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Item: 4a

MEMO

TO: Board of Directors

FROM: James A. Mueller, District Manager

SUBJECT: HEARING TO CONSIDER ADOPTION OF RESOLUTION OF NECESSITY
AUTHORIZING CONDEMENATION OF CALIFORNIA AMERICAN
WATER COMPANY’S PROPERTY IN ITS FELTON SERVICE AREA

DATE: February 2, 2007

BACKGROUND:

On February 8, 2007, your Board will be conducting a hearing to consider adoption of a
resolution of necessity authorizing condemnation of the property owned by the California
American Water Company (“Cal Am”) within Cal Am’s Felton service area. Attached hereto
please find two (2) Memorandums relative to the subject matter.

1. A joint Memorandum dated February 2, 2007 from Special Legal Counsel Jeffery M.
Oderman, Esq., Rutan & Tucker, LLP and the District Manager. See Attachment 1. This
memorandum provides an analysis of the subject matter and recommends that your Board
adopt the resolution entitled “A Resolution of the Board of Directors of the San Lorenzo
Valley Water District Determining the Public Interest and Necessity for Acquisition of
the Real Property and Business Enterprise Owned by California American Water
Company Within Cal Am’s Felton Service Area.” The form of the resolution is attached
to said Memorandum.

2. A Memorandum dated February 2, 2007 from Environmental Analyst Betsy Herbert
relative to the Drinking Water Source Assessment and Protection (DSWAP) Program for
Cal Am watershed properties. See Attachment 2. This memo provides information
relative to the minimum components of a drinking water source assessment under the
DWSAP Program for the Cal Am watershed properties.

James A. Mueller
District Manager
JAM/bsb
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Attachment 1

MEMORANDUM

TO: Board of Directors of the San Lorenzo Valley Water District

FROM: James A. Mueller, District Manager
Jeffrey M. Oderman, Esq., Special Legal Counsel

DATE: February 5, 2007
FILE NO.: 024863-0001

RE: February 8, 2007, Hearing to Consider Adoption of Resolution of Necessity
Authorizing Condemnation of California American Water Company's Property in
its Felton Service Area

1. BACKGROUND

On February 8, 2007, the Board will be conducting a hearing to consider adoption of a
resolution of necessity authorizing condemnation of the property owned by the California
American Water Company (“Cal Am”) within Cal Am’s Felton service area.

2. ISSUE
Should the Board adopt the resolution of necessity?

3. RECOMMENDATION

Adopt the resolution entitled “A Resolution of the Board of Directors of the San Lorenzo
Valley Water District Determining the Public Interest and Necessity for Acquisition of the Real
Property and Business Enterprise Owned by California American Water Company Within Cal
Am’s Felton Service Area.” The form of the resolution is attached to this Memorandum.

4. ANALYSIS
A. Introduction.

On June 26, 2006, the Santa Cruz Local Agency Formation Commission approved the
annexation into SLVWD’s boundaries of approximately 1,910 acres of territory in the Felton
area currently served or owned by Cal Am. (See Exhibits 40-44 hereto; all exhibits to this
Memorandum are being transmitted to the Board under separate cover.) The annexation became
complete on December 11, 2006. (See Exhibit 55 hereto.)

On December 5, 2006, SLVWD presented a formal offer to Cal Am to purchase all of its
property and facilities in its Felton service area. (See Exhibit 54 hereto.) After receiving
objections and requests for additional information from Cal Am, SLVWD supplemented its
offer on two occasions, first on December 22, 2006, and again on January 8, 2006. (See Exhibits
56 and 57 hereto.) Cal Am’s response is that its utility is not for sale and it has refused to
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negotiate a sale despite numerous entreaties from SLVWD’s representatives. (See Exhibit 59
hereto.)

Accordingly, on January 24, 2007, SLVWD provided Cal Am with a formal notice of the
hearing to be held by SLVWD’s Board of Directors at your February 8" meeting to consider
adoption of a formal resolution of necessity to acquire Cal Am’s Felton property by exercise of
SLVWD’s power of eminent domain. (Exhibit 60 hereto.) The adoption of a resolution of
necessity is a prerequisite to the filing of an eminent domain action under California law. (See
Cal. Code of Civil Procedure §§ 1245.220-1245.240.)

The California eminent domain law requires that the Board make certain findings and
determinations at the time it adopts a resolution of necessity. (Cal. Code of Civil Procedure
§ 1245.230(c); see also, §§ 1240.410 et seq. and 1240.610 et seq.) The purpose of this
Memorandum is to summarize the lengthy history leading up to the scheduled resolution of
necessity hearing and to provide the Board with information relating to the findings and
determinations that the Board is required to make at the time a resolution of necessity is adopted.

B. Historical Summary.

This resolution of necessity hearing is the culmination of over four years of effort on the
part of the Felton community to obtain local control over their water utility. The Board is
familiar with that history, the highlights of which are contained in the 63 exhibits to this
Memorandum, so the following narrative summary will be relatively brief.

On September 20, 2001, the California Public Utilities Commission (“CPUC”) approved
the sale by Citizens Utility Company to Cal Am of all four of Citizens’ water utility assets in
California, including the Felton service area. (Exhibit 1 hereto.) At the time, Cal Am promised
the CPUC that its acquisition would result in greater economies of scale, lower rates than would
have existed if the sale were not approved, and better customer service. (Id, at pp. 5-6 and 29-
41.) Based on these assurances, the CPUC authorized Cal Am to recover the substantial
“acquisition premium” Cal Am paid to Citizens for its Felton assets (i.e., the amount by which
Cal Am’s purchase price exceeded Citizens’ CPUC-approved rate base) through increased rates
to be charged to the Felton ratepayers over a 40-year period (assuming Cal Am satisfied the
CPUC that the promised synergies were in fact achieved). (Id, at pp. 23-26, 65-67, 70, and 72;
see also, Exhibit 8 hereto at pp. 1-2.)"

! In the few years since Cal Am’s acquisition of the Felton water utility, its rates

have more than doubled and there is substantial evidence from the Felton community that service
has declined rather than improved. (Some of this information is summarized below.)
Nonetheless, Cal Am continues to aggressively insist to the CPUC that it should be allowed to
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In December 2001, just a few months after the CPUC approved the change of control
from Citizens to Cal Am, Cal Am was back at the CPUC seeking approval for another change of
control, this time to a company based in Germany, several thousand miles away. (See Exhibit 2
hereto at page 2.) Once again, Cal Am extolled the supposed benefits of the transaction to its
customers and ratepayers in terms of improved service and reduced costs of operation. (Id, at pp.
15-23.) When the County of Santa Cruz, on behalf of the Felton residents, attempted to
intervene in the proceedings to take a contrary view, however, Cal Am opposed the County’s
request (see Exhibit 9 hereto), a position that sparked “outrage from the people of Felton.” (See
the January 29, 2003, statement by then-Supervisor Jeff Almquist to the CPUC that is set forth in
Exhibit 12 hereto at pp. 135-136.) The CPUC approved the change of control—without any
formal participation by the Felton customers and ratepayers--in December of 2002. (Exhibit 10
hereto.)

