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(RES. W-4950), RURAL WATER COMPANY. ORDER APPROVING THE SANTA MARIA GROUNDWATER STIPULATION, 
A SURCHARGE OF $109,465 AND AN ADDITIONAL RATE BASE EXPENSE OF $64,306.
______________________________________________________________

Summary
On April 29, 2011, Rural Water Company filed Advice Letter 68 requesting an expense offset rate increase of $45,159 to recover costs relating to the Santa Maria Groundwater Stipulation issued by San Luis Obispo County Superior Court dated June 30, 2005[footnoteRef:1]. In addition, this resolution approves the Santa Maria Groundwater Stipulation. [1:  The Stipulation is attached as Appendix B.] 


On August 5, 2011, Rural Water Company filed Advice Letter 69, which requests $128,612 in litigation costs leading up to and including the Stipulation. This resolution authorizes Rural Water Company to recover the $45,159 requested in Advice Letter 68 as a surcharge and also authorizes Rural to recover one-half of the $128,612, or $64,306, requested in Advice Letter 69 as a surcharge for a total of $109,465.  Rural Water Company is further authorized to place the remaining amount of $64,306, requested in Advice Letter 69 and not recovered as a surcharge, into its plant account as rate base.

BACKGROUND
Rural Water Company (Rural) is a Class C water utility that serves 932 residential customers in its service area near the town of Arroyo Grande, in San Luis Obispo County. 
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The purpose of the Santa Maria Groundwater Stipulation (Stipulation) is to control seawater intrusion into and overdraft of the Santa Maria Aquifer and prevent overdraft of that aquifer for present and future needs.  

Rural requests that the California Public Utilities Commission (Commission) approve its involvement in the Stipulation since approval by the Commission is ultimately required for the Stipulation to become effective[footnoteRef:2].   [2:  Appendix B. Section X, D (1). ] 


Rural has been implementing the terms of the Stipulation even though the Commission has yet to approve the Stipulation.  This is consistent with the provisions of the Stipulation regarding actions prior to Commission approval[footnoteRef:3]. [3:  Appendix B. Section X, D (1)] 


The Stipulation requires Rural to pay its portion of the cost for a project progress report filed annually with the Superior Court[footnoteRef:4]. The Stipulation also requires Rural to participate in the development of a Nipomo Supplemental Water Project (NSWP) to deliver water to the Nipomo Mesa area via a pipeline (Pipeline 1) from the State Water Project (SWP)[footnoteRef:5].  The Stipulation further requires Rural to purchase water from the Nipomo Mesa Management Area (NMMA) via the City of Santa Maria[footnoteRef:6].  If the water is to be delivered it would be through a separate pipeline (Pipeline 2) that would have to be constructed by Rural to obtain its share of the water from the NMMA.   [4:  Appendix B. Section IV. D. (3). ]  [5:  Appendix B. Section VI. C. (3).]  [6:  Appendix B. Section VI. C. (6).] 


Management Areas
The NMMA is one of three sub-management areas that resulted from the Stipulation. The three areas are:  
(1) Santa Maria Valley Management Area, 
(2) NMMA and 
(3) Northern Cities Management Area. 

Per the Stipulation, the NMMA Technical Group monitors the groundwater basin[footnoteRef:7] and is funded by contributions from the Nipomo Community Services District (NCSD), Golden State Water Company (Golden State), Rural, and Woodlands Mutual Water Company.  In-lieu of contributions, engineering services may be provided, subject to agreement by those parties.  The NMMA Technical Group performs the groundwater management agency functions to monitor and protect the NMMA from seawater intrusion.  The primary function of the NMMA Technical Group is to develop a Monitoring Program and report to the Court on the status of the NMMA[footnoteRef:8]. This is done through the collection of groundwater levels, water quality data, and the results of hydrogeological studies to best determine the most cost effective ways of preventing seawater intrusion and preventing overdraft of the underlying aquifer thus assuring the Groundwater Basin remains a sustainable long term water supply.   [7:  Appendix B. Section VI. C. (2).]  [8:  Appendix B. Section VI. C.] 


The Stipulation assigns Rural three responsibilities:

1) Participation in NMMA Technical Group funding and reports to the Superior Court;
2) Participation in the funding of Pipeline 1 conveying SWP water to the City of Santa Maria; and
3) Purchase of 209 acre-feet of water per year.  This is to be delivered by Pipeline 2 which Rural would have to build in order to obtain the water from the NMMA. However, water delivery is not required. Payment for the water is required by the Stipulation with or without water delivery.

Tax Measure
A Nipomo Mesa Special Assessment tax was placed on the local ballot in May, 2012 to pay for Pipeline 1.  The assessment tax was not approved by voters.  Subsequently, the NCSD formed a citizen’s committee named Supplemental Water Alternatives Evaluation Committee (SWAEC) to re-examine ways to bring more water to the community. The citizen’s committee studied and ranked potential alternative projects to Pipeline 1 and Pipeline 2, from desalination to tapping into the SWP at another location. An agreement was reached by the committee on revising the NSWP[footnoteRef:9]. SWAEC recommends the Santa Maria Water Project Intertie which is essentially the same project that was considered as a tax measure.  This means that the project may proceed as currently defined and Rural will be required, per the Stipulation, to fund its share[footnoteRef:10] of the capital costs of the NSWP Pipeline 1 and to file an application with the Commission seeking: [9:  NCSD SWAEC Alternative Evaluation Final Report dated March 15, 2013.]  [10:  The Stipulation is not clear on sharing capital costs for Pipeline 1.  It is interpreted by both the Cypress Ridge Owners’ Association (representing the ratepayers) and Rural to mean participating utilities will pay a share equal to their take allocation which is found in Appendix B. Section VI (6) which lists the percentage share of water distribution.] 


(a) approval of Rural’s share of the Pipeline 1 capital costs, and
(b) Rural’s share of the additional operating and maintenance costs associated with the operation of the NSWP.  These costs would be funded by ratepayers.  The additional costs are the incremental costs to purchase supplemental water supply from the SWP to the Nipomo Mesa area. 

Rural has been correctly accruing all costs for this project. However, it has done so mistakenly in its pump tax memorandum account. 

The pump tax account as well as purchased water and others were established for all Class C and D water companies previously in Res. W-4467[footnoteRef:11] on April 22, 2004. Establishment of these accounts was certified for all Class C and D utilities by having them submit Advice Letters to update their tariff sheets with the following statement: [11:  Res W-4467 states: “Water Division has researched its files but can find no resolution or decision that authorizes establishment of any memorandum accounts or reserve accounts for the costs above (purchased water, purchased power, pump tax, employee labor, payroll taxes, contract labor and unanticipated repair costs), nor do any individual small water and sewer utilities have approved memorandum account descriptions for these costs in their Preliminary Statement tariff sheets. Without such authorization, Water Division cannot allow recovery of these expenses since the memorandum or reserve accounts were never approved and such belated recovery would constitute retroactive ratemaking. It is, however, reasonable to allow smaller water and sewer systems to track these costs for potential recovery. Accordingly, we (the Commission) will authorize these memorandum accounts in this resolution.”] 


“The company has established the following balancing accounts: Purchased Power, Resolution W-4467, April 22, 2004; Purchased Water, Resolution W-4467, April 22, 2004; Pump Tax, Resolution W-4467, April 22, 2004; Payroll, Resolution W-4467, April 22, 2004 ; Payroll Taxes, Resolution W-4467, April 22,2004; Contract Labor, Resolution W-4467. April 22, 2004; Water Quality Balancing Account (WQBA), Resolution W-4698, July 31, 2008; and California Department of Public Health User Fees Balancing Account (UFBA), Resolution W-4698, July 31, 2008.”

DISCUSSION

Advice Letter 59

Rural’s initial request for the expenses described here was in Advice Letter AL‑59 filed as a Tier 2 filing on February 9, 2010, requesting a surcharge to recover costs associated with the NMMA over a 4 month time period. The tier level was protested on March 3, 2010 by the Cypress Ridge Owners’ Association (CROA).  AL-59 was suspended on March 21, 2010 and subsequently withdrawn on May 21, 2010.

Rural subsequently filed AL-59-A on January 18, 2011, as a Tier 2 filing. CROA protested that filing on February 2, 2011. AL-59-A was suspended on March 21, 2011, on the basis that it was improperly filed as Tier 2.  Division simultaneously issued a letter to Rural to immediately suspend collecting charges.  Since a Tier 2 filing can automatically become effective 30 days after filing, Rural had already proceeded to collect one surcharge amounting to $4,101.  This amount is owed to the ratepayers. Rather than returning the amount and requesting it again, Rural has subtracted it from their request for reimbursement under AL-68.

Recovery of Costs addressed in AL-68 
The expenses incurred by Rural were for production of a report by the NMMA Technical Group to the Superior Court per the Stipulation. 
A review of the expenses requested in AL 68 indicates these expenses were reasonably incurred to meet the requirements of the Stipulation.  Therefore, AL 68 should be approved and Rural should be allowed to recover the $45,159 requested through a surcharge.



Recovery of Costs addressed in AL-69

In addition, Rural should be allowed to recover its costs requested in AL-69 for the litigation activity which resulted in the Stipulation. 
Division has reviewed the costs discussed above and finds them to be reasonable.  In doing so, Division has considered four factors needed to be established when a utility seeks recovery from ratepayers of costs recorded in a memorandum account[footnoteRef:12].  These factors, which should also apply to Rural, are:   [12:  Also used in Res. W- 4824, dated April 8, 2010, p.6  ] 

(a) the costs are not covered by other authorized rates; 
(b) it is appropriate for ratepayers to pay for these categories of costs in addition to otherwise authorized rates; 
(c) the utility acted prudently when it incurred these costs; and 
(d) the level of booked costs is reasonable.  
Rural has met these factors as follows:
With respect to factor (a), these costs are not covered by any other rates. Rural has not recovered these costs through any other rate mechanism.
With respect to the factors (b) and (c), it is appropriate that ratepayers bear these costs as Rural acted prudently in incurring these costs. The costs derive from Superior Court orders and are the result of the activity of the litigating parties required by the Stipulation.
With respect to factor (d), the manner in which Rural should be allowed to recover its costs is to include 50% of the costs in plant or rate base, and 50% recovered through a surcharge. To recover costs totally through a surcharge would impose rate shock on the ratepayers.
The combined revenue surcharges in Appendix A for AL-68 and AL-69 amount to over 10% of gross revenues.  Standard Practice 27-W dated August, 2009: a) requires this percentage to be collected over three years (Paragraph 64b), and b) allows collection of accrued interest (Paragraph 54).


Stipulation Approval
Approval of the Stipulation by the Commission for Rural has several facets:
a) Approval has been separately[footnoteRef:13] adjudicated for Golden State in its General Rate Case by Decision 13-05-011 dated May 13, 2013.  Disapproval would have required revision of the Stipulation and nullified Rural’s current request. [13:  The Decision states “Rural Water Company…is also a party to this Litigation. However this decision applies only to Golden State.”] 

b) The Golden State Decision addressed only whether the Commission has the authority to approve such Stipulations and whether the project costs are sufficiently known.
c) The Division of Water and Audits (Division) had further concerns to be satisfied prior to Commission approval. These concerns are discussed below:

· The Stipulation establishes an Adjudicated Water Basin and Technical Committee controlled directly by the Superior Court on a yearly basis. However, there is no Watermaster to oversee interim expenditures.
· The Golden State Decision declared the water delivery scheme to be viable but did not independently review whether or not it is.

d) Division requested that the water utilities attending the meetings of the NMMA Technical Group be granted the power to oversee the group’s decisions and expenditures. The group’s bylaws were amended to meet that request.
e) The water delivery scheme is contained in part in numerous documents with no single source of reference. The Division has drawn a pictorial of the overall water distribution to indicate that the plan is workable. See Appendix E.

The Division recommends that the Commission approve the Stipulation for Rural.

CROA’s Protests
Protest letters to the AL were received from CROA and concerned the following: 
1. CROA: Rural is seeking ratepayer funding for a project never approved by the Commission.
The Nipomo project is to build two pipelines. The first pipeline is to connect the State Water Project to the City of Santa Maria for eventual distribution to several water companies. This is not built by Rural Water and does not require Commission approval. The second pipeline would be to connect the water acquired by the City of Santa Maria to Rural Water. That would require Commission approval in the future. CROA is mistaken in their protest in that the expenses considered in this resolution do not relate to the second pipeline project.
2. CROA: The effective date of any memorandum account that Rural were to successfully establish should be set with reference to the filing of a new Tier 2 AL. All costs incurred by Rural before it obtains authority to establish a memorandum account may not be recovered through it.
Rural has relied upon accounts being established by Res. W-4467 dated April 22, 2004. The intent of Res. W-4467 was clearly to establish the accounts for which Rural Water is now seeking recovery. We will allow recovery for the expenses requested herein. 

