sick leave benefits to
cover your absences directly related to the subject surgery. We discussed that there was
insufficient time to seek board approval of this aption, and 1 indicated that 1 would
discuss the proposal with President Olsen and if he concurred, would make a Managerial

decision and approval.

At the exit interview, we discussed most of the foregoing, noting that this option would
cost the district less than if you steyed in our employ unti] after the surgery. We also
noted that this option permitted the district to permanently fill your position rather that
being faced with a mid-summer absence of unknown duration, and later transfer to
SFWAP at some undeterminable fufure date.

Upon President Olsen’s express concurrence with this option, I agreed as follows:

. The district would pay the equivalent of sick leave for the days absent from work
which are attributable to the surgery, including pre-surgery and recovery.

2. Request for payment(s) must be accompanied by a doclor’s certificate.

3. Payment will be made at your last effective rate of pay.

4. The ecmployer’s normal share of mandstory benefits will be paid by the district in
addition as may be required.

5. Amounts normally payable for other benefits (such as health, life LTD, deferred
comp., etc.) will neither be paid aor reitnbursed.



6. Hours to be paid will be limited to the sick leave balance remaining upon
employment by SFWAP excluding the 250 hours lump sum payment previously

made.
7. No paymeats of any nature shail be made unless surgery is commenced prior to
January 1, 2006.

Please lot me know if I might have misunderstood anything, and the three attendees at
the interview will meet to try to resolve resultant issues.

Sincerely,

Dennis L. Parker, General Manager

C: President Loren Olsen
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