In late 2002 Felton’s residents learned what Cal Am meant in its previous two CPUC
filings when it promised increased “synergies” and reduced costs of providing service. On
September 19, 2002, Cal Am filed an application with the CPUC requesting a 75% rate increase
for its new Felton ratepayers. (See Exhibit 3 hereto, page 1.) This application met with
immediate and strong opposition from the Felton residents and the County of Santa Cruz.. (See,
e.g., Exhibits 4, 5, 6, 7, 12 [the reporter’s transcript of the January 29, 2003, CPUC hearing in
Felton], 13, 14, and 15.) Cal Am responded that its proposed rates were “just and reasonable”
and it had every right to make the Felton ratepayers bear the burden of the Citizens acquisition
premium. (Exhibit 8, pp. 1-2.) Notwithstanding the Felton ratepayers’ protests that their rates
were already extremely high and customer service under Cal Am was actually getting worse, not
better (id), on May 6, 2004, the CPUC granted Cal Am most of what it asked for—a 45% rate
increase. (See Exhibit 21 hereto at p. 5.)

During this period of time Felton’s residents, backed by the County of Santa Cruz, began
mobilizing to wrest control of the Felton water utility from Cal Am and place it in public
ownership. The January 29, 2003, statement of Supervisor Almquist to the CPUC (see Exhibit
12 hereto, p. 139) aptly sums up the sentiments of the local ratepayers:

This community is totally unified behind this issue. I’ve never seen anything like
this in eight years of doing political work here in this valley, where there is essentially no
opposition to a desire on the part of the people to take over this water system and
basically take it public again.

further increase the rates charged to its Felton customers by an additional $57,200 per year in
order to amortize the Citizens acquisition premium. (See November 30, 2006, CPUC Decision
06-11-050 in Cal Am’s most recent general rate case, attached hereto as Exhibit 53, at pp. 90,
94-96, and 106.)
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(See also Exhibits 5, 12 [at pp. 140-168], and 15 [at pp. 916-917].) The Felton Friends of
Locally Owned Water (“Felton FLOW”) was formed. And SLVWD took the first formal step
toward public acquisition of Cal Am by applying to the Santa Cruz Local Agency Formation
Commission (“LAFCO”) to expand SLVWD’s sphere of influence to include Cal Am’s Felton
service area.

On September 3, 2003, LAFCO unanimously adopted its Resolution No. 890 approving

the addition of Cal Am’s Felton service area to SLVWD’s boundaries. Among other
determinations set forth in the resolution, LAFCO found that: (i) Cal Am’s rates “are
significantly higher than the rates of the San Lorenzo Valley Water District”; (ii)) SLVWD had “a
lower total per-connection total expense (operating and non-operating costs) than Cal-Am,” a
finding, it should be noted, that was made prior to the CPUC’s decision on Cal Am’s then-
pending rate case and the even larger rate increase approved by the CPUC in November 2006;
(ii1) “the rates paid by typical Cal-Am customers exceed rates in five out of the six water
agencies in northern and central Santa Cruz County” and (even at that time) were 24% higher
than the unweighted average of the 7 utilities (including Cal Am) that were studied; and (iv)
SLVWD’s acquisition of Cal Am’s Felton water utility would protect the Felton ratepayers from
having to bear the burden of another “acquisition premium” if Cal Am were to decide to sell to
another private entity. (/d at pp. 2 and 3 of Exhibit A thereto.) Moreover, LAFCO found that
there were inherent advantages to local public control of the Felton water utility in terms of
accountability, responsiveness, and service:

The difference in local accountability is significant between a governmental
agency that has a locally elected board and water company that is a subsidiary of an
international corporation. In the case of the Cal-Am Water Company, a customer’s
complaint goes through a regional manager who is responsible to corporate management.
In the case of the San Lorenzo Valley Water District, a customer’s complaint goes
through a district manager who is responsible to a locally elected board. The SLVWD
board members themselves live in the district and are customers of the district. Meetings
of the governing SLVWD board are conducted in the San Lorenzo Valley, and are open
for attendance and comments by the public pursuant to the Brown Act. Meetings of Cal-
Am’s governing board are not subject to the public meeting requirements of the Brown
Act, nor are they routinely convened in the San Lorenzo Valley. If the SLVWD became
the operating utility in Felton, the resulting local ownership and management of the
Felton system could help resolve a recurring concern of some local residents about
distant control of Felton’s water resources.

The Felton unit of Cal-Am represents approximately 0.8% of the Cal-Am
customer base and a substantially smaller percentage of the customer base of its parent
corporation RWE. If Felton were served by the SLVWD, the Felton unit would represent
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18% of the district’s customer base; and, therefore, Felton customers would benefit from
greater local accountability and more influence in the operation of the water system.

(Id at pp. 4-5 of Exhibit A thereto.)

At this point, Felton FLOW, the County, and SLVWD commenced to study in earnest the
financial feasibility of SLVWD’s potential acquisition of Cal Am’s Felton water utility. In April
of 2004, the County and SLVWD entered into a Mutual Aid and Cooperation Agreement.
(Exhibit 20 attached hereto.) On July 15, 2004, Felton FLOW submitted petitions to the County
signed by the requisite number of Felton residents requesting that the County undertake
proceedings to form a Mello-Roos Community Facilities District (“CFD”) to sell bonds, impose
a special tax on the Felton property owners, and raise funds for the acquisition. (Exhibit 22
hereto.) The Board of Supervisors approved this request on August 3, 2004. (Id.)

On March 15, 2005, after the County had prepared the necessary CFD formation
documents, the Board of Supervisors conducted a public hearing, approved formation of the
CFD, and unanimously voted to submit to the Felton voters the question of whether they were
willing to subject themselves to a special tax as needed to sell bonds of up to $11 million to fund
the acquisition of Cal Am’s Felton utility. (Exhibits 26 and 27 hereto.)

A special election was held in Cal Am’s Felton service area on July 26, 2005. At that
time, Felton’s voters, by a margin of 74.8% yes to 25.2% no, approved formation of the CFD and
incurring special taxes on their properties to support up to $11 million in bonded indebtedness to
finance the acquisition of Cal Am’s Felton utility. (See Exhibits 28 and 35-37 hereto.) It is hard
to imagine how any stronger proof could be provided of the Felton community’s level of
commitment and support for gaining local control of their water utility.