3. CROA: Rural is using a memorandum account in which it is tracking different types of NMMA expenses.
A pump tax water memorandum account was used for the costs in AL-68 and 69. The nature of the entire project is for Rural to ultimately purchase water from the City of Santa Maria. Therefore a purchased water memorandum account is the appropriate memorandum account to use for the entire project. 
Normally, a utility would not be allowed to recover costs that it failed to record in an appropriate memorandum account.  However, in this instance, allowing Rural to recover costs that were reasonably incurred is a fair outcome and consistent with Commission precedent.

The facts underlying Rural’s request are similar to those addressed by the Commission for the Lake Forest Water Company (Lake Forest), in Res. W-4815, adopted on 
February 4, 2010.  In that resolution, the Commission allowed the recovery of certain authorized costs where the utility had failed to properly request the establishment of a memorandum account to book the costs.  The Commission stated:

“Accordingly, the Commission is faced with the question of how to handle reasonable and necessary expenses that were authorized to be included in a memorandum account where (i) the utility has not established the memorandum account or (ii) the memorandum account established by the utility does not cover all of the expenses authorized to be included in such a memorandum account, thereby failing to cover the expenses at issue.”[footnoteRef:14]  [14:  Res. W‑4815, page 4. ] 


The Commission concluded that: (i) general ratemaking was not implicated, as the memorandum account at issue was intended to track only limited classes of expenses, and (ii) it would be unjust under the following circumstances to deny recovery of these necessary expenses.[footnoteRef:15]   [15:  See, Res. W-4815, pp.4-5.] 


a) The utility is a small water utility.
b) Small companies are often not sophisticated in complying with regulatory procedures.
c) The utility was authorized to create a memorandum account to cover a limited class of expenses.
d) The utility incurred necessary expenses included in a memorandum account that was authorized. 
The Commission concluded in Lake Forest Res. W-4815 that allowing recovery where all these circumstances are present would not constitute impermissible retroactive ratemaking.  Given the presence of the same factors in this request, it is fair to treat Rural in the same manner as Lake Forest.  We should, therefore, not deny recovery of the purchased water expenses because Rural did record them but not in the appropriate memorandum account. 

4. CROA: Permitting Rural to recover previously incurred costs in future rates would violate the proscription against retroactive ratemaking.
The original request to include the charges as continuous future rates was rejected by the Division and was retracted by Rural. This Resolution provides that only the charges already incurred are recovered and only over a fixed period of time.
Regarding the charge of retroactive ratemaking, Standard Practice U‑27‑W states: All charges booked to memo accounts must be less than three years old unless the costs are fully justified for being older[footnoteRef:16].  [16:  Standard Practice U‑27‑W, May, 2008, paragraph 61.] 

There is sufficient justification for collecting the entire expenditure even though the time period of accumulating it exceeds three years. Going back to 2007, Rural engaged in continuous ratemaking proceedings which lasted until late 2011. This severely detracted the company from putting additional effort to request compensation for expenditures on this project. 

5. CROA: Golden State’s request for NMMA reimbursements is subject to the rigorous processing as a Class A utility by a CPUC Administrative Law Judge. Rural should face the same test. 
Division has reviewed AL-68 and AL-69 within the scope of conditions for Class C water companies and satisfactorily answered factual questions. There is no reason, nor any procedure, to subject a Class C utility to Class A processing.
6. CROA: Rural has not provided notice of their ALs to individual customers.
Notice was published in a newspaper of local circulation which meets the notice requirements under GO 96-B Water Industry Rule 3.1, since neither AL-68 nor AL-69 individually exceeds 10% of Rural’s revenue requirement.
7. CROA: Rural collected surcharges for a month before an AL was suspended and should be required to account for these sums.
These surcharges were $4,101 and have been accounted for in AL-68 by deleting this amount from the total request of $49,260 in expenses.
COMPLIANCE

Service by Rural is satisfactory.  There are no Commission orders requiring system improvements, nor are there any service problems requiring corrective actions.  The utility has been filing annual reports as required.



NOTICE AND PROTESTS
AL-68 was served on April 29, 2011 and AL-69 was served on August 5, 2011.  All ALs were served in accordance with GO 96-B[footnoteRef:17], to adjacent utilities and persons on the general service list.  Proof of Publication for the proposed rate increase has been provided by Rural.  Protests were received from the CROA by the Commission. Rural responded to these protests. [17:  General Rule 4.2] 

COMMENTS
Public Utilities Code Section 311 (g) (1) generally requires that resolutions must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission. 
Accordingly, this draft resolution was mailed to the utility and the protestant and was made available for public comment on May 6, 2013.
Comments were received from CROA on May 26, 2013 requesting an extension for the comment period until June 20, 2013. The comment period was subsequently extended until June 7, 2013. CROA did not file additional timely comments.
CROA commented that: D. 13-05-011 approves the Stipulation for Golden State Water Company and may result in approval of the Stipulation for Rural Water Company. The approval had not been requested in the initial draft of this resolution.
This resolution approves the Stipulation which was also mentioned in Rural’s comments. The Division has incorporated changes in the text to accommodate that approval.
Rural submitted comments on May 25, 2013 regarding:
1. Clarification of some terminology: “The Background should be modified to reflect that the present rates were established on April 20, 2012 granting a 3.0% increase, the CPI-U for 2011 and revise Management Area definitions on page 3.”
2. Whether pipeline (2) is actually required to be built stating: “Rural needs to build the pipeline to take physical delivery of the water from Santa Maria, however actual wet water delivery is not required. Payment for the respective annual amount of water is required with or without wet water delivery as required in the Stipulation.” 
3. Inclusion of a study by NCSD Citizen Committee regarding how to proceed after a proposed tax measure to pay for pipeline (1) was voted down: namely, “…the Citizen Committee formed by the NCSD has made a recommendation that is contained in the final report entitled ‘Nipomo Community Services District Supplemental Water Alternatives Evaluation Committee”’ dated March 15, 2013.”
4. Approval of the Stipulation for Rural since it has been recommended for Golden State  in D 13-05-11.
5. Revision of the Tariff Schedule in Appendix A to include a CPI-U increase.

Division has incorporated changes in the text to accommodate Rural’s comments.

Findings 
1. Rural Water Company (Rural) has requested approval of its expenses associated with the Nipomo Mesa Management Area (NMMA) that are required by the Santa Maria Groundwater Stipulation (Stipulation) dated June 30, 2005. These expenses include costs of litigation and preparation of an annual report for the Superior Court.
2. The Stipulation requires Rural to:      
a) participate in the funding of a NMMA Technical Group and reports to the Court; 
b) participate in the funding of a pipeline bringing State Water Project water to the City of Santa Maria; and 
c) purchase 209 acre-feet/year of water which can be delivered to Rural via the NMMA.
3. Golden State Water Company (Golden State) has the same obligations for compliance with the Stipulation as Rural.
4. Golden State has requested approval for litigation expenses and California Public Utilities Commission (Commission) approval of its compliance with the Stipulation. Golden State obtained approval for litigation expenses in D 07‑05‑041 dated May 24, 2007 and the Commission has approved the Stipulation for Golden State in D. 13-05-011 dated May 9, 2013.
5. Rural has asked the Commission to approve the Stipulation. 
6. The Division of Water and Audits is satisfied that all concerns have been met and recommends that approval be granted.
7. Rural has been using a pump tax water memorandum account for all costs associated with this project. The nature of the entire project is for Rural to ultimately purchase water from the NMMA. Therefore a purchased water memorandum account is the appropriate memorandum account to use for the entire project.
8. It is fair to allow Rural to recover these costs even though the costs were booked in the wrong account because Rural is a small water company. The correct memorandum account was authorized.
9. The costs requested in Advice Letter (AL) -68 of $45,159 have been reviewed and are reasonable.
10. All NMMA costs requested in AL-69 have been reviewed and are reasonable. Rural has requested that reimbursement of litigation expenses in AL-69 be divided into surcharges and allocated to plant on a 50-50 basis. Approval of this cost recovery by the Commission in this resolution is reasonable because it averts rate shock on the ratepayers. Specifically, $64,306 should be included in Rate Base and $64,306 should be recovered in a surcharge.
11. Since the surcharge percentage is over 10% of gross revenues, Standard Practice U-27-W requires this to be collected over a three-year period. 
12. Standard Practice U-27-W allows a utility to collect accrued interest on memorandum accounts.
Therefore it is ordered that:
1. Rural Water Company is authorized to transfer a total of $109,465 from its Pump Tax Memorandum Account, to a Balancing Account for recovery through a surcharge and shall record as a credit to the Balancing Account the surcharge revenue, including interest collected pursuant to this Resolution. The surcharge amount and interest shall be collected from its ratepayers per Appendix A over a three year period.
2. Rural Water Company is authorized to collect interest on the surcharge on a monthly basis beginning July 1, 2013 by applying a rate equal to one-twelfth of the 3-month Non-Financial Commercial Paper Rate, as reported in the Federal Reserve Statistical Release, to the average of the beginning-of-month and the end-of-month balance. 
3. Rural Water Company is authorized to transfer $64,306 for litigation expenses from its Pump Tax Memorandum Account to its Plant Account.
4. Rural Water Company is authorized to file a supplemental advice letter within thirty days of the effective date of this resolution to put into effect Schedule No. 1, General Metered Service as shown in Appendix A, and to concurrently cancel the presently effective rate schedules.
5. Rural Water Company shall accrue future expenses for activities required by the Stipulation referenced in Appendix B in its Purchased Water Account. 
6. The Santa Maria Groundwater Stipulation referenced in Appendix B is hereby approved.
7. This resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed, and adopted at a conference of the Public Utilities Commission of the State of California held on June 27, 2013; the following Commissioners voting favorably thereon:	






												
								PAUL CLANON
								Executive Director

APPENDIX A
Schedule No. 1
GENERAL METERED SERVICE

APPLICABILITY
Applicable to all metered water service.

TERRITORY
The unincorporated area known as Tract 151, and vicinity, located approximately 2 miles southeast of the community of Oceano, San Luis Obispo County.

RATES 						Per Meter
Per Month
Quantity Rates (per month):
First 18 hundred cubic feet (Ccf) ...........................$2.03 per Ccf
Water in excess of 18 Ccf up to 28 Ccf…………...$2.43 per Ccf
All water in excess of 28 Ccf ……………………  $2.84 per Ccf

Monthly Service Charge:
For 5/8 x 3/4-inch meter...................................... $ 11.09
For ¾ -inch meter……………………..………..    16.64
For 1-inch meter...................................................   27.74
For 1-1/2-inch meter.............................................   55.47
For 2-inch meter...................................................   88.74

The Service Charge is a readiness-to-serve charge, which is applicable to all metered service and to which is to be added the monthly charge computed at the Quantity Rate.

SPECIAL CONDITIONS
1. A surcharge in the amount of $3.26 per month per customer for a period of 36 months            (N) beginning July 1, 2013 will be collected from each customer for the Santa Maria Groundwater  (N) Basin Adjudication cost memo account plus interest at the Commercial Paper Rate on a             (N)  monthly basis by applying a rate equal to one-twelfth of the 3-month Commercial Paper Rate, (N) as reported in the Federal Reserve Statistical Release, to the average of the beginning-of-month (N) and the end-of-month balance.								          (N)
2. All bills are subject to the reimbursement fee set forth in Schedule No. UF.
3. Surcredit for a period of 36 months beginning September 1, 2011 per the following Formula:
5/8 x ¾ - inch meter………………………………$6.62
	¾ - inch meter…………………………………	       9.93
	1-inch meter…………………………………...	     16.55
	1 ½ -inch meter……………………………….	     33.10
	2-inch meter…………………………………..	     52.74
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I. INTRODUCTION – ALL MANAGEMENT AREAS
The Stipulating Parties hereby stipulate and agree to entry of judgment containing the terms and conditions of this Stipulation.

A. Parties and Jurisdiction
1.Plaintiff and Cross-Defendant Santa Maria Valley Water Conservation District ("District") is a water conservation district organized under California Water Code section 74000, et seq. The District does not pump Groundwater from the Basin.
2. Defendants, Cross-Complainants and Cross-Defendants the City of Santa Maria ("Santa Maria"), City of Guadalupe ("Guadalupe"), Southern California Water Company ("SCWC"), Nipomo Community Services District ("NCSD"), Rural Water Company ("RWC"), City of Arroyo Grande ("Arroyo Grande"), City of Pismo Beach ("Pismo Beach"), City of Grover Beach ("Grover Beach") and Oceano Community Services District ("Oceano") rely, in part, on Groundwater to provide public water service to customers within the Basin.
3. Cross-Defendant County of San Luis Obispo ("San Luis Obispo") is a subdivision of the State of California. Cross-Defendant San Luis Obispo County Flood Control and Water Conservation District ("SLO District") is a public entity organized pursuant to the laws of the State of California. Neither San Luis Obispo nor SLO District pumps Groundwater from the Basin.
4. Cross-Defendant County of Santa Barbara ("Santa Barbara") is a subdivision of the State of California. Santa Barbara does not pump Groundwater from the Basin.
5. Numerous other Cross-Defendants and Cross-Complainants are Overlying Owners. Many of these Overlying Owners pump Groundwater from the Basin, while others do not currently exercise their Overlying Rights. Those Overlying Owners who are Stipulating Parties are identified on Exhibit "A".
6. This action presents an inter se adjudication of the claims alleged between and among all Parties. This Court has jurisdiction over the subject matter of this action and over the Parties herein.

B. Further Trial
The Stipulating Parties recognize that not all Parties have entered into this Stipulation and that a trial will be necessary as to all non-Stipulating Parties. No Stipulating Party shall interfere or oppose the effort of any other Stipulating Party in the preparation and conduct of any such trial. All Stipulating Parties agree to cooperate and coordinate their efforts in any trial or hearing necessary to obtain entry of a judgment containing the terms and conditions of this Stipulation. No Stipulating Party shall have any obligation to contribute financially to any future trial.
C. Definitions
As used in this Stipulation, the following terms shall have the meanings herein set forth:
Resources final Table A allocation.
1.Annual or Year - That period beginning January 1 and ending December 31.
2. Annual Report - The report prepared and filed with the Court annually for each Management Area. 
3. Appropriative Rights - The right to use surplus Native Groundwater for reasonable and beneficial use.
4. Available State Water Project Water - The amount of SWP Water an Importer is entitled to receive in a given Year based upon the California Department of Water
5. Basin - The groundwater basin described in the Phase I and II orders of the Court, as modified, and presented in Exhibit "B".
6. Developed Water - Groundwater derived from human intervention as of the date of this Stipulation, which shall be limited to Twitchell Yield, Lopez Water, Return Flows, and recharge resulting from storm water percolation ponds.
7. Groundwater - Twitchell Yield, Lopez Water, Return Flows, storm water percolation, Native Groundwater and all other recharge percolating within the Basin.
8. Importer(s) - Any Party who brings Imported Water into the Basin. At the date of this Stipulation, the Importers are Santa Maria, SCWC, Guadalupe, Pismo Beach, and Oceano.
9. Imported Water - Water within the Basin, originating outside the Basin that absent human intervention would not recharge or be used in the Basin.
10. Lopez Protect - Lopez Dam and Reservoir located on Arroyo Grande Creek. together with the associated water treatment plant, delivery pipeline and all associated facilities, pursuant to State Water Resources Control Board permit No. 12814 (A-18375) and pending application No. A-30826.
11. Lopez Water Groundwater within the Basin derived from the operation of the Lopez Project.
12. Management Areas The three areas within the Basin that have sufficient distinguishing characteristics to permit the water resources and facilities of each area to be individually managed. The Management Areas are: the Northern Cities Management Area, the Nipomo Mesa Management Area, and the Santa Maria Valley Management Area, as shown on Exhibit "C".
13. Management Area Engineer - The individual(s) or consulting firm(s) that are hired to prepare the Monitoring Plans and Annual Report(s) for one or more of the Management Areas.
14. Monitoring Parties Those Parties responsible for conducting and funding each Monitoring Program.
15. Monitoring Program - The data collection and analysis program to be conducted within each Management Area sufficient to allow the preparation of the Annual Report.
16. Native Groundwater - Groundwater within the Basin, not derived from human intervention, that replenishes the Basin through precipitation, stream channel infiltration, tributary runoff, or other natural processes.
17. New Developed Water - Groundwater derived from human intervention through programs or projects implemented after the date of this Stipulation.
18. New Urban Uses - Municipal and industrial use which may occur on land that, as of January 1, 2005, was located: 1) within the boundaries of a municipality or its sphere of influence, or within the process of inclusion in its sphere of influence; or 2) within the certificated service area of a publicly regulated utility. The New Urban Use areas are identified in Exhibit "D", New Urban Uses does not include the current DJ Farms development within Guadalupe City limits (including Santa Barbara County APN 113-080-18, 113-080-24).
19. Nipomo Mesa Management Area or NMMA - That Management Area shown on Exhibit "C".
Nipomo Mesa Management Area Technical Group - The committee formed to administer the relevant provisions of the Stipulation regarding the Nipomo Mesa Management Area.
21. Northern Cities Management Area - That Management Area which is part of Zone #3 of the San Luis Obispo County Flood Control and Water Conservation District as shown on Exhibit "C".
22. Northern Cities - Arroyo Grande, Pismo Beach, Grover Beach and Oceano .
23. Northern Parties - The Northern Cities, the Overlying Owners within the Northern Cities Management Area, San Luis Obispo and the SLO District.
24. Overlying Right – The appurtenant right of an Overlying Owner to use Native Groundwater for overlying, reasonable and beneficial use.
25. Overlying Owner{s) - Owners of land overlying the Basin who hold an Overlying Right.
26. Party - Each Person in this consolidated action, whether a Stipulating Party or a non-Stipulating Party.
27. Person - Any natural person, firm , association, organization, joint venture, partnership, business, trust, corporation, or public entity.
28. Public Hearing - A hearing after notice to all Parties and to any other person legally entitled to notice.
29. Return Flows - Groundwater derived from use and recharge within the Basin of water delivered through State Water Project facilities.
30. Santa Maria Valley Management Area - That Management Area shown on Exhibit "C".
31.Severe Water Shortage Conditions - Those conditions, as separately defined in a Severe Water Shortage Response Plan for each Management Area, that trigger certain discretionary and mandatory responses by the Stipulating Parties upon order of the Court.
32. Severe Water Shortage Response Plan - The discretionary and mandatory responses for each Management Area that are to be implemented when Severe Water Shortage Conditions exist.
33. State Water Project Water or SWP Water - Water imported through the State of California State Water Resources Development System pursuant to Division 6, Part 6.Chapter 8, of the California Water Code.
34. Stipulating Party - A Party that has signed this Stipulation, as listed in Exhibit “A”, or its heirs, executors, administrators, trustees, successors, assigns, and agents.
35. Storage Space - The portion of the Basin capable of holding water for subsequent reasonable and beneficial uses.
36. SWP Contract(s) - Those series of contracts that entitle the Importers to
17 use SWP facilities to bring Imported Water into the Basin.
37. Twitchell Management Authority or TMA - The committee formed to administer the relevant provision s of the Stipulation regarding the Santa Maria Valley Management Area.
38. Twitchell Participants - Those Stipulating Parties holding rights to Twitchell Yield.
39. Twitchell Project - Dam and reservoir authorized by Congress as the "Santa Maria Project" on September 3, 1954 (Public Law 774, 83d Congress, ch. 1258, 2d session, 68 Stat. 1190) and located on the Cuyama River, approximately six miles upstream from its junction with the Sisquoc River, pursuant to that certain License For Diversion And Use of Water, License No. 10416, issued by the State Water Resources Control Board .
40. Twitchell Water - Groundwater derived from operation of .the Twitchell Project.
41. Twitchell Yield - The total amount of Groundwater allocated annually to the Twitchell Participants.

II. EXHIBITS

The following Exhibits are attached to this Stipulation and incorporated herein:
1. Exhibit "A ", list identifying the Stipulating Parties and the parcels of land
8 bound by the terms of this Stipulation.
2. Exhibit "B'', Phase I and II Orders, as modified, and the attached map depicting the Santa Maria Basin.
3. Exhibit "C", map of the Basin and boundaries of the three Management Areas.
4. Exhibit "D", map identifying those lands as of January 1, 2005: 1) within the boundaries of a municipality or its sphere of influence, or within the process of inclusion in its sphere of influence ; 
or 2) within the certificated service area of a publicly regulated utility; and a list of selected parcels that are nearby these boundaries which are excluded from within these areas.
5. Exhibit "E", 2002 Settlement Agreement between the Northern Cities and Northern Landowners.
6. Exhibit "F", the agreement among Santa Maria, SCWC and Guadalupe regarding the Twitchell Project and the TMA.
7. Exhibit "G", the Court's Order Concerning Electronic Service of Pleadings and Electronic Posting of Discovery Documents dated June 27, 2000.
8. Exhibit “H”, the form of memorandum of agreement to be recorded.


III. DECLARATION OF RIGHTS – ALL MANAGEMENT AREAS
The terms and conditions of this Stipulation set forth a physical solution concerning Groundwater, SWP Water and Storage Space, consistent with common law water rights priorities.
A. Recognition of Priority of Overlying Rights
Except as expressly modified by the settlement agreement among the Northern Parties (Exhibit "E"), all Overlying Owners that are also Stipulating Parties have a prior and paramount Overlying Right, whether or not yet exercised.
B. Prescriptive Rights
As to the Stipulating Parties, no Party has proved prescriptive rights to any Native Groundwater. Future use by the Stipulating Parties will not be adverse and will not ripen into a prescriptive right as between the Stipulating Parties.
C. Appropriative Rights
Consistent with the specific provisions governing each Management Area, the Stipulating
Parties owning and exercising Appropriative Rights have the right to the reasonable and beneficial use of Native Groundwater that is surplus to the reasonable and beneficial uses of the
Stipulating Parties that are Overlying Owners. New appropriative uses shall be subordinate to
existing appropriations and shall be prioritized on a first in time, first in right basis.
D. Developed Water Rights
The Stipulating Parties owning Developed Water or New Developed Water have the right to its reasonable and beneficial use, consistent with the specific provisions governing each Management Area. The right to use Developed Water is a right to use commingled Groundwater and is not limited to the corpus of that water.
E. Rights to Storage Space
The Court shall reserve jurisdiction over the use of the Storage Space, and any Party may apply to the Court for the approval of a project using Storage Space. The Court must approve any project using Storage Space before any Party can claim a right to stored water from that project.
The Stipulating Parties agree that Groundwater derived from Developed Water is exempt from the Court approval requirements of this Paragraph.
F. Other Surface Water Rights
Nothing in this Stipulation affects or otherwise alters common law riparian rights or any surface water rights, unless expressly provided in this Stipulation.

IV. PHYSICAL SOLUTION –ALL MANAGEMENT AREAS
A. Authority
Pursuant to Article X, section 2 of the California Constitution, the Stipulating Parties  agree that the Court has the authority to enter a judgment and physical solution containing the terms and conditions of this Stipulation. Unless the Court imposes this physical solution, potential changes in water use could affect Basin adequacy and integrity. The Declaration of Rights is a component of this physical solution.
B. Purposes and Objectives
The terms and conditions of this Stipulation are intended to impose a physical solution establishing a legal and practical means for ensuring the Basin's long-term sustainability. This physical solution governs Groundwater, SWP Water and Storage Space, and is intended to ensure that the Basin continues to be capable of supporting all existing and future reasonable and beneficial uses. This physical solution is: 1) a fair and equitable basis for the allocation of water rights in the Basin; 2) in furtherance of the mandates of the State Constitution and the water policy of the State of California; and 3) a remedy that gives due consideration to applicable common law rights and priorities to use Groundwater and Storage Space, without substantially impairing any such right.
C. Basin Management Areas
Development and use of Groundwater, SWP Water and Storage Space have historically been financed and managed separately in three Management Areas. For example, only the Northern Parties have paid for, managed, and benefited from the Lopez Project; whereas only Santa Maria Valley parties have paid for, managed, and benefited from the Twitchell Project. In contrast, the Nipomo Mesa parties have not been involved in the funding or management of either the Twitchell or Lopez Projects.
The Stipulating Parties agree that Groundwater, SWP Water and Storage Space can be more efficiently allocated and managed in three Management Areas, given the physical, geographical, political, economic, and historic conditions. The Three Management Areas as shown on Exhibit "C," are as follows: Northern Cities Management Area; Nipomo Mesa Management Area; and Santa Maria Valley Management Area. The Stipulating Parties intend that management through three Management Areas will preserve the Basin’s integrity.
D. Groundwater Monitoring
1. Monitoring Program. A Monitoring Program shall he established in each of the three Management Areas to collect and analyze data regarding water supply and demand conditions. Data collection and monitoring shall be sufficient to determine land and water uses in the Basin, sources of supply to meet those uses, groundwater conditions including groundwater levels and quality, the amount and disposition of Developed Water supplies, and the amount and disposition of any other sources of water supply in the Basin. The Northern Cities Management Area shall not be required to include in its Monitoring Program or Annual Reports quantification of groundwater recharge from the Lopez Project or storm water percolation ponds, unless the Court orders inclusion of this information.
Within one hundred and eighty days after entry of judgment, representatives of the Monitoring Parties from each Management Area will present to the Court for its approval their proposed Monitoring Program. The Management Area Engineers shall freely share available well data, groundwater models, and other products and tools utilized in monitoring and analysis of conditions in the three Management Areas, consistent with the confidentiality provisions of this Stipulation.
Absent a Court order to the contrary, all Stipulating Parties shall make available relevant information regarding groundwater elevations and water quality data necessary to implement the Monitoring Program approved for their respective Management Area The Monitoring Parties shall coordinate with the Stipulating Parties to obtain any needed data on reasonable terms and conditions. Metering may only be imposed on Stipulating Parties upon a Court order following a showing that such data is necessary to monitor groundwater conditions in the Basin, and in the case of an Overlying Owner, that Overlying Owner has failed to provide information comparable to that provided by other Overlying Owners. The confidentiality of well data from individual owners and operators will be preserved, absent a Court order or written consent.
2. Monitoring Parties. The Monitoring Parties are as follows:
(a) Santa Maria Valley Management Area - The Twitchell Management Authority .
(b) Northern Cities Management Area - The Northern Cities.
(c) Nipomo Mesa Management Area - The NMMA Technical Group.
3. Annual Reports. Within one hundred and twenty days after each Year, the Management Area Engineers will file an Annual Report with the Court. The Annual Report will summarize the results of the Monitoring Program, changes in groundwater supplies, and any threats to Groundwater supplies. The Annual report shall also include a tabulation of Management Area water use, including Imported Water availability and use, Return Flow entitlement and use, other Developed Water availability and use, and Groundwater use. Any Stipulating Party may object to the Monitoring Program, the reported results, or the Annual Report by motion.
4. Management Area Engineer. The Monitoring Parties may hire individual or consulting firms to assist in the preparation of the Monitoring Programs and the Annual Reports. . Except as provided below for the Santa Maria Valley Management Area, the Monitoring Parties, in their sole discretion, shall select, retain and replace the Management Area Engineer.
E. New Developed Water
1. Stipulating Parties in each Management Area may prepare and implement plans to develop, salvage or import additional water supplies.
2. The Stipulating Parties that pay, or otherwise provide consideration, for New Developed Water are entitled to use it to the extent the New Developed Water augments the water supplies in that Management Area. If more than one Stipulating Party finances or participates in generating New Developed Water, rights to the supply of New Developed Water shall be proportional to each Stipulating Party's financial contribution or other consideration, or as otherwise mutually agreed to by the participating Stipulating Parties. This paragraph does not apply to Return Flows.
3. The Stipulating Parties who desire to claim New Developed Water supplies must bring a motion, and obtain an order from the Court, quantifying and allocating the rights to the New Developed Water, before they have the prior right to the New Developed Water.
F. Severe Water Shortage Response
This physical solution sets forth a Severe Water Shortage Plan for each Management Area which is intended to provide an effective response to Severe Water Shortage Conditions that may develop within each or all of the Management Areas. The specific Severe Water Shortage Plans for each Management Area are incorporated herein and made a part of the physical solution.