Unfortunately for Felton’s ratepayers, however, while Felton FLOW, the County, and
SLVWD were diligently proceeding with plans for acquisition, Cal Am was pushing to hike its
water rates even further. In February of 2005 Cal Am filed an application with the CPUC
seeking a 105.2% rate increase for 2006 (on top of the 45% rate increase granted only 9 months
earlier) and smaller increases for 2007 and 2008. (Exhibit 53 hereto, page 1.) The response of
the Felton community was swift and harsh. (See, e.g., Exhibit 31 hereto, the reporter’s transcript
of the May 13, 2005, CPUC hearing on this latest requested rate increase at pp. 5 [“the rate
increase is absurdly large™], 9 [“It is hard to contain my rage”], 13 [Cal Am’s request is
“absolutely obscene” and “disgusting”], and 106 [the rate increase request is “outrageous,
unrealistic”’], and 119 [“My experience is that Cal-Am has behaved as a bully”].) (See generally
Exhibit 25 at pp. 433-478 and Exhibit 25 at pp. 5-126.) Notwithstanding that by this time Cal
Am had obviously lost any semblance of community support, it also engaged in an ineffective
lobbying and public relations campaign to try to convince the Felton residents that they were
really better off with Cal Am after all. And then, contrary to CPUC rules, Cal Am tried
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(unsuccessfully) to include a portion of its public relations and lobbying costs in the rate increase
to be charged back to Felton’s residents. (Exhibit 53 hereto at pp. 71-72, 72-73, 83, and 104

[136].)°

In March 2006, following the successful CFD bond election in the Felton community,
SLVWD applied to LAFCO for an additional amendment of the SLVWD sphere of influence to
include some 540 acres of Cal Am’s service area and properties owned by Cal Am that were
inadvertently omitted from the 2003 application, essentially a “clean-up” amendment. At the
same time, SLVWD applied to LAFCO for the formal annexation of the approximately 1,910
acres comprising Cal Am’s Felton service area and property into SLVWD’s boundaries. (See
Exhibits 38 and 41 at pp. 5-12.)

LAFCO’s staff independently analyzed the cost of service issue and compared Cal Am’s
record with that of SLVWD. LAFCO’s staff noted that “many Felton water customers cite the
absurdly high cost of Cal-Am’s water service in Felton as a key factor driving the public
acquisition of the Cal-Am water system.” (Exhibit 41, p. 13.) LAFCO staff prepared a table
comparing the utility costs incurred by a typical Felton residential customer under Cal Am and
SLVWD using various assumptions, a comparison which favored SLVWD under almost all
existing conditions and future scenarios--and not even taking into consideration that the CFD
bond debt and the special CFD taxes that would be used for SLVWD’s acquisition of the Cal Am
system would terminate in a few decades, significantly lowering the long-term cost to Felton’s
residents, while the cost of future “acquisition premiums” if the utility remains in private
ownership cannot be predicted. (/d at pp. 13-14.) The LAFCO staff drew upon a report prepared
by the CPUC’s Division of Ratepayer Advocates (“DRA”) which concluded that “[o]f the 25
PUC-regulated water companies cited. . . , Cal-Am Felton has the second highest monthly meter
rate and the second highest quantity rate,” and this even without taking into consideration Cal
Am’s then-pending 105.2% rate increase request. (Id at pp. 15-16.) As LAFCO’s staff noted,
the DRA questioned why Cal Am’s rates were so high, given that all its water is surface water
taken from creeks and springs (so there is no purchase or importation cost), it has a relatively
new treatment plant that was paid for by the ratepayers, not Cal Am, there is little or no growth
anticipated in the Felton service area that would necessitate any expenditures for capital
expansion, and it has no significant water quality problems or facilities needs. (/d.) Finally,
LAFCQ’s staff noted the stark contrast between Cal Am and SLVWD in terms of recent water
rate trends: while Cal Am’s rates were skyrocketing SLVWD’s rates had increased only 1.14%
annually over the previous 5-year period.

2 On November 30, 2006, the CPUC granted most of the rate increase requested by Cal Am

(the exact percentage amount of the approved increase being difficult to quantify because of a
few issues unresolved by the CPUC’s Opinion), subject only to a 1-year limitation on the amount
of the increase to 50% of present rates to ameliorate “rate shock” in the Felton community.
(Exhibit 53 at pp. 104-105.)
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LAFCO’s public hearing on the sphere amendment and proposed annexation was held on
June 26, 2006. As noted above, after the close of the public hearing LAFCO unanimously
approved both actions. (Exhibits 40-44.) LAFCO’s findings and determinations with regard to
the 2006 sphere of influence amendment essentially track its determinations made in September
2003, at the time the first sphere action was taken with respect to Cal Am’s service area,
excepting that by June of 2006 LAFCO was able to state even more definitively that Cal Am’s
water rates were much higher—indeed they were “among the highest rates paid by customers of
Class A water companies in California.” (Compare Exhibit 42, Exhibit A, to Exhibit 17, Exhibit
A)

LAFCO held the required protest hearing on the annexation on September 11, 2006.
(Exhibit 47 hereto.) Not a single Felton voter or landowner protested. (Exhibit 48 hereto.) As
noted above, the annexation became effective on December 11, 2006. (Exhibit 55 hereto.)

We should also mention one other CPUC proceeding that bears upon the Felton
residents’ desire for local control over their water utility and SLVWD’s potential acquisition of
Cal Am’s Felton property. On May 22, 2006, the German company that took over effective
control of Cal Am in or about December of 2002 (see Exhibit 10 hereto) filed an application with
the CPUC seeking to transfer control again. Apparently, in the few short years since it ventured
into the American water business Cal Am’s German parent had “revised its core business focus”
and no longer wishes to “focus” on its water utilities in the United States. (Exhibit 39 hereto at
pp. 7-8.) So the German parent now plans to sell control of Cal Am in a public offering (i.e., an
“IPO”), which, if approved by the CPUC, would result in ownership being divested to an
unknown and presumably diverse assortment of shareholders whose only connection to Felton is
the desire to have the Felton ratepayers help boost their stock price and dividends. (/d.) Felton
FLOW, the County, and SLVWD have protested this latest planned change of control and have
asked the CPUC to instead order Cal Am and its parent to divest to SLVWD. (See, e.g., Exhibits
45, 49, and 50 hereto.) The CPUC has thus far not been responsive to these pleas. SLVWD has
also presented evidence to the CPUC that public ownership of Cal Am’s Felton service area
would be in the public interest and would result in significant short-term and even greater long-
term cost savings to the Felton community (see Exhibit 50, pp. 3-8, and Exhibit 51 hereto.)
Among other things, SLVWD produced for the CPUC a report prepared by a highly qualified
expert comparing the total cost of water service as provided by Cal Am versus SLVWD, and the
expert concluded that “[r]ates in the Felton District could be reduced through public acquisition
by between 10% and 25% using conservative assumptions.” (Exhibit 51 hereto, at pp. 4-5.) The
CPUC’s Division of Ratepayer Advocates has also weighed in by opposing the IPO unless the
CPUC’s approval is conditioned upon a number of requirements that are vigorously opposed by
Cal Am’s existing owner(s). (See Exhibits 52 and 58 hereto.) The IPO matter is still pending
before the CPUC as of this date.
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More or less concurrently with the finalization of the annexation of Cal Am’s Felton
service area and property into SLVWD’s boundaries, SLVWD presented a formal offer of just
compensation to Cal Am on December 5, 2006. (See Exhibit 54 hereto.) Cal Am’s attorneys
objected to the sufficiency of the information provided with the offer. Without acknowledging
that the original offer was in any way deficient and in an effort to engage Cal Am in good faith
negotiations, SLVWD further explained and supplemented its offer twice, first on December 22,
2006, and again on January 8, 2006. (Exhibits 56 and 57 hereto.) Cal Am refuses to negotiate.
(See Exhibit 59 hereto.) That brings us to the resolution of necessity hearing.