V. PHYSICAL SOLUTION: PROVISIONS SPECIFIC TO SANTA MARIA VALLEY
MANAGEMENT AREA

As supplemented by the provisions of this Stipulation that apply to all Management Areas, the following terms govern rights to Groundwater, SWP Water and Storage Space in the Santa Maria Valley Management Area.
A. Water Rights to Sources of Supply
1. Overlying Rights. The Stipulating Parties who are Overlying Owners within the Santa Maria Valley Management Area each have the prior and paramount right to use Native Groundwater. Subject to Paragraph V(C)(2)(b)(vi), all Overlying Rights are appurtenant to the overlying land and cannot be assigned or conveyed separate or apart from those lands.
2. Appropriative Rights. The Parties listed in Exhibit "A" are the owners of Appropriative Rights exercised in the Santa Maria Valley Management Area. Each Appropriative Right is limited to Native Groundwater that is surplus to reasonable and beneficial uses of the Stipulating Parties that are Overlying Owners in the Santa Maria Valley Management Area. New appropriative uses shall be subordinate to existing Appropriative Rights and shall be prioritized on a first in time, first in right basis.
3. Developed Water. The Stipulating Parties owning Developed Water have the right to its reasonable and beneficial use, subject only to the Severe Water Shortage Plan. On an annual basis, the Stipulating Parties shall have the right to the reasonable and beneficial use of Developed Water that is surplus to the reasonable and beneficial uses of the owners of that Developed Water. The right to use Developed Water is a right to use commingled Groundwater and is not limited to the corpus of that water.
(a) New Developed Water. The ownership and use of New Developed Water shall be subject to Court order.
(b) Twitchell Water.
(i) Amount. The Twitchell Project annually provides a variable amount of Developed Water that augments the Groundwater in the Santa Maria Valley Management Area. Twitchell Yield is thirty-two thousand acre-feet per year ("afy").
(ii) Division of Twitchell Yield. Twitchell Yield shall be The Twitchell Yield allocated to Santa Maria divided as follows: 80% to Santa Maria, SCWC and Guadalupe, and 20% to the Overlying Owners within the District who are Stipulating Parties. 
a. The Twitchell Yield allocated to Santa Maria, SCWC and Guadalupe is suballocated pursuant to the agreement among Santa Maria, SCWC and Guadalupe, as attached and incorporated herein as Exhibit “F”.
b. The Twitchell Yield allocated to the Overlying Owners who are Stipulating Parties within the District shall be equally allocated to each acre of land within the District owned by these Stipulating Parties. Concurrently with the execution of this Stipulation, each of these Stipulating Parties shall report their acreage of overlying land within the District on a parcel specific basis. Within one hundred and twenty days of the effective date of this Stipulation, the Management Area Engineer shall create a list of all the Stipulating Parties and their respective allocation of the Twitchell Yield.
(iii) Recapture of Twitchell Yield. The right to use Twitchell Owners is a right to use commingled Groundwater and is not limited to the corpus of that water.
(iv) Transfer of Twitchell Yield. Twitchell Yield may be transferred, temporarily or permanently, only between Stipulating Parties and the transfer market shall be as open and competitive as practical. A memorandum of agreement summarizing each transfer shall be filed with the Court and provided to the TMA. Any such memorandum of agreement shall state the Parties to the transfer, the amount of Twitchell Yield transferred, the price per acre-foot, and the Party responsible for the financial obligation associated with the Twitchell Yield.
(v) Carryover. Any portion of Twitchell Yield that is not used in a given Year shall not be carried over into the following Year.

c. State Water Project Water.
(i) Import and Use of State Water Project Water. Santa Maria, SCWC and Guadalupe all have SWP Contracts. Santa Maria will import and use within the Santa Maria Valley Management Area not less than 10,000 acre-feet each Year of Available SWP Water, or the full amount of Available SWP Water if the amount physically available is less than10,000 acre-feet in a given Year under Santa Maria's SWP Contract. Guadalupe will import and use within the Santa Maria Valley Management Area a minimum of 75% of its Available SWP Water. SCWC will import and use within the Basin all its Available SWP Water. Santa Maria, SCWC and Guadalupe will not voluntarily relinquish or terminate their current SWP Contracts, and shall seek renewal of these SWP Contracts.
(ii) Return Flows.
a. Fixed Amount. The Return Flows available to each Importer is fixed based on a percentage of the annual amount of SWP Water the Importer uses within the Basin. The fixed percentage for each importer is as follows: (a) Santa Maria 65%; (b) SCWC 45%; and (c) Guadalupe 45%. The percentage provided to SCWC and Guadalupe shall be adjusted through a Court order if: a) either entity increases its use of water imported into the Basin, b) the applicable method of wastewater treatment and discharge to the Basin is altered, or c) good cause is shown.
b. Recapture. The right to use Return Flows does not attach to the corpus of SWP water deliveries or the treated SWP wastewater discharged into the Basin but is a right to use the commingled Groundwater. The Importer's right to Return Flows is assignable in whole or in Part, subject to necessary accounting.
c. Quantification of Return Flows. Return Flows equal the total amount of SWP Water used by the Importer in the prior five Years, divided by five, and then multiplied by the Importer's percentage as provided in Paragraph V(A)(3)(c)(ii)(a) above.
d. Carryover. Any portion of Return Flows that is not used in a given Year shall not be carried over into the following Year.

B. Monitoring and Management
1. Status of Management Area. Current Groundwater and SWP Water supplies are sustaining existing water uses. Changes in land and water use and demographic conditions can be expected to occur, possibly resulting in changes in water supply or demand requirements.
2. Need for Monitoring. Monitoring and reporting of changes in land and water use and demographic conditions are necessary to ensure that water supplies continue to be sufficient to support water uses.
3. Monitoring Program.
(a) Annual Report: Content and Processing.
The Annual Report shall include an analysis of the relationship between projected water demands and projected water supplies.
(i) The Annual Report shall be prepared and signed by the Management Area Engineer, and shall be simultaneously submitted to the Court and the TMA.
(ii) Within forty-five days of submission, the TMA shall hold a noticed public hearing to take comments on and consider for adoption the Annual Report. Not later than forty-five days from the date of the public hearing the TMA shall submit to the Court its recommendations regarding the Annual Report.
(iii) Within one hundred and twenty days of the date of the submission of the Annual Report to the Court, it shall conduct a noticed hearing on the Annual Report. Any Party may submit comments on the Annual Report. After the hearing, the Court shall accept the Annual Report or direct its modification.
(b) Management Area Engineer.
(i) Absent the unanimous consent of the TMA, the Management Area Engineer shall not concurrently be employed by any Party holding rights to use Groundwater in the Santa Maria Valley Management Area.
(ii) The Management Area Engineer shall initially be the engineering firm of Luhdorff & Scalmanini. Luhdorff & Scalanini shall be the Management Area Engineer for a minimum of the shorter of five years from the date of this Stipulation or the date upon which Mr. Joseph Scalmanini discontinues full time work for that firm.
(iii) The TMA shall employ the following process to replace the Management Area Engineer:
a. The TMA shall solicit candidates for Management Area Engineer through a public process. All submissions and candidate materials shall be available to any Party upon request. The TMA shall conduct its interview through a public process to the extent practical, and include District and Overlying Owner representatives in the candidate review process.
b. Once a short list of candidates (less than five) for Management Area Engineer is obtained, the TMA shall hold a noticed public hearing to take comments on and consider the candidates for Management Area Engineer. The TMA shall make a reasonable effort to select the Management Area Engineer with a unanimous vote. If the TMA unanimously endorses a candidate, that nominee shall be recommended to the Court. Otherwise, the short list of candidates shall be submitted.
c. The Court shall appoint the Management Area Engineer following a noticed hearing.
4. Funding. The TMA shall pay for the Monitoring Program for the Santa Maria Valley Management Area, which includes the cost of the Management Area Engineer and the Annual Report. The cost of the Monitoring Program shall be divided among the Twitchell Participants on the same basis as the allocation of their Twitchell Yield.

C. Response to Varying Conditions
1. Early Response to Avoid Severe Water Shortage Conditions. 
If the Management Area Engineer determines that projected demands are expected to materially exceed projected water supplies, then -the Management Area Engineer may recommend programs and projects to augment the Management Area 's water supplies . The Stipulating Parties will collaborate on a response based upon current conditions, but absent Severe Water Shortage Conditions, implementation of programs and projects will not be mandated.
The Stipulating Parties may voluntarily participate in any recommended program or project, either through financial or other contributions. The Stipulating Parties that contribute to such a program or project shall have a priority to the water supplies generated by that program or project with Court approval. The Stipulating Parties agree to aggressively pursue New Developed Water sources, including necessary funding.
2. Severe Water Shortage Conditions and Response.
 (a) Determination. Severe Water Shortage Conditions shall be found to exist when the Management Area Engineer, based on the results of the ongoing Monitoring Program, finds the following: I) groundwater levels in the Management Area are in a condition of chronic decline over a period of not less than five Years; 2) the groundwater decline has not been caused by drought; 3) there has been a material increase in Groundwater use during the five year period; and 4) monitoring wells indicate that groundwater levels in the Santa Maria Valley Management Area are below the lowest recorded levels.
(b) Response.
(i) If the Management Area Engineer determines that Severe Water Shortage Conditions exist within the Santa Maria Valley Management Area. the Management Area Engineer shall file and serve. as part of its Annual Report, findings and recommendations to alleviate such shortage condition s or the adverse effects caused by such water shortage. 
(ii) Upon the filing of the Annual Report, the Court shall hold a noticed hearing regarding the existence and appropriate response to the Severe Water Shortage Conditions. If, after that hearing, the Court finds that Severe Water Shortage Conditions exist in the Santa Maria Valley Management Area, the Court shall first order all use of Groundwater to be limited to: (a) for Guadalupe, Santa Maria and SCWC, their Developed Water, (b) entitled Stipulating Parties to their New Developed Water; and (c) for the Overlying Owners, the Native Groundwater plus any Developed Water to which individual Overlying Owners are entitled.
(iii) The Court may also order Stipulating Parties to address specific adverse effects caused by the Severe Water Shortage Conditions. The responses may include, but are not limited to: (a) measures recommended in the Annual Report and the related Court proceedings; and (b) other measures intended to address localized problems in the Santa Maria Valley Management Area directly related to the Severe Water Shortage Conditions.
(iv) The Court may adjust the Groundwater use limitations imposed on any Stipulating Party(ies) who implement programs or projects providing additional water supplies within the Santa Maria Valley Management Area.
(v) If the Court finds that Management Area conditions have deteriorated since it first found Severe Water Shortage Conditions, the Court may impose further limitations on Groundwater use. If the Court imposes further limitations on Groundwater use, a Stipulating Party shall be exempt from those limitations to the extent: (a) the Stipulating Party can demonstrate that it has already implemented limitations in its Groundwater use, equivalent to those ordered by the Court; or (b) the Stipulating Party can demonstrate that further limitations would not avoid or reduce the deteriorating conditions.
(vi) During Severe Water Shortage Conditions, the Stipulating Parties may make agreements for temporary transfer of rights to pump Native Groundwater, voluntary fallowing, or the implementation of extraordinary conservation measures. Transfers of Native Groundwater must benefit the Management Area and be approved by the Court.

D. Management and Administration of the Twitchell Project
1. Operational Parameters. All Twitchell Project operations (operation and maintenance and capital projects) will be performed consistent with the following parameters (Operational Parameters):
(a) Maximize recharge of the Santa Maria Valley Management Area from Twitchell Water, including without limitation, the avoidance of impacts on recharge resulting from ongoing accumulation of silt to the maximum extent practical.
(b) Operate the Twitchell Project in accordance with the requirements of applicable law including, without limitation, the requirements of the Bureau of Reclamation and Army Corps of Engineers. 
(c) Operate the Twitchell Project in accordance with industry standards and best management practices.
2. Twitchell Project Manual.
(a) The TMA will hire and pay for a professional engineering consulting firm with expertise in dam and reservoir operations and maintenance, acceptable to the District and the TMA, to develop an integrated operation and maintenance procedure manual ("Twitchell Project Manual") and provide recommendations for capital and maintenance projects that are consistent with the Operational Parameters. 
(b) The District shall hold one or more public hearings to solicit input regarding the content of the Twitchell Project Manual.
(c) Within eighteen months of entry of the judgment, the TMA and the District shalt adopt a final Twitchell Project Manual.
(d) Any disagreement between the District and the TMA regarding the content of the final Twitchell Project Manual shall be presented for Court review and determination pursuant to the judicial review provisions provided in this Stipulation.
(e) The District will exercise its discretionary authority to conduct all its operation and maintenance activities for the Twitchell Project in accordance with the Twitchell Project Manual.
3. Twitchell Project Funding.
(a) District will maintain its current operation and maintenance  assessments. These funds will be used for District staff salaries, property, equipment, rent expenses, and other day-to-day operations, and will be expended consistent with the Twitchell Project Manual to the extent it is applicable.
(b) The TMA will separately fund, administer, construct and manage any additional Twitchell Project expenses or projects, including Capital Improvement Projects (see below) and O&M, (Extraordinary Project Operations) consistent with the Twitchell Project Manual. The TMA and the District will make reasonable efforts to work cooperatively to implement Extraordinary Project Operations,
(c) Consistent with the provisions of this Paragraph V(D), the District and the TMA shall be responsible for ensuring the ongoing operational integrity of the Twitchell Project and the maintenance of the Twitchell Yield. The Stipulating Parties expect that this ongoing responsibility may involve significant expenditures. Within 120 days of the effective date of this Stipulation, and annually thereafter, the Twitchell Participants shall establish an operating budget for the TMA to fund its responsibilities set forth in this Stipulation. For the first five years following the PUC approval as provided below, the TMA's annual budget shall be established at an amount between $500,000 to $700,000. Following the initial budgeting period, the TMA shall set its budget in three- to five-year increments, as it deems necessary to meet its obligations to preserve the Twitchell Yield. Any unused revenues shall be segregated into a reserve account, for future funding needs of the Twitchell Project. The Stipulating Parties agree to cooperate and coordinate their efforts to enable the TMA to fulfill its responsibilities as provided in this Stipulation.

4. Twitchell Management Authority.
(a) The TMA shall be comprised of one representative of each of the following parties: Santa Maria, Guadalupe, Southern California Water Company, the District, and Overlying Landowners holding rights to Twitchell Yield.
(b) Only those parties holding an allocation of Twitchell Yield shall be voting members of the TMA. Voting shall be based on each party's proportionate allocation of Twitchell Yield,
(c) The TMA shall be responsible for all the Extraordinary Project Operations.
(d) The TMA shall be responsible for developing proposals for Capital Improvement Projects relating to the Twitchell Project. Capital Improvement Projects shall mean projects involving the expenditure of funds for the improvement or enhancement of the Twitchell Project, but shall not include normal operation, maintenance or repair activities. 
(e) Upon the development of a proposal for a Capital Improvement Project, the TMA shall, in cooperation with the District, hold one or more public hearings to solicit input.
(f) Following the public hearing process, the TMA may vote on whether to implement the Capital Improvement Project.
(g) The cost of TMA-sponsored Extraordinary Project Operations and  Capital Improvement Projects shall be divided among Twitchell Participants on the same basis as the allocation of their Twitchell Yield.
(h) The District shall assume operation and maintenance responsibility for any TMA sponsored Capital Improvement Project to the extent practical within the District's day-to-day operations.
5. Regulatory Compliance. The TMA or the District shall provide advance notice to the Court and all Parties of the initiation of any regulatory proceeding relating to the Twitchell Project.
6. Existing Contracts. The Twitchell Reservoir Project will continue to be governed by and subject to the terms and conditions of the December 1955 agreement between the District and the Santa Barbara County Water Agency and nothing in this Stipulation is intended to modify the rights or obligations provided in that agreement. To the extent that the approval of Santa Barbara County Water Agency or the United States Bureau of Reclamation is required in connection with the implementation of this Stipulation, the Stipulating Parties agree to work cooperatively to obtain such approval(s).



E. New Urban Uses Santa Maria Valley Management Area
1. New Urban Uses shall obtain water service from the local public water supplier. The local public water supplier shall provide water service on a reasonable and non-discriminatory basis
2. New municipal and industrial uses on land adjacent to or within one quarter mile of the boundary line depicted in Exhibit D shall comply with any applicable Corporations Code provisions and negotiate in good faith to obtain water service from the local supplier before forming a mutual water company to provide water service.
3. No modification of land use authority. This Stipulation does not modify the authority of the entity holding land use approval authority over the proposed New Urban Uses.
4. New Urban Uses shall provide a source of supplemental water to offset the water demand associated with that development. For the purposes of this section, supplemental water shall include all sources of Developed Water, except: i) Twitchell Water, ii) storm water percolation ponds existing as of the date of entry of the judgment, or iii) Overlying Owners' right to use of surplus Developed Water.

VI. PHYSICAL SOLUTION: PROVISIONS SPECIFIC TO NIPOMO MESA MANAGEMENT AREA
As supplemented by the provisions of this Stipulation that apply to all Management Areas, the following terms shall apply to the Nipomo Mesa Management Area.
A. Supplemental Water
1.MOU. NCSD has entered into a Memorandum of Understanding ("MOU") with Santa Maria which contemplates the wholesale purchase and transmission from Santa Maria to the NMMA of a certain amount of water each Year (the "Nipomo Supplemental Water"). All water delivered pursuant to the MOU for delivery by NCSD to its ratepayers shall be applied within the NCSD or the NCSD's sphere of influence as it exists at the time of the transmission of that water.
2. The NCSD agrees to purchase and transmit to the NMMA a minimum of 2,500 acre-feet of Nipomo Supplemental Water each Year. However, the NMMA Technical Group may require NCSD in any given Year to purchase and transmit to the NMMA an amount in excess of 2,500 acre-feet and up to the maximum amount of Nipomo Supplemental Water which the NCSD is entitled to receive under the MOU if the Technical Group concludes that such an amount is necessary to protect or sustain Groundwater supplies in the NMMA. The NMMA Technical Group also may periodically reduce the required amount of Nipomo Supplemental Water used in the NMMA so long as it finds that groundwater supplies in the NMMA are not endangered in any way or to any degree whatsoever by such a reduction.
3. The Stipulating Parties agree to support (and, conversely, not to oppose in any way or to encourage or assist any other Person or party in opposing or challenging) the implementation of the MOU, which includes environmental and regulatory permits and approvals, the approval of a wholesale water supply agreement between Santa Maria and NCSD and the alignment and construction of a pipeline and related infrastructure necessary to deliver the Nipomo Supplemental Water from Santa Maria to the NMMA ("Nipomo Supplemental Water Project"). ConocoPhillips retains the right to object to or provide input on the alignment of any pipelines associated with the Nipomo Supplemental Water Project if they might interfere with the location of existing ConocoPhillips pipelines. The Stipulating Parties retain their rights to be compensated for any interest or property acquired in implementing the Nipomo Supplemental Water Project.
4. NCSD and Santa Maria shall employ their best efforts to timely implement the Nipomo Supplemental Water Project, subject to their quasi-judicial obligations specified for administrative actions and in the California Environmental Quality Act.
5. The enforcement of the provisions of Paragraph VI(D) below is conditioned upon the full implementation of the Nipomo Supplemental Water Project , including the yearly use of at least 2,500 acre-feet of Nipomo Supplemental Water (subject to the provisions of Paragraph VI(A)(2) above) within the NMMA. In the event that Potentially Severe Water Shortage Conditions or Severe Water Shortage Conditions are triggered as referenced in Paragraph VI (D) before Nipomo Supplemental Water is used in the NMMA, NCSD, SCWC, Woodlands and RWC agree to develop a well management plan that is acceptable to the NMMA, Technical Group, and which may include such steps as imposing conservation measures, seeking sources of supplemental water to serve new customers, and declaring or obtaining approval to declare a moratorium on the granting of further intent to serve or will serve letters. In the event that it becomes apparent that the Nipomo Supplemental Water will not be fully capable of being delivered, any Stipulating Party may apply to the Court, pursuant to a noticed motion, for appropriate modifications to this portion of the Stipulation and the judgment entered based upon the terms and conditions of this Stipulation, including declaring this Paragraph VI to be null and void, and of no legal or binding effect.
6. Once the Nipomo Supplemental Water is capable of being delivered, those certain Stipulating Parties listed below shall purchase the following portions of the Nipomo Supplemental Water Yearly:
NCSD - 66.68%
Woodlands Mutual Water Company - 16.66%
SCWC - 8.33%
RWC- 8.33%
B. Rights to Use Groundwater
1. ConocoPhillips and its successors -in-interest shall have the right to the reasonable and beneficial use of Groundwater on the property it owns as of the date of this Stipulation located in the NMMA ("ConocoPhillips Property") without limitation, except in the event the mandatory action trigger point (Severe Water Shortage conditions) described in Paragraph VI(D) (2) below is reached. Further, any public water supplier which provides water service to the ConocoPhillips Property may exercise that right subject to the limitation described in Paragraph VI(D)(2).
2. Overlying Owners that are Stipulating Parties that own land located in the NMMA as of the date of this Stipulation shall have the right to the reasonable and beneficial use of Groundwater on their property within the NMMA without limitation, except in the event the mandatory action trigger point (Severe Water Shortage Conditions) described in Paragraph VI(D)(2) below is reached.
3. The Woodlands Mutual Water Company shall not be subject to restriction in its reasonable and beneficial use of Groundwater, provided it is concurrently using or has made arrangements for other NMMA parties to use within the NMMA, the Nipomo Supplemental Water allocated to the Woodlands in Paragraph VI(A)(5). Otherwise, the Woodlands Mutual Water Company shall be subject to reductions equivalent to those imposed on NCSD, RWC and SCWC, as provided in Paragraph VI(D)(1-2).
C. NMMA Technical Group
1. The NMMA Technical Group shall include representatives appointed by NCSD, SCWC, ConocoPhillips, Woodlands Mutual Water Company and an agricultural Overlying Owner who is also a Stipulating Party.
2. The NMMA Technical Group shall develop a Monitoring Program for the NMMA ("NMMA Monitoring Program") which shall be consistent with the Monitoring Program described in Paragraph IV(D). The NMMA Monitoring Program shall also include the setting or well elevation and water quality criteria that trigger the responses set forth in Paragraph D below. The Stipulating Parties shall provide monitoring and other production data to the NMMA Technical Group at no charge, to the extent that such data has been generated and is readily available. The NMMA Technical Group shall adopt rules and regulations concerning measuring devices and production reports that are, to the extent feasible, consistent with the Monitoring Programs for other Management Areas. If the NMMA Technical Group is unable to agree on any aspect of the NMMA Monitoring Program, the matter may be resolved by the Court pursuant to a noticed motion.
3. The NMMA Technical Group meetings shall be open to any Stipulating Party. NMMA Technical Group files and records shall be available to any Stipulating Party upon  written request. Not ices of the NMMA Technical Group meetings, as well as all its final work product (documents) shall be posted to groups.yahoo.com/group/NipomoConununity/
4. The NMMA Technical Group functions shall be funded by contribution levels to be negotiated by NCSD, SCWC, RWC, ConocoPhillips, and Woodlands Mutual Water Company. In-lieu contributions through engineering services may be provided, subject to agreement by those parties. The budget of the NMMA Technical Group shall not exceed $75,000 per year without prior approval of the Court pursuant to a noticed motion. 
5. Any final NMMA Technical Group actions shall be subject to de novo Court review by motion.
D. Potentially Severe and Severe Water Shortage Conditions
1. Caution trigger point (Potentially Severe Water Shortage Conditions)
 (a) Characteristics. The NMMA Technical Group shall develop criteria for declaring the existence of Potentially Severe Water Shortage Conditions. These criteria shall be approved by the Court and entered as a modification to this Stipulation or the judgment to be entered based upon this Stipulation. Such criteria shall be designed to reflect that water levels beneath the NMMA as a whole are at a point at which voluntary conservation measures, augmentation of supply, or other steps may be desirable or necessary to avoid further declines in water levels.
 (b) Responses. If the NMMA Technical Group determines that Potentially Severe Water Shortage Conditions have been reached, the Stipulating Parties shall coordinate their efforts to implement voluntary conservation measures, adopt programs to increase the supply of Nipomo Supplemental Water if available, use within the NMMA other sources of Developed Water or New Developed Water, or implement other measures to reduce Groundwater use.
2. Mandatory action trigger point (Severe Water Shortage Conditions)
 (a) Characteristics. The NMMA Technical Group shall develop the criteria for declaring that the lowest historic water levels beneath the NMMA as a whole have been reached or that conditions constituting seawater intrusion have been reached. These criteria shall be approved by the Court and entered as a modification to this Stipulation or the judgment to be entered based upon this Stipulation.
 (b) Responses. As a first response, subparagraphs (i) through (iii) shall be imposed concurrently upon order of the Court. The Court may also order the Stipulating Parties to implement all or some portion of the additional responses provided in subparagraph (iv) below.
(i) For Overlying Owners other than Woodlands Mutual Water Company and ConocoPhillips, a reduction in the use of Groundwater to no more than 110% of the highest pooled amount previously collectively used by those Stipulating Parties in a Year prorated for any partial Year in which implementation shall occur, unless one or more of those Stipulating Parties agrees to forego production for consideration received. Such forbearance shall cause an equivalent reduction in the pooled allowance. The base Year from which the calculation of any reduction is to be made may include any prior single Year up to the Year in which the Nipomo Supplemental Water is transmitted. The method of reducing pooled production to 110%1 is to be prescribed by the NMMA Technical Group and approved by the Court. The quantification of the pooled amount pursuant to this subsection shall be determined at the time the mandatory action trigger point (Severe Water Shortage Conditions) described in Paragraph VI(D)(2) is reached . The NMMA Technical Group shall determine a technically responsible and consistent method to determine the pooled amount and any individual's contribution to the pooled amount. If the NMMA Technical Group cannot agree upon a technically responsible and consistent method to determine the pool amount, the matter may be determined by the Court pursuant to a noticed motion.
(ii) ConocoPhillips shall reduce its Yearly Groundwater use to no more than 110% of the highest amount it previously used in a single Year, unless it agrees in writing to use less Groundwater for consideration received. The base Year from which the calculation of any reduction is to be made may include any prior single Year up to the Year in which the Nipomo Supplemental Water is transmitted. ConocoPhillips shall have discretion in determining how reduction of its Groundwater use is achieved. 
(iii)NCSD, RWC, SCWC, and Woodlands (if applicable, provided in Paragraph VI(B)(3) above) shall implement those mandatory conservation measure prescribed by the NMMA Technical Group and approved by the Court. 
(iv) If the Court finds that Management Area conditions have deteriorated since it first found Severe Water Shortage Conditions, the Court may impose further mandatory limitations on Groundwater use by NCSD, SCWC, RWC and the Wood lands. Mandatory measures designed to reduce water consumption, such as water reductions, water restriction, and rate increases for the purveyors, shall be considered.
(v) During Severe Water Shortage Conditions, the Stipulating Parties may make agreements for temporary transfer of rights to pump Native Groundwater, voluntary fallowing or the implementation of extraordinary conservation measures. Transfer of Native Groundwater must benefit the Management Area and be approved by the Court.