C. Findings and Determinations that Must be Made by the Board if
Resolution of Necessity is Adopted.

Under Cal. Code of Civil Procedure § 1245.230, a resolution of necessity is required to
contain certain specified information, including “[a] declaration that the governing body of the
public entity has found and determined each of the following:

(1) The public interest and necessity require the proposed project.

(2) The proposed project is planned or located in the manner that will be
most compatible with the greatest public good and the least private injury.

(3) The property described in the resolution is necessary for the proposed
project.

(4) That either the offer required by Section 7267.2 of the Government
Code has been made to the owner or owners of record, or the offer has not been made
because the owner cannot be located with reasonable diligence.”

In addition, where, as here, the property sought to be taken is already “appropriated to
public use” (for purposes of California’s eminent domain law Cal Am’s existing use of its
property is considered a “public” use), the resolution of necessity is supposed to address whether
“the use for which the property is sought to be taken is a more necessary public use than the use
to which the property is appropriated.” (See Cal. Code of Civil Procedure § 1240.610; see also,
§1240.650(a) and (c).)

One other matter that needs to be addressed at the resolution of necessity hearing relates
to the subject of whether SLVWD would be acquiring more property than it needs for its public
purposes and, if so, the justification for this “excess” taking. Under California’s eminent domain
law, if a public agency wishes to acquire more property than is necessary for its intended public
use, the resolution of necessity is supposed to address whether it is appropriate to acquire the
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“excess” or “remnant” portion of the property or whether the property owner has a “reasonable,
practicable , and economically sound means to prevent the property from becoming a remnant.”
(See Cal. Code of Civil Procedure §§ 1240.410 and 1240.420.) SLVWD’s staff believes that
small, isolated fragments of Cal Am’s watershed property may not be necessary for SLVWD’s
purposes, including protection of the Bull Creek and Bennett Creek intake facilities and the
water quality at those intakes (see Exhibit 63 hereto), but given their small size, topography,
locations, and inaccessibility SLVWD’s staff further believes that these fragments are
“uneconomic remnants” that should be taken with the larger watershed parcel(s). (/d.)

The decision by a public agency to adopt a resolution of necessity can in some
circumstances constitute “approval” of a “project” that necessitates compliance with the
California Environmental Quality Act (“CEQA”). As the Board is aware, however, the Board
determined in March 2006, at the time the 2006 sphere amendment and annexation application to
LAFCO were approved, that the boundary changes and ultimate acquisition of Cal Am’s Felton
utility do not constitute a “project” subject to CEQA since there is no potential for any resulting
environmental impact. (See Exhibit 38 hereto at p. 4 and Attachment No. 1 thereto, consisting of
a memo from special counsel Jeffrey M. Oderman to the Board dated March 10, 2006.) LAFCO
concurred with the SLVWD Board’s decision and similarly found at the time it approved the
2006 sphere amendment and annexation that the transfer of jurisdiction/ownership from Cal Am
to SLVWD is not a “project” subject to CEQA. (Exhibit 41 at pp. 17-20, Exhibit 42 atp. 195,
and Exhibit 43, p. 2 9 8.) LAFCO filed a notice of exemption with the County Clerk
memorializing that determination on June 27, 2006 (see Exhibit 44) and the statute of limitations
for challenging the decision has expired. Nothing has changed since March-June of 2006 with
regard to any potential environmental impacts of the proposed acquisition—there are none—and,
accordingly, the proposed resolution of necessity requests the Board to confirm that the proposed
acquisition is not a “project” within the meaning of CEQA. This is an issue that is properly
addressed at the hearing, however, in particular if any person can present substantial evidence
that the factual circumstances have materially changed with respect to this issue since March-
June of 2006.

Finally, it is important to note that while the fact of SLVWD’s presentation of the
purchase offer required by Cal. Government Code § 7267.2 is an issue to be addressed by the
Board at the resolution of necessity hearing, the price to be paid to Cal Am is not. SLVWD’s
staff and special legal counsel have repeatedly stated to Cal Am SLVWD’s desire to negotiate a
settlement that will avoid the need for litigation and we will continue to do so, even after the
resolution of necessity is adopted (assuming it is adopted), but the hearing on February 8, 2007,
is not the forum to negotiate what amount is “just compensation” for the taking of Cal Am’s
property interests.
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In the final section of this report (below), we will briefly address the evidence supporting
each of the required findings and determinations that the Board is called upon to make if it
decides to adopt the proposed resolution.

D. Summary of Evidence Supporting Required Findings and Determinations.

1. Public Support.

SLVWD’s acquisition of Cal Am’s property is overwhelmingly supported by the
residents and ratepayers in Felton. Nothing says support like a 75% vote of the citizens in a
small community with only 1300-plus connections to tax themselves to repay up to $11 million
in bonded indebtedness to get rid of Cal Am and achieve their goal of “locally owned water”
through the neighboring publicly owned water district. One has only to have attended one of the
many hearings before the CPUC (or have read the transcript) to appreciate the community’s
intense dislike and distrust of Cal Am and its desire for change. Just as LAFCO determined that
“local accountability is significant,” SLVWD’s staff and the SLVWD Board, through its past
actions, believe that local residents in a democracy ought to be able to have a strong voice in
decisions affecting one of their most precious public resources—water. Having a locally resident
staff and a locally elected Board in which the Felton residents have about an 18% interest assures
this voice will be heard and listened to and respected. That can’t be said for a for-profit
company owned and controlled by another company located in Germany--or scattered
shareholders located who knows where--with its regional office in Chula Vista and its service
center in Illinois.

SLVWD’s acquisition is also backed by the County of Santa Cruz, LAFCO, the adjacent
City of Scott’s Valley (see Exhibit 11 hereto), and concerned members of Congress and the
California Legislature (see Exhibits 19, 33, and 46). Finally, while the CPUC is not willing to
order divestiture of one of its regulated utilities to a public agency, even the CPUC has
acknowledged the significant “customer dissatisfaction that exists in the Felton District,” it has
“strongly encourage[d]” the parties to take advantage of the CPUC’s ADR procedures when (as
the CPUC apparently assumes will happen) SLVWD initiates its condemnation proceedings, and
it has pledged to be “vigilant” in protecting the Felton ratepayers from any attempts by Cal Am
to goldplate the system prior to SLVWD’s completion of the public acquisition process. (See
Exhibit 53 at pp. 86-88.)

2. Public Interest and Necessity: More Necessary Public Use

SLVWD has identified two primary justifications for its acquisition of Cal Am’s Felton
utility: (i) lowering the total cost of providing water to the Felton customers and ratepayers, both
short-term and long-term; and (ii) providing local control over the Felton community’s water
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utility and thereby providing more transparency, accessibility, accountability, and responsiveness
than exists with Cal Am.