E. New Urban Uses
1. Within the sphere of influence or service area. 
New Urban Uses shall obtain water service from the local public water supplier. The local public water supplier shall provide water service on a reasonable and non-discriminatory basis.
2. Outside the sphere of influence or service area. New municipal and industrial uses on land adjacent to or within one quarter mile of the boundary line depicted in Exhibit 0 shall comply with any applicable Corporations Code provisions, including good faith negotiations with the local water purveyor(s), prior to forming a mutual water company to provide water service.
3. The ConocoPhillips property. owned as of the date of this Stipulation and located within the NMMA, is not in the sphere of influence or service area, nor is it in the process of being included in the sphere of influence. of a municipality or within the certificated service area of a publicly regulated utility as of the date of this Stipulation, nor is it adjacent to or in close proximity to the sphere of influence of a municipality or the certificated service area of a publicly regulated utility as of the date of this Stipulation, as those terms are used in Paragraphs VI(E)(1 and 2).
4. No modification of land use authority. This Stipulation does not modify the authority of the entity holding land use approval authority over the proposed New Urban Uses.
5. New Urban Uses as provided in Paragraph VI(E)(l) above and new municipal and industrial uses as provided in Paragraph VI(E)(2) above shall provide a source of supplemental water, or a water resource development fee, to offset the water demand associated with that development. For the purposes of this Paragraph, supplemental water shall include all sources of Developed Water or New Developed Water.



VII. PHYSICAL SOLUTION: PROVISIONS SPECIFIC TO NORTHERN CITIES
MANAGEMENT AREA
These terms, supplemented by the provisions of this Stipulation that apply to all Management Areas, govern water rights and resources in the Northern Cities Management Area.
1. Groundwater Monitoring. Groundwater monitoring in the Northern Cities Management Area will be conducted by the Northern Cities in the manner described above.
2. Lopez Project. The Lopez Project will continue to be managed by the SLO District. The Northern Cities and Landowners will continue to bear costs of the Lopez Reservoir and no costs of the Twitchell Reservoir with those issues.
3. Independent Management Per Settlement Agreement.
(a) Existing Groundwater, SWP Water and Storage Space in the Northern Cities Management Area will continue to be allocated and independently managed by the Northern Parties in accordance with the Northern Cities and Northern Landowners’ 2002 Settlement Agreement (Exhibit "E'') for the purpose of preserving the long-term integrity of water supplies in the Northern Cities Management Area. That Settlement Agreement initially allocates 57% of the safe yield of groundwater in Zone 3 to the farmers and 43% to the cities; and it provides inter alia that any increase or decrease in the safe yield will be shared by the cities and landowners on a pro rata basis. That Settlement Agreement is reaffirmed as part of this Stipulation and its terms are incorporated into this Stipulation, except that the provisions regarding continuing jurisdiction (¶ 4), groundwater monitoring, reporting, and the Technical Oversight Committee (¶¶ 7-20) are cancelled and superseded by the provisions of this Stipulation dealing with those issues.
 (b) Without the written agreement of each of the Northern Cities, no party other than Northern Parties shall have any right to: 
(i) pump, store, or use Groundwater or surface water within the Northern Cities Management Area; or
(ii) limit or interfere with the pumping, storage, management or usage of Groundwater or surface water by the Northern Parties within the Northern Cities Management Area.
 (c) For drought protection, conservation, or other management purposes , the Northern Parties may engage in contractual transfers, leases, licenses, or sales of any of their water rights, including voluntary fallowing programs. However, no Groundwater produced within the Northern Cities Management Area may be transported outside of the Northern Cities Management Area without the written agreement of each of the Northern Cities.
4. Current and future deliveries of water within the spheres of influence of the Northern Cities as they exist on January 1, 2005 shall be considered existing uses and within the Northern Cities Management Area.

VIII. INJUNCTION - ALL MANAGEMENT AREAS
A. Use Only Pursuant to Stipulation
Each and every Stipulating Party, their officers, "agents, employees, successors and assigns, are enjoined and restrained from exercising the rights and obligations provided through this Stipulation in a manner inconsistent with the express provisions of this Stipulation.
B. Injunction Against Transportation From the Basin
Except upon further order of the Court, each and every Stipulating Party and its officers, agents, employees, successors and assigns, is enjoined and restrained from transporting Groundwater to areas outside the Basin, except for those uses in existence as of the date of this Stipulation; provided, however, that Groundwater may be delivered for use outs ide the Basin as long as the wastewater generated by that use of water is discharged within the Basin, or agricultural return flows resulting from that use return to the Basin.
C. No Third Party Beneficiaries
This Stipulation is intended to benefit the Stipulating Parties and no other Parties. Only a Stipulating Party may enforce the terms of this Stipulation or assert a right to any benefits of, or enforce any obligations contained in this Stipulation.

 IX. RESERVED JURISDICTION- ALL MANAGEMENT AREAS

A. Reserved Jurisdiction; Modifications. Cancellations, Amendments
Jurisdiction, power and authority are retained by and reserved to the Court as set forth in this Paragraph. Nothing in the Court's reserved jurisdiction shall authorize modification, cancellation
or amendment of the rights provided under Paragraphs III; V(A, E); VI(A, B, D); VII(2, 3)
VIII(A); IX(A, C); and X(A. D) of this Stipulation. Subject to this limitation, the Court shall make such
further or supplemental orders as may be necessary or appropriate regarding the following:
1. enforcement of this Stipulation; 
2. claims regarding waste/unreasonable use of water;
3. disputes between Stipulating Parties across Management Area boundaries; 
4. interpretation and enforcement of the judgment;
5. consider the content or implementation of a Monitoring Program; 
6. consider the content, conclusions, or recommendations contained in an Annual Report ;
7. consider Twitchell Project operations, including. but not limited to: i) the content of the Twitchell Project Manual; (ii) TMA or District compliance with the Twitchell Project Manual; (iii) decisions to implement Extraordinary Project Operations; or iv) the maintenance of Twitchell Yield;
8. claims of localized physical interference between the Stipulating Parties in exercising their rights pursuant to this Stipulation; provided, however, rights to use Groundwater under this Stipulation shall have equal status; and
9. modify, clarify, amend or amplify the judgment and the Northern Parties Settlement Agreement; Provided, however, that all of the foregoing shall be consistent with the spirit and intent of this Stipulation.

B. Noticed Motion
Any party that seeks the Court's exercise of reserved jurisdiction shall file a noticed motion with the Court. Any noticed motion shall be made pursuant to the Court's Order concerning Electronic Service of Pleadings and Electronic Posting of Discovery Documents dated June 27, 2000, attached and incorporated as Exhibit "G". Any request for judicial review shall be filed within sixty days of the act or omission giving rise to the claim. Upon a showing of good cause, the Court may extend the sixty-day time limitation.
C. De Novo Nature of Proceeding
The Court shall exercise de novo review in all proceedings. The actions or decisions of any Party, the Monitoring Parties, the TMA, or the Management Area Engineer shall have no heightened evidentiary weight in any proceedings before the Court,
D. Filing and Notice
As long as the Court’s electronic filing system remains available, all Court filings shall be made pursuant to Exhibit "G". If the Court's electronic filing system is eliminated and not replaced, the Stipulating Parties shall promptly establish a substitute electronic filing system and abide by the same rule s as contained in the Court's Order.

X. MISCELLANEOUS PROVISIONS - ALL MANAGEMENT AREAS
A. Unenforceable Terms
The Stipulating Parties agree that if any provision of this Stipulation or the judgment entered based on this Stipulation is held to be invalid, void , or unenforceable, the remaining provisions shall nevertheless continue in full force and effect; provided, however, any order which invalidates, voids, deems unenforceable, or materially alters those Paragraphs enumerated in Paragraph IX(A) or any of them, shall render the entirety of the Stipulation and the judgment entered based on this Stipulation voidable and unenforceable, as to any Stipulating Party who files and serves a motion to be released from the Stipulation and the judgment based upon the Stipulation within sixty days of entry of that order, and whose motion is granted upon a showing of good cause.
B. Water Quality
Nothing in the Stipulation shall be interpreted as relieving any Stipulating Party of its responsibilities to comply with state or federal laws for the protection of water quality or the provision s of any permits. standards, requirements, or orders promulgated thereunder.
C. Duty to Cooperate
The Stipulating Parties agree not to oppose, or in any way encourage or assist any other party in opposing or challenging. any action, approval, or proceeding necessary to obtain approval of or make effective this Stipulation or the judgment to be entered on terms consistent with this Stipulation.
D. Stipulating Parties Under Public Utilities Commission Regulation
1. To the extent allowed by law, SCWC and RWC shall comply with this Stipulation, prior to obtaining California Public Utilities Commission ("PUC") approval. If the PUC fails to approve SCWC' s and RWC's participation or fails to provide approval of the necessary rate adjustments so that SCWC and RWC may meet their respective financial obligations, including the participation in Developed Water projects, Monitoring Programs, TMA and as otherwise provided in this Stipulation, shall render the entirety of the Stipulation and those terms of any judgment based on this Stipulation invalid, void and unenforceable, as to any Stipulating Party who files and serves a notice of rescission within sixty days of notice by SCWC or RWC of a final PUC Order.
2. Any Party, or its successors or assigns, agreeing to become a new customer of SCWC or RWC, or an existing customer proposing to increase its water use through a change in land use requiring a discretionary land use permit or other form of land use entitlement, that has not executed reservation contracts for supplemental water as specified in Exhibit F will provide the following, once approved by the PUC:
(a) If in the Santa Maria Valley Management Area, a water resource development fee as specified in Exhibit F or a source of supplemental water sufficient to offset the consumptive demand associated with the new use as provided in Paragraph V(E); or
 (b) If in the NMMA, a water resource development fee, or a source of supplemental water sufficient to offset the consumptive demand associated with the new use.
3. Any Person who is not engaged in a New Urban Use and who agrees to become a customer of SCWC or RWC shall retain its right to contest the applicable water resource development fee, should that fee ever become applicable to that Person.