The water cost issue has been summarized in the historical summary above and won’t be
repeated at length. In brief, Cal Am’s Felton rates are extremely high by any measure—so high
that even the Division of Ratepayer Advocates at the CPUC is bewildered and asks why. While
the “all-in” cost comparison between the cost of service under Cal Am and the cost of service
under SLVWD cannot be exactly pinpointed at this time—for the simple reason that SLVWD’s
total acquisition cost for Cal Am has not been determined—all of the evidence that has been
generated indicates that even if the maximum CFD bond debt is incurred to acquire Cal Am (and
SLVWD’s appraisal would support a significantly lower CFD bond debt than that), the Felton
ratepayers will benefit from a significant reduction in their cost of water. Moreover, once the
CFD bond debt is retired the Felton ratepayers and property owners will benefit from a
substantial and permanent drop in their cost of service, something they could never look forward
to if the utility remains in private ownership. Beyond that, given the CPUC’s willingness to
make the ratepayers bear the cost of an “acquisition premium” paid by a new private buyer of a
regulated utility, as long as the Felton utility remains in private ownership the Felton ratepayers
are at risk of having to foot the bill again and again as successive private owners “cash out.”

SLVWD has inherent advantages over Cal Am—or any other private owner of the Felton
utility—in terms of the economies of scale, efficiencies of operation, and resulting lower costs.
Felton is a relatively small, isolated community—with a population of only about 3,350 (2000
census) and only 1,310 water connections. It is inefficient for any private utility company to
attempt to serve Felton from afar. By contrast, SLVWD operates in the adjacent San Lorenzo
Valley area, and it has an estimated population of 17,900 (2000 census) and almost 6,000 water
connections. (See generally Exhibits 41 and 42.) As SLVWD’s District Manager recently
advised the CPUC, there are “efficiencies inherent in managing and operating two adjacent water
utility districts from offices and with crews located in the districts in close geographic
proximity.” (Exhibit 50 hereto, p. 5.)

Public ownership by its nature has other inherent advantages over private ownership in
terms of the cost of providing service. SLVWD is a non-profit organization, whereas Cal Am
(and any other private owner) has to charge its ratepayers higher rates in order to generate a
return on investment. (The CPUC, for example, recently agreed with Cal Am that it is entitled to
a 9.95% return on its equity invested in the Felton utility. See Exhibit 53 hereto, pp. 68-70;
contrast with Exhibit 50 at p. 4.) Cal Am also pays both property taxes and income taxes, which
are passed on to its ratepayers in the form of higher rates (see, e.g., Exhibit 53 hereto at pp. 77-
78), whereas SLVWD pays no taxes and therefore doesn’t need to recover any such costs from
its ratepayers (Exhibit 50, p. 4). Finally, SLVWD can borrow funds at tax-exempt rates and has
access to low cost financing and no cost grants that are available from the State of California for
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certain water utility system improvements and upgrades (Exhibit 50 hereto at pp. 4-5), whereas
Cal Am generally must borrow at the higher rates charged to private businesses.

The past 5 years of Cal Am’s history in Felton also demonstrate how an acquisition by
SLVWD of Cal Am’s Felton district would result in improved transparency, accessibility,
accountability, and responsiveness in the governance and operation of the community’s water
utility. Cal Am is a private corporation with only a small local staff, a corporate office hundreds
of miles away in Chula Vista, a service center in Illinois, and owners on another continent.
SLVWD, on the other hand, is run by a local board elected by the people in the community and a
local resident staff. Cal Am’s Felton district represents less than 1% of its California operation,
so the voice of the Felton ratepayers is particularly small; by contrast, Felton now represents
approximately 18% of the SLVWD population and customer base. Customers who want to
complain to SLVWD can walk in the front door in Boulder Creek and speak to the District
Manager; they don’t have to travel to Chula Vista or Illinois or Tennessee or Europe. Customers
who want to speak to the owners of Cal Am are relegated to railing to stone-faced lawyers in
CPUC hearings; customers who want to speak to the Boardmembers of SLVWD know where to
find them—they are their neighbors and are easily accessible. Customers have no ability to
attend Cal Am Board meetings, whereas customers who wish to speak to the SLVWD Board
have the right under the Brown Act to attend one of their regularly scheduled and agendized
public meetings that are held in their community. Cal Am’s files are private,” whereas any
Felton resident who wishes to review SLVWD’s files has a right under the California Public
Records Act to do so.

The Felton residents have experienced tremendous frustration and a sense of helplessness
in attempting to address their concerns through the California Public Utilities Commission. They
have been denied altogether the right to participate in some CPUC proceedings that affect their
interests (see, e.g., Exhibits 9 and 12, p. 136). Important CPUC hearings are held in San
Francisco, far away from the Felton community, and even the local Felton hearings bring only an
administrative law judge, not the decision-makers themselves. (See, e.g., Exhibits 15 and 18
hereto.) The CPUC hearing process is also a highly formalized adversarial process with a
courtroom-like setting, lawyers, and evidentiary rulings, and, as one Felton FLOW member said,
Cal Am’s lawyers simply “paper them to death.” (Exhibit 31, p. 39; see also id at pp. 49, 67, 96-
97, and 100-101.) The Felton residents have been bombarded with at least 4 major CPUC
proceedings involving Cal Am in as many years and they simply cannot afford the lawyers it
takes to fight. (/d.) In short, the Felton ratepayers, customers, and residents are asking for the

3 The Felton ratepayers are dependent on the CPUC to shed some light on Cal Am’s finances,

a frustrating, time-consuming, and expensive process. Moreover, the CPUC denies access to
substantial “sensitive” financial information. (See, e.g., Exhibit 58 hereto, the heavily redacted
Opening Brief of the CPUC’s Division of Ratepayer Advocates in the pending CPUC proceeding
filed by Cal Am to authorize a change of control of the company.)
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right to representative democracy that they cannot achieve with Cal Am or any other private
utility company regulated by the CPUC. SLVWD offers them that opportunity.

In summary, SLVWD'’s staff believes that the two proferred justifications of lower costs
of service and improved transparency/accessibility/accountability/responsiveness demonstrate
the public interest and necessity for the condemnation of Cal Am’s Felton property. These
justifications are in effect a comparison of the benefits of SLVWD’s operation of the Felton
water utility versus leaving that operation in private ownership, and therefore the same
justifications establish the basis for the Board to make the required determination under Cal.
Code of Civil Procedure § 1245.610 that SLVWD’s proposed use is “a more necessary public
use than the use to which the property is appropriated” at this time.

3. Project Planned or Located in the Manner Most Compatible with
Greatest Public Good and Least Private Injury.

This particular required finding seems more relevant to a decision on the size,
configuration, and location of a planned public improvement or facility than to a decision on
whether to acquire and assume operation of an existing privately owned utility. To the extent
this finding is applicable to present circumstances, SLVWD’s staff believes that SLVWD’s
acquisition of Cal Am’s Felton water utility is in fact most compatible with the greatest public
good for the reasons stated above. Cal Am is entitled to receive just compensation for the
acquisition, which is a “make-whole” remedy, so Cal Am will not suffer a “private injury.” In
addition, as stated above, Cal Am’s Felton unit represents less than 1% of its California utility
operation, so SLVWD’s acquisition should not impact on overall Cal Am operations.

4. The Property Described in the Resolution Is Necessary for the
Proposed Project: Excess Condemnation Issues.

The proposal is to acquire all of Cal Am’s Felton property. All of that property is used in
its water utility operation and is necessary if SLVWD will be taking over that operation.

There are small, isolated portions of Cal Am’s watershed property that arguably are not
necessary for SLVWD’s water utility operation. (See Exhibit 63 hereto.) Given, however, that
those areas are small in size (certainly less than the 40-acre minimum size that would allow for
independent residential development under applicable County of Santa Cruz land use regulations
and too small to be of any interest to a private party for timber harvesting purposes), highly
irregular in shape, lack road access and utilities, and have generally sloping and steep
topography, there is no “reasonable, practicable, an economically sound means” to prevent them
from becoming uneconomic remnants if they are left in Cal Am’s ownership. If SLVWD were
to attempt to “carve out” those remnants and not acquire them, undoubtedly SLVWD would end
up having to pay “severance damages” equivalent to whatever value those areas contribute to the
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larger watershed property anyway. Accordingly, staff’s recommendation is that the Board make
the necessary finding and determination required under Cal. Code of Civil Procedure

§§ 1240.410-1240.420 to authorize the “excess” take of these portions of the watershed property
as well.

5. The Offer Required By Government Code § 7267.2 Has Been

Made.

As previously stated, SLVWD’s purchase offer was made to Cal Am on December 5,
2006, and supplemented on December 22, 2006, and January 8, 2007. While Cal Am’s attorney
has complained about the sufficiency of the offer, SLVWD’s legal counsel believes that the offer
is more than adequate to authorize the Board to proceed with adoption of a resolution of
necessity.

6. The Condemnation is Not a CEQA “Project.”

For the same reasons approved by SLVWD’s Board in March of 2006 and by LAFCO in
June of 2006 (see above), SLVWD’s staff and legal counsel recommend that the Board confirm
that the adoption of the resolution of necessity is not a “project” within the meaning of CEQA
and requires no environmental review, since the decision involves only a change of ownership
and does not have any potential of generating any environmental impacts. In this regard, it is
noteworthy that the CPUC took the very same position back in 2001 when it approved a change
of ownership from Citizens to Cal Am--a position that, not surprisingly, Cal Am did not object to
at the time. (See Exhibit 1 hereto at p. 71 9 14.)

* % %

If any Board members have questions regarding any of the information provided in this
Memorandum, we will attempt to address those questions at the February 8" hearing.

cc: Marc G. Hynes, Esq., General Counsel
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SAN LORENZO VALLEY WATER DISTRICT

RESOLUTION NO. ___ (06-__ )

SUBJECT: DETERMINING THE PUBLIC INTEREST AND NECESSITY FOR
ACQUISITION OF THE REAL PROPERTY AND BUSINESS ENTERPRISE
OWNED BY CALIFORNIA AMERICAN WATER COMPANY WITHIN ITS
FELTON SERVICE AREA

WHEREAS, the San Lorenzo Valley Water District (“SLVWD?”) is authorized by
California Water Code § 35600 to utilize the power of eminent domain to acquire property

necessary or proper for SLVWD’s works and to supply the land with sufficient water for all
SLVWD’s purposes; and

WHEREAS, SLVWD has been investigating the acquisition of property owned
by California American Water Company (“Cal Am”) within Cal Am’s Felton Service Area, as
described in Exhibit “A” attached hereto and incorporated herein by this reference (the
“Property”), for the purpose of converting Cal Am’s privately held water distribution system to a
publicly held water distribution system owned and operated by SLVWD (the “Proposed Public
Use”); and

WHEREAS, on March 23, 2006, SLVWD’s Board of Directors adopted
Resolution No. 32 (05-06) and determined that the proposed amendment to SLVWD’s sphere of
influence and annexation of Cal Am’s Felton Service Area into SLVWD’s boundaries for the
purpose of moving forward with the Proposed Public Use was not a “project” subject to the
California Environmental Quality Act (“CEQA”); and

WHEREAS, on June 26, 2006, the Santa Cruz County Local Agency Formation
Commission (“LAFCO”) made a similar determination when it approved said sphere of
influence amendment and annexation; and

WHEREAS, on June 27, 2006, LAFCO filed a notice of exemption with the
County Clerk with respect to its approval of the sphere of influence amendment and annexation;
and

WHEREAS, Cal Am did not challenge SLVWD’s Resolution No. 32 (05-06) or
LAFCO’s approval of the sphere of influence amendment and annexation within the statutory
time periods allowed for such challenges; and

WHEREAS, SLVWD’s Resolution No. 32 (05-06) and LAFCO’s approval of the
sphere of influence amendment, annexation, and “no project” determinations are now final,
binding, and conclusive; and

WHEREAS, the Proposed Public Use will serve the public interest in that control
over the privately-held water distribution will become subject to the political process, resulting in
greater control over water usage rates and the overall operation of the system; and
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WHEREAS, pursuant to California Government Code § 7267.2, SLVWD has
obtained appraisals of the Property to be acquired and has made an offer to Cal Am for the full
amount set forth in the appraisals; and

WHEREAS, on February 8, 2007, after no less than fifteen (15) days written
notice to Cal Am, the record owner of the Property, the Board of Directors of SLVWD held a
hearing for the purpose of allowing the record owner a reasonable opportunity to appear and be
heard on the following matters:

A.

B.

H.

Whether the public interest and necessity require the Proposed Public Use;

Whether the Proposed Public Use is planned or located in a manner which
is most compatible with the greatest public good and the least private

injury;

Whether the Property proposed to be acquired is necessary for the
Proposed Public Use;

Whether the Proposed Public Use is a more necessary public use pursuant
to California Code of Civil Procedure § 1240.610 et seq.;

Whether any portion of the Property, including any portion of Cal Am’s
“watershed property” is a “remnant” that may be acquired by eminent
domain under the “excess condemnation” provisions set forth in California
Code of Civil Procedure §§ 1240.410 et seq.;

Whether the offer required by California Government Code § 7267.2,
together with the accompanying statement and summary of the basis for
the amount established as just compensation, has been given to the owners
of record and whether the offer and statement/summary contained the
information required by California Government Code § 7267.2;

Whether SLVWD has properly exercised all of its statutory
responsibilities and duties antecedent to the exercise of eminent domain to
acquire the property interests considered herein; and

Whether SLVWD has the statutory authority to acquire the Property by
eminent domain; and

WHEREAS, SLVWD’s Board of Directors, as a result of such hearing, has
determined that the public health, safety, and welfare require that SLVWD acquire the Property
for the purposes of carrying out the Proposed Public Use.
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NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the San
Lorenzo Valley Water District as follows:

SECTION 1. The above recitals are true and correct.

SECTION 2. The Proposed Public Use for which the Property is sought to be
acquired is the conversion of Cal Am’s privately held water distribution facility enterprise in the
Felton Service Area to public ownership under the control of SLVWD.