E. Designation of Address, for Notice and Service
Each Stipulating Party shall designate the name, address and e-mail address, if any, to be used for purposes of all subsequent notices and service, either by its endorsement on the Stipulation for entry of judgment or by a separate designation to be filed within thirty days after execution of this Stipulation. This designation may be changed from time to time by filing a written notice with the Court. Any Stipulating Party desiring to be relieved of receiving notices may file a waiver of notice on a form approved by the Court. The Court shall maintain at all times a current list of Parties to whom notices are to be sent and their addresses for purposes of service. The Court shall also maintain a full current list of names, addresses, and e-mail addresses of all Parties or their successors, as filed herein. Copies of such lists shall be available to any Person. If no designation is made, a Stipulating Party's designee shall be deemed to be, in order of priority:
 i) the Party's attorney of record; ii) if the Party does not have an attorney of record, the Party itself at the address specified.

F. No Loss of Rights
Nothing in this Stipulation shall be interpreted to require or encourage any Stipulating Party to use more water in any Year than is actually required. As between the Stipulating Parties, failure to use all of the water to which a Stipulating Party is entitled hereunder shall not, no matter how long continued, be deemed or constitute an abandonment or forfeiture of such Stipulating party's rights, in whole or in part.

G. Intervention After Judgment
Any Person who is not a Party or successor to a Party, who proposes to use Groundwater or Storage Space, may seek to become a Party to the judgment through a petition for intervention. The Court will consider an order confirming intervention following thirty days’ notice to the Parties. Thereafter, if approved by the Court, such intervenor shall then be a Party bound by the judgment as provided by the Court.

H. Stipulation and Judgment Binding on Successors. Assigns, etc.
The Stipulating Parties agree that all property owned by them within the Basin is subject to this Stipulation and the judgment to be entered based upon the terms and conditions of this Stipulation. This Stipulation and the judgment will be binding upon and inure to the benefit of each Stipulating Party and their respective heirs, executors, administrators, trustees, successors, assigns, and agents. This Stipulation and the judgment to be entered based the terms and conditions of this Stipulation shall not bind the Stipulating Parties that cease to own property within the Basin, or cease to use Groundwater. As soon as practical after the effective date of this Stipulation, a memorandum of agreement referencing this Stipulation shall be recorded in Santa Barbara and San Luis Obispo Counties by Santa Maria in cooperation with the Northern Cities and SCWC. The document to be recorded shall be in the format provided in Exhibit "H".

I. Costs
No Stipulating Party shall recover any costs or attorneys’ fees from another Stipulating Party incurred prior to the entry of a judgment based on this Stipulation.

J. Non-Stipulating Parties
It is anticipated that the Court will enter a single judgment governing the rights of all Parties in this matter. The Stipulating Parties enter into this Stipulation with the expectation that the Court will enter, as a part of the judgment, the terms and conditions of this Stipulation. This Stipulation shall not compromise, in any way, the Court's legal and equitable powers to enter a single judgment that includes provisions applicable to the non-Stipulating Parties that may impose differing rights and obligations than those applicable to the Stipulating Parties. As against non-Stipulating Parties, each Stipulating Party expressly reserves and does not waive its right to appeal any prior or subsequent ruling or order of the Court, and assert any and all claims and defenses, including prescriptive claims. The Stipulating Parties agree they will not voluntarily enter into a further settlement or stipulation with non-Stipulating Parties that provides those non-Stipulating Parties with terms and conditions more beneficial than those provided to similarly situated Stipulating Parties.

K. Counterparts
This Stipulation may be signed in any number of counterparts, including counterparts by facsimile signature, each of which shall be deemed an original, but all of which shall together constitute one and the same instrument. The original signature pages shall be filed with Court.

L. Effective Date
This Stipulation shall be effective when signed by the Stipulating Parties listed on Exhibit "A" and accepted by the Court.

Party 			Signature, title, and date		Parcels Subject to Stipulation



Attorney of Record 	Approved as to form:
By:
Date:




















END OF APPENDIX B





APPENDIX C	

Decision 07-05-041  May 24, 2007

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	In the Matter of the Application of Golden State Water Company (D 133 W) for an Order Pursuant to Public Utilities Code Section 851 Approving a Stipulation in a Water Rights Adjudication, and for an Order Pursuant to Section 454 approving the Ratemaking Treatment of the costs of the Adjudication and Settlement.

	



Application 06-02-026
(Filed February 24, 2006)



INTERIM OPINION 
APPROVING PARTIAL SETTLEMENT, 
AUTHORIZING ADDITIONAL PHASE, AND EXTENDING TIME

We approve a Settlement Agreement resolving certain contested issues in this proceeding, specifically, the ratemaking treatment of past and future litigation expenses incurred by Golden State Water Company (Golden State) in participating in the superior court adjudication of the Santa Maria groundwater basin.  The settlement is among Golden State, the Division of Ratepayer Advocates (DRA) (protestor), and Orcutt Area Advisory Group, Inc. (Orcutt) (protestor) (settling parties).  A group of landowners (Landowner Group Parties or “Landowners”) who also protested Golden State’s application object to the settlement but have shown no reason why the settlement should not be approved.  We also authorize a second phase to this proceeding and extend the statutory deadline for completing this proceeding.
Background
On February 24, 2006, Golden State filed an application concerning a stipulation entered into by Golden State and other parties to resolve many of the issues pending in the superior court adjudication of the Santa Maria groundwater basin.  Under the superior court settlement, Golden State agrees to a determination of its water rights and commits to share a portion of the construction costs for a new water supply pipeline for the area and ongoing groundwater basin management expenses.  Golden State asked the Commission to determine that the stipulation is just and reasonable, in the public interest, and should be approved.  In addition to requesting the Commission’s approval of its participation in the settlement, Golden State also requested rate setting for past and anticipated litigation expenses resulting from the adjudication.[footnoteRef:18] [18:  The groundwater adjudication settlement does not resolve all issues pending before the Superior Court.  Golden State indicates it must participate in subsequent phases of the adjudication involving claims asserted by water users who did not join the settlement.] 

DRA protested the application and its concerns have focused on rate setting treatment for litigation expenses and Golden State’s obligations to purchase and deliver water under the superior court settlement.  Orcutt also protested the application with concerns about the rate treatment of litigation expenses, pipeline construction costs, water purchase costs, and ongoing operation and maintenance expenses.  The Landowner Group Parties disagreed with the need for Commission review of the superior court settlement and substantive provisions of the settlement. 
The assigned Administrative Law Judge (ALJ) referred this proceeding to mediation and, after several sessions, a number of the parties appeared to be close to a comprehensive agreement of all issues.  Before this agreement could be finalized and submitted to the Commission, the Nipomo Community Services District (one of the major parties to the superior court settlement) announced that it was considering alternatives to the new water supply pipeline, a major component of the superior court settlement.  This uncertainty about whether the pipeline would be built has made it impossible for the parties before the Commission to conclude a comprehensive settlement.  However, Golden State, DRA, and Orcutt have concluded a partial Settlement Agreement concerning rate treatment for Golden State’s past and anticipated attorneys fees.  
Proposed Partial Settlement
In lieu of Golden State’s request that it rate base all $5.5 million of litigation costs and DRA's position that Golden State should amortize without interest all $5.5 million over 20 years, the partial Settlement Agreement provides the following compromise:
· Golden State should rate base $2.7 million of the $5.5 million of previously incurred litigation.  As explained in the application, these costs have already been included in rate base in prior rate setting proceedings as Construction Work in Progress.  
· Golden State should amortize, with interest, the remaining $2.8 million of $5.5 million of litigation costs in rates over a ten‑year period.  The agreed upon interest rate is the ten-year treasury note rate plus 1.5%, adjusted monthly to reflect changes to the ten-year treasury note rate.  This provision fairly matches the interest rate with the period of the amortization.
· The litigation costs that have been incurred, and will continue to be incurred, by Golden State after December 31, 2005, will also be amortized over ten years in the same manner as for the $2.8 million discussed above, subject to Commission review of such costs as to their reasonableness.  Finally, the Settlement Agreement provides that memorandum accounts should be established to implement the amortization and recovery of litigation costs described above.
Criteria for Approving Settlement
Pursuant to Rule 12.l(d) of the Commission's Rules of Practice and Procedure (Rules), the Commission approves settlements that it finds “reasonable in light of the whole record, consistent with law, and in the public interest.”  
The Landowners are the only litigants opposing the settlement.  They state only that the partial settlement should not be approved because the superior court settlement “is a ‘package deal’ that can be properly evaluated only by looking at all aspects of the arrangement.  Approval should not be piecemeal.”  (Response to Joint Motion for Adopting Settlement at 3-4 (Feb. 26, 2007).)  The partial settlement only pertains to Golden State’s attorneys fees, a matter not contained in the superior court settlement, and the Landowners do not explain how approval of ratesetting treatment for attorneys fees could be considered “piecemeal” consideration of the superior court settlement.  The Landowners also make the bold statement that they are “prepared to demonstrate that [Golden State] prosecuted the underlying litigation in a way that was inconsistent, incompetent, and contrary to the interests of the ratepayers.” (Id. at 4.)  The Landowners, however, do not satisfy the requirements of Rule 12.2 to make a more complete showing of the factual and legal basis for their objections to the proposed partial settlement.  Without specifying the portions of the settlement they oppose, the legal basis for their opposition, the factual issues they contest, and appropriate supporting citations, we conclude that the Landowners have waived “all objections to the settlement, including the right to hearing.”  (Rule 12.2.)
The Landowners having waived any objection, the proposed settlement is properly evaluated under Rule 12.1’s criteria and the guidance of San Diego Gas & Electric, 46 CPUC 2d 538 (1992) (applicable to all-party settlements).  The Settlement Agreement satisfies both Rule 12.1 and the guidance of San Diego Gas & Electric and therefore, should be approved by the Commission. The following reasons support the Commission's approval of the Settlement Agreement:
· The Settlement Agreement is reasonable in light of the whole record.  The Settlement Agreement represents a fair compromise of the contested issues to be resolved thereby, and reasonably allocates the risks and benefits associated with the Application. For example, the Settlement Agreement provides that a portion of Golden State’s litigation costs are to be in rate base, and the remaining portion of the costs are to be amortized with interest over a ten-year period.
· The settling parties are fairly representative of all affected interests: Golden State (the water company incurring the legal expenses), DRA (representing ratepayer interests), and Orcutt (also representing ratepayer and local interests).
· The settlement is sufficiently documented in an executed Settlement Agreement (dated February 16, 2007) set forth as Appendix A to this decision.  The Settlement Agreement is sufficient for the Commission to discharge its future regulatory obligations with respect to the parties and their interests.
· The Settlement Agreement was reached with the assistance and support of ALJ Peter Allen through mediation.  The presence of a neutral third party contributed to the crafting of equitable solutions that were reasonable to the settling parties.
· The Settlement Agreement is consistent with law and does not contravene statutory provisions or prior Commission decisions. The settling parties actively followed the Commission's procedural rules and the mediator’s guidance during the course of the settlement negotiations.
· The Settlement Agreement is in the public interest.  The Settlement Agreement preserves the Commission's resources by significantly offsetting the time and effort needed to conduct hearings on the issues resolved by the Settlement Agreement.
The Settlement Agreement satisfies criteria under Rule 12.1(d) and San Diego Gas & Electric for the approval by the Commission.  
Additional Phase for Proceeding
Golden State proposes (and DRA and Orcutt do not object) that the remaining issues in this proceeding, not otherwise addressed in the partial Settlement Agreement, be deferred to a second phase pending further developments concerning the pipeline component of the superior court settlement.  Golden State also asks that the normal 18-month deadline (calculated from the date of the Scoping Memo) for completing this ratesetting case (now December 27, 2007) be extended as allowed under Public Utilities Code section 1701.5.
The remaining issues in this proceeding should be deferred to a second phase since this deferral will allow more time for the uncertainties in the superior court settlement to be removed, while avoiding the time and expense of a new proceeding to address these same issues.  A 60-day extension under section 1701.5 will facilitate this process.
Comments on Proposed Decision
On April 16, 2007, the Assigned Administrative Law Judge’s proposed decision addressing the proposed settlement was filed with the Commission and served on the parties in accordance with section 311(d) of the Public Utilities Code and Rule 14.3 of the Rules of Practice and Procedure.  Joint comments were received from Golden State, DRA, and Orcutt on May 7, 2007.  Two suggested minor corrections have been made to the decision.  No reply comments were filed. 
[bookmark: _Toc79389593][bookmark: _Toc79228529][bookmark: _Toc66598854][bookmark: _Toc66246108][bookmark: _Toc66245778]Assignment of Proceeding
John Bohn is the assigned Commissioner.  John E. Thorson is the assigned ALJ and principal hearing officer in this proceeding.  ALJ Peter Allen mediated the proceeding.
[bookmark: _Toc370798913]Findings of Fact
1. Golden State has requested Commission approval of its participation in a superior court settlement in the adjudication of the Santa Maria groundwater basin.
2. Although DRA and Orcutt objected to Golden State’s application, all three parties mediated a partial Settlement Agreement of the contested issues.  This partial Settlement Agreement is set forth in Appendix A.  A comprehensive agreement was not possible because of subsequent uncertainties as to the terms and conditions of the superior court settlement.
3. The settling parties have agreed on rate setting treatment for Golden State’s litigation costs incurred, or to be incurred in, the groundwater adjudication.  Pursuant to the agreement, Golden State will be permitted to place into rate base $2.7 million of the $5.5 million of previously incurred litigation expenses.
4. Golden State will amortize, with interest, the remaining $2.8 million of litigation costs over a ten-year period.  Litigation costs that have been incurred, or will continue to be incurred, by Golden State after December 31, 2005, will also be amortized over ten years, subject to the Commission’s review for reasonableness.
5. The interest rate on amortized amounts will be the ten-year treasury note rate (adjusted monthly to reflect changes in treasury note interest), plus 1.5%.  The partial Settlement Agreement is set forth in Appendix A to the Joint Motion.
6. The specific financial terms of the Settlement Agreement are set forth in Appendix A.
7. In satisfaction of Rule 12.1(b), notice of a mandatory settlement conference (pursuant to the Scoping Memo) was sent by Golden State to all parties on July 14, 2006.  Notice of a mediating session was provided by the assigned ALJ to all parties on November 3, 2006.
8. The Landowners did not specify the portions of the partial Settlement Agreement that they oppose, the legal basis for their opposition, or the factual issues they contest.
9. Golden State has requested that the Commission establish a second phase to this proceeding to allow further consideration of the superior court settlement once uncertainties in that settlement are resolved.  Golden State also asks for a 60‑day extension of the statutory deadline for this proceeding.  DRA and Orcutt do not oppose these requests.
[bookmark: _Toc370798914]Conclusions of Law
1. The settling parties have satisfied Rule 12.1’s criteria and the guidance of San Diego Gas & Electric, 46 CPUC 2d 538 (1992) for approval of their proposed partial Settlement Agreement. 
2. The Landowners have failed to state a sufficient opposition under Rule 12.2 to the proposed Settlement Agreement, and their failure constitutes their waiver of all objections to the proposed Settlement Agreement including the right to a hearing.
3. The proceeding should continue in a second phase, and the statutory deadline imposed by section 1701.5 should be extended by 60 days as allowed by that section.