SECTION 3. The property interests to be acquired are described in detail in
Exhibit “A” attached hereto and incorporated herein by this reference. The real property
interests to be acquired include the full extent of Cal Am’s real property holdings within the
Felton Community, County of Santa Cruz, whether such holdings are fee simple absolute,
easement, leasehold, franchise or otherwise, including without limitation the real property
referenced and described in the instruments attached hereto as Exhibit “B”, and incorporated
herein by this reference, to wit: 1) the Corporation Grant Deed recorded on 1/18/02 as
instrument number 2002-004598, Santa Cruz County records; 2) the Quitclaim Deed recorded
1/18/02 as instrument number 2002-0004599, Santa Cruz County records; (3) the Corporation
Grant Deed recorded 4/25/02 as instrument number 2002-0030350, Santa Cruz County records;
4) the Quitclaim Deed recorded 4/25/02 as instrument number 2002-0030351, Santa Cruz
County records; 5) the Quitclaim Deed recorded 9/1/82, in book 3479, page 476, Santa Cruz
County records; 6)the Assignment and Assumption of Easements recorded 1/15/02 as
instrument number 2002-0003525, Santa Cruz County records; 7)the Assignment and
Assumption of Easements recorded 4/22/02 as instrument number 2002-0029205, Santa Cruz
County records; 8) Parcel Map of the Lands of William Thomas, recorded 11/4/71, in page 31,
book 4 of parcel maps, Santa Cruz County records; 9) Grant Deed from Santa Cruz Land Title
Company to Felton Water Company, dated 6/30/33; 10) Certificate of Ownership by Citizens
Utilities Company of California merging its Wholly-Owned Subsidiary, Felton Water Co.,
recorded 6/13/62, book 1476, pages 79-81, Santa Cruz County records; and 11) Grant Deed
recorded 12/17/71, book 2155, pages 532-534, Santa Cruz, County records.

SECTION 4. The public interest and necessity require the Proposed Public Use
for the reasons set forth in the February 1, 2007, report from the District Manager and special
legal counsel to the Board (including the exhibits referred to therein) (collectively, the “Staff
Report”).

SECTION 5. The Proposed Public Use is planned and located in a manner most
compatible with the greatest public good and the least private injury for the reasons set forth in
the Staff Report.

SECTION 6. The Property is necessary for the Proposed Public Use for the
reasons set forth in the Staff Report.

The Proposed Public Use is a more necessary public use pursuant to California
Code of Civil Procedure §§ 1240.610 et seq., for the reasons set forth in the Staff Report.

SECTION 7. The portions of the “watershed property” identified in Exhibit
63 of the Staff Report as being outside the areas needed for the Bull Creek and Bennett Creek
intake facilities and protection of the water supply in those creeks must be taken for the reasons
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set forth in the Staff Report and the separate statement of Betsy Herbert that was provided to the
Board and such areas qualify for the “excess condemnation” procedures embodied in California
Code of Civil Procedure §§ 1240.410, et seq.

SECTION 8. The offer required by California Government Code § 7267.2(a),
together with the accompanying statement of and summary of the basis for the amount
established as just compensation, was made to Cal Am, which offer and accompanying
statement/summary were in a form and contained all of the factual disclosures provided by
California Government Code § 7267.2(a). SLVWD’s counsel has attempted to negotiate with
Cal Am subsequent to this offer, but such negotiations have not proved successful in securing the
necessary property interests outside of more formal proceedings.

SECTION 9. SLVWD has statutory authority to acquire the Property and is
authorized to acquire the Property pursuant to California Water Code § 35600 and California
Code of Civil Procedure §§ 1240.410 et seq. and §§ 1240.610 et seq.

SECTION 10. SLVWD has complied with all conditions and statutory
requirements necessary to exercise the power of eminent domain (the “right to take”) to acquire
the Property, as well as any other matter regarding the right to take the Property by eminent
domain.

SECTION 11. SLVWD adopted Resolution No. 32 (05-06) on March 23, 2006,
and determined that the proposed amendment to SLVWD’s sphere of influence and annexation
of Cal Am’s Felton Service Area into SLVWD’s boundaries for the purpose of moving forward
with the Proposed Public Use was not a “project” subject to CEQA. LAFCO made a similar
determination on June 26, 2006, when it approved the sphere of influence amendment and
annexation. LAFCO filed a notice of exemption with the County Clerk on June 27, 2006. Cal
Am did not challenge either SLVWD’s resolution or LAFCO’s determination in court within the
time permitted by law and such decisions by SLVWD and LAFCO, including the “no project”
determination, are final, binding, and conclusive. In addition, the Board determines that no facts
have changed since March-June 2006 with respect to the environmental impacts of the Proposed
Public Use, that there is no potential that the Proposed Public Use will result in environmental
impacts, and that the Proposed Public Use and the adoption of this resolution is not a “project”
within the meaning of CEQA.

SECTION 12. The law firm of Rutan & Tucker, LLP, special counsel for the
District, is hereby authorized to prepare and prosecute in the name of SLVWD such special
proceedings in the proper court having jurisdiction thereof as are necessary for acquisition of the
Property described herein, and to prepare and file such pleadings, documents, and otherwise
prosecute such actions as may be necessary in the opinion of such attorneys to acquire the
Property for SLVWD. Such attorneys are specifically authorized to take whatever steps and/or
procedures available to them under the Eminent Domain Law of the State of California,
including, but not limited to, seeking orders for prejudgment possession of the Property.
SLVWD staff is further authorized to take any appropriate action consistent with the purposes of
this Resolution.

sk ok sk sk sk sk oskoskosk ok sk sk sk sk
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PASSED AND ADOPTED by the Board of Directors of the San Lorenzo Valley
Water District, County of Santa Cruz, State of California, on the 8th day of February, 2007, by
the following vote of the members thereof:

AYES:
NOES:
ABSENT:

District Secretary
San Lorenzo Valley Water District
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EXHIBIT “A”

CALIFORNIA-AMERICAN WATER COMPANY
FELTON, CALIFORNIA SERVICE AREA

DESCRIPTION OF SUBJECT PROPERTY

The property interests to be acquired include all real, personal, and intangible property of
whatever type or nature owned by Cal Am within and directly relating to Cal Am’s Felton
Service Area, including without limitation all land and improvements, improvements pertaining
to the realty, fixtures and equipment, tanks, reservoirs, water treatment plants and facilities,
pipelines, conduits, booster stations, pump stations, water rights, books and records, leasehold
interests, easement and franchise rights, all governmental permits and entitlements to develop,
operate, maintain, repair, and replace Cal Am’s facilities within and with respect to its Felton
Service Area, and any other property or business interest, whether tangible or intangible, owned
and/or utilized by Cal Am in connection with its water distribution operation in Cal Am’s Felton
Service Area. In addition, SLVWD shall acquire all contractual rights, liabilities, obligations,
and debt held by Cal Am in connection with the Safe Drinking Water Loan Contract E51065,
including any and all amendments thereto, as such obligations were delegated to Cal Am by way
of the Agreement for Assignment of the Loan Under the California Safe Drinking Water Bond
Law of 1998, Re: Contract No. E51065, between Citizens Utilities Company of California,
Assignor, and California-American Water Company, Assignee.

The property interests that SLVWD proposes to acquire exclude any trademark and
copyright interests that may be held by Cal Am with respect to its Felton Service Area and any
intangible property consisting of attorney-client communications or other privileged trade secret
or internal financial documents or information that would not be transferable with a transfer of
title to and control over the water utility operation conducted by Cal Am in and with respect to
its Felton Service Area.

The real property interests held by Cal Am of which SLVWD is aware, and which are
included within the Subject Property, include the properties designated by the following Santa
Cruz County Assessor Parcels:

064-011-01* 064-201-33
064-011-02* 064-201-34*
064-021-04* 064-201-35*
064-021-07* 064-381-05*
064-021-18* 064-381-06*
064-021-22* 064-381-16*
064-021-23* 064-381-17*
064-031-23 064-381-20*
EXHBIIT “A”
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064-031-28 065-013-12
064-031-37 065-013-34
064-041-18 065-202-15
064-051-03 065-234-16
064-052-18 065-281-03
064-083-05 071-031-03
064-201-22 071-031-33
*Denotes Cal Am’s Watershed Property. 071-161-16

The real property interests to be acquired include the full extent of Cal Am’s real
property holdings within the Felton Community, County of Santa Cruz, whether such holdings
are fee simple absolute, easement, leasehold, license, franchise or otherwise, including without
limitation the real property referenced and described in the instruments attached hereto as
Exhibit “B”, and incorporated herein by this reference, to wit: 1) the Corporation Grant Deed
recorded on 1/18/02 as instrument number 2002-004598, Santa Cruz County records; 2) the
Quitclaim Deed recorded 1/18/02 as instrument number 2002-0004599, Santa Cruz County
records; (3) the Corporation Grant Deed recorded 4/25/02 as instrument number 2002-0030350,
Santa Cruz County records; 4)the Quitclaim Deed recorded 4/25/02 as instrument number
2002-0030351, Santa Cruz County records; 5) the Quitclaim Deed recorded 9/1/82, in book
3479, page 476, Santa Cruz County records; 6) the Assignment and Assumption of Easements
recorded 1/15/02 as instrument number 2002-0003525, Santa Cruz County records; 7) the
Assignment and Assumption of Easements recorded 4/22/02 as instrument number
2002-0029205, Santa Cruz County records; 8) Parcel Map of the Lands of William Thomas,
recorded 11/4/71, in page 31, book 4 of parcel maps, Santa Cruz County records; 9) Grant Deed
from Santa Cruz Land Title Company to Felton Water Company, dated 6/30/33; 10) Certificate
of Ownership by Citizens Utilities Company of California merging its Wholly-Owned
Subsidiary, Felton Water Co., recorded 6/13/62, book 1476, pages 79-81, Santa Cruz County
records; and 11) Grant Deed recorded 12/17/71, book 2155, pages 532-534, Santa Cruz, County
records.

The interests to be acquired include all rights, liabilities, outstanding debt, payment
terms, and any other obligations or rights of Cal Am in the Safe Drinking Water Loan Contract
E51065, including any amendments thereto, as such rights, liabilities, debt, payment terms, and
other obligations or rights were assigned and/or delegated to Cal Am by way of the Agreement
for Assignment of the Loan Under the California Safe Drinking Water Bond Law of 1998, Re:
Contract No. E51065, between Citizens Utilities Company of California, Assignor, and
California-Water Company, Assignee.

An inventory identifying the buildings, structures, fixtures, and other improvements
owned by Cal Am of which SLVWD is aware, and which are included within the Subject
Property, are identified hereinbelow.
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SOURCE OF SUPPLY FACILITIES

Bennett Spring Facilities
Collection Box (1 Ea)
Pipeline-4” (3,540 LF)

Site Improvements-Fencing

Bull Springs Facilities
Collection Box (2 Ea)
Settling Box (1 Ea)
Pipeline-4” (2,930 LF)

Bull Creek Facilities
Diversion Dam
Pipeline-6” (2,630 LF)
Valves-6” (3 Ea)
Metering & Valving

Felton Acres Well
Well
Pumping Unit
Electrical Equipment
Plant Piping

Bennett Springs Chlorination Station
Site Improvements
Chlorination Building
Electrical Equipment
Plant Piping
Propane Tank & Piping
Generator
Chlorination Equipment
Site Fencing
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BOOSTER PUMPING PLANTS

Bennett Booster
Pumping Unit
Electrical Equipment
Plant Piping
Hydropneumatic Tanks
Poly Tank

Blair Booster
Building (Shed)
Pumping Unit
Electrical Equipment
Plant Piping
Hydropneumatic Tanks
Site Improvements

El Soyo Booster
Building (Shed)
Pumping Units
Electrical Equipment
Plant Piping

Site Improvements

Felton Acres Booster
Building (Shed)
Pumping Units
Electrical Equipment
Plant Piping
Hydropneumatic Tanks

Hillcrest Booster

Building (Shed)

Pumping Unit

Electrical Equipment

Plant Piping
Hydropneumatic Tank
Poly Tank

Site Improvements-Fencing

EXHBIIT “A”
560/024863-0001

780811.01 a02/02/07 -4-



560/024863-0001
780811.01 a02/02/07

STORAGE RESERVOIRS

APPROX. STORAGE

DESCRIPTION CAPACITY (GALLONS)
Blair Steel Tank 250,000
McCloud Steel Tank 285,000
Felton Acres Redwood Tank 103,000
El Soyo Redwood Tank 20,000
Pine Redwood Tank 15,000
EXHBIIT “A”
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Nomenclature:

SSP =
ACP
GIP
PVCP
CIP
DIP

560/024863-0001
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PIPELINES

MATERIAL OF
SIZE CONSTRUCTION
2” or Less SSP
3” SSP
4” SSP
ACP
GIP
PVCP
6” CIP
DIP
SSP
ACP
GIP
PVCP
8” DIP
ACP
PVCP
107 DIP
SSP
ACP
PVCP
Standard Screw Pipe
Asbestos-Cement Pipe
Galvanized Iron Pipe
Polyvinyl Chloride Pipe
Cast Iron Pipe
Ductile Iron Pipe
EXHBIIT “A”
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QUANTITY (LF)

23,100
3,950

3,900

1,220
2,490
10
20
500
180

130
50
20
50
60
10,530
24,130
1,100
300
710
440
440

80
4,400
1,120
4,440
3,020

590

150
100
8,500
520
1,330
1,800



ISOLATION VALVES

SIZE QUANTITY (LF)
2” or Less 92
4” 24
6” 94
8” 34
10” 26
EXHBIIT “A”
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FIRE HYDRANTS AND FIRE SERVICES

DESCRIPTION QUANTITY
Fire Hydrants
6” x 4-1/2”x 2-1/2” 10
4” x 2-1/2” or Smaller 88
Fire Services (Private Fire
Protection)
6” 9

EXHBIIT “A”
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WATER SERVICES AND WATER METERS

DESCRIPTION QUANTITY
Services (Each)
/% 1,301
1” 24
1-1/2” 9
2” 14
4 1
Meters (Each)
5/8” x ¥4 1,298
V2% 3
1” 24
1-1/2” 9
2” 14
4 1
EXHBIIT “A”
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FELTON ACRES SITE IMPROVEMENTS

DESCRIPTION

Felton Acres Site Improvements
Wood Building
Metal Garage Building
40 kw Standby Generator
Site Improvements
Site Fencing
Electrical Service & Equipment
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EXHIBIT “B”

REAL PROPERTY DESCRIPTIONS

[see following pages]
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