[bookmark: _Toc370798915]INTERIM ORDER

IT IS ORDERED that:
1. The joint Motion of Golden State Water Company (Golden State), Division of Ratepayer Advocates, and Orcutt Area Advisory Group, Inc. for Adoption of Settlement Agreement is granted.  The Settlement Agreement (set forth in Appendix A) is approved and incorporated herein.
2. With specific amounts set forth in the Settlement Agreement, Golden State is authorized:
To place in rate base $2.7 million of the $5.5 million of previously incurred litigation in the Santa Maria groundwater basin adjudication;
To amortize, with interest, the remaining $2.8 million of $5.5 million of litigation costs in rates over a ten-year period (the agreed upon interest rate is the ten-year treasury note rate plus 1.5%, adjusted monthly to reflect changes to the ten-year treasury note rate);
To amortize, with interest, litigation costs that have been incurred, and will continue to be incurred, after December 31, 2005, in rates over a ten‑year period, subject to Commission review of such costs as to their reasonableness (interest to be calculated as set forth in 2(b), supra);
To establish memoranda accounts to implement the amortization and recovery of the litigation costs discussed above.
3. Pursuant to Public Utilities Code section 1701.5, this proceeding is extended by 60 days to and including February 25, 2008.
4. With this decision, Phase 2 of the proceeding now commences and a separate scoping memo may be issued.
5. Application 06-02-026 remains open.
This order is effective today.
Dated May 24, 2007, at San Francisco, California.



							MICHAEL R. PEEVEY
									 President
							DIAN M. GRUENEICH
							JOHN A. BOHN
							RACHELLE B. CHONG
							TIMOTHY ALAN SIMON
								       Commissioners
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APPENDIX D
Golden State Water Company
SETTLEMENT AGREEMENT (A.06-02-026)
February 16, 2007
A. Purpose
The purpose of this Settlement Agreement is to resolve certain issues regarding litigation costs raised in Golden State Water Company's ("GOLDEN STATE ") Application (A.)06-02-026 before the California Public Utilities Commission ("Commission"). The Settlement Agreement does not resolve any other issues in A.06-02-026 and has no bearing on possible Commission approval of the Stipulation entered into by GOLDEN STATE  and other parties in the Superior Court of the State of California', County of Santa Clara, to resolve a state court water rights adjudication affecting GOLDEN STATE 's water rights in the Santa Maria Groundwater Basin[footnoteRef:19]. [19:  Santa Maria Valley Water Conservation District v. City of Santa Maria, et al, Lead Case No. CV 770214, Superior
Court of the State of California, County of Santa Clara.
] 


The terms of this Settlement Agreement are set forth below.

B. Settlement Parties
This Settlement Agreement is entered into by GOLDEN STATE , Orcutt Area Advisory Group Inc. ("OAAG") and the Division of Ratepayer Advocates ("DRA") ("Parties"), as identified by their signatures herein.

C. Definitions
The following definitions shall apply to the terms of this Settlement Agreement:
1. "Basin" refers to the Santa Maria Groundwater Basin.

2. ''Nipomo Pipeline" refers to a pipeline and related infrastructure that may be constructed under the terms of the Stipulation as a possible method of delivering Nipomo Supplemental Water from the City of Santa Maria to the Nipomo Mesa Management Area.

3. "Nipomo Supplemental Water" refers to the obligation of certain parties, including GOLDEN STATE , to purchase supplemental water for delivery to the Nipomo Mesa Management Area at $1250 per acre foot from the City of Santa Maria pursuant to the Stipulation.

4. "Settlement Agreement" refers to all terms and conditions contained in this contract entered into between GOLDEN STATE , OAAG and DRA resolving issues set forth in A. 06-02026.

5. "Stipulation" refers to the Stipulation, a copy of which was attached to A.06-02-026 that GOLDEN STATE  entered into before the Superior Court of the State of California, County of Santa Clara to resolve a state court water rights adjudication affecting GOLDEN STATE 's water rights in the Santa Maria Groundwater Basin.

D. Background
On February 24,2006, GOLDEN STATE  filed A.06-02-026 for Commission approval of a settlement Stipulation to resolve a state court water rights adjudication affecting GOLDEN STATE 's water rights in the Basin.3 Pursuant to the Stipulation, GOLDEN STATE  is required, among other things, to (i) pay a portion of the costs to construct the Nipomo Pipeline connecting the City of Santa Maria to the Nipomo Mesa Management Area; and (ii) purchase 250 acre feet per year of Nipomo Supplemental Water at $1250 per acre foot from the City of Santa Maria upon completion of the Nipomo Pipeline for delivery to the Nipomo Mesa Management Area.
GOLDEN STATE  is also seeking to recover its historical and future litigation costs associated with the water rights adjudication and Stipulation, and for its capital and operating and maintenance ("O&M") costs that will be incurred by GOLDEN STATE  when it implements the Stipulation.
Finally, the Application requests Commission authority to establish two memorandum accounts to facilitate the requested ratemaking treatment. DRA and OAAG protested the Application and filed testimony challenging certain aspects of the relief requested therein.
After testimony was filed, Nipomo Community Services District (''NCSD''), another party to the Stipulation bearing responsibility for the Nipomo Pipeline and Nipomo Supplemental Water, has begun to consider alternatives to the Nipomo Pipeline. This has caused uncertainty with respect to GOLDEN STATE 's rights and obligations related to the Nipomo Pipeline and Nipomo Supplemental Water provisions under the Stipulation. Because of the unsettled status of the pipeline, the Parties are only able to settle on the litigation costs associated with A.06-02-026 as set forth below.

E. Terms of Agreement
1. GOLDEN STATE  is authorized to capitalize, as an addition to utility plant, $2,722,520 of the nearly $5.5 million of litigation costs incurred prior to January 1, 2006 in defending its water rights in the Basin, as requested in A.06-02-026.

2. GOLDEN STATE  is authorized to amortize the remaining $2,754,211 of the litigation costs incurred prior to January 1, 2006, plus interest, over a ten-year period. Interest shall be at the agreed upon interest rate of the 10 year treasury note rate plus 1.5%, adjusted monthly to reflect changes.to the 10 year treasury note rate. By way of
example, based upon the average 1O·year treasury note rate of 4.76% for January 2007, the agreed upon interest rate for the month of January 2007, if it were applicable, would be 6.26%. .

3. GOLDEN STATE 's recovery and amortization of costs pursuant to Section E, paragraph 2, above, will begin after Commission approval of this Settlement Agreement and following GOLDEN STATE 's submission of a compliance advice letter to the Commission requesting a surcharge in accordance with Section I  below. A memorandum cost recovery balancing account and surcharge applicable to all of GOLDEN STATE 's customers will be established to implement the foregoing. The memorandum cost recovery balancing account will incur interest expense during the amortization/recovery period and the calculation of the surcharge will include the recovery of interest and principal costs over a 10-year amortization period. The amortization and the surcharge shall expire no later than 10 years following the initial implementation date of the surcharge.

4. Interest shall begin to accrue prospectively on the date on which GOLDEN STATE  implements the surcharge specified in Section E, paragraph 3 above. Thus, GOLDEN STATE  may begin to accrue interest on the unrecovered balance of $2,754,211 of litigation costs in a memorandum account during the first billing cycle in which it begins billing customers and recording the revenue recovery from the surcharge.

5. GOLDEN STATE  will amortize all litigation costs associated with the Stipulation incurred after
December 31, 2005, in a separate 10-year memorandum account in the same manner as set forth in Section E, paragraph 3 above, subject to a reasonableness review of these litigation costs in a subsequent phase of this proceeding or a new proceeding.

6. GOLDEN STATE  shall account for litigation costs in the following manner:
i. Litigation costs in the amount of $2,754,211 incurred through December 31, 2005, which are herein authorized for recovery via the surcharge implemented according to Section I below, shall be transferred from GSW’s  rate base plant or CWIP account to a new memorandum cost recovery balancing account to
track the recovery of these litigation costs through collection of the surcharge.
ii. All litigation costs that have been incurred after December 31, 2005, that have been recorded in rate base plant or CWIP, shall be transferred from rate base plant or CWIP to a separate new memorandum cost tracking account, subject to a reasonableness review of these litigation costs in a subsequent phase of this proceeding or a new proceeding. Interest shall accrue on the litigation costs Cost Tracking Account at the 90-day commercial paper interest rate until subsequent Commission review of the litigation costs as to their reasonableness in a subsequent phase of this proceeding or a new proceeding, at which time approved costs shall be handled pursuant to Section E, paragraph 5, above.
iii. All other litigation costs that have been or will be incurred after December 31, 2005, which have not been recorded in rate base plant or CWIP, shall be recorded in the separate new memorandum account set forth in Section E, paragraph 6-ii above and subject to a reasonableness review(s) in a subsequent phase of this proceeding or a new proceeding.
iv. Each surcharge subsequently authorized by the Commission pursuant to this agreement and its associated costs shall be separately tracked in its own cost recovery tracking memorandum account. Each authorized surcharge for the recovery of litigation costs shall be separately stated as a line item on customers' bills.

7. To accomplish amortization and recovery over a ten-year period, the surcharge to which Parties agree to be authorized herein to recover the $2,754,211 of litigation costs incurred through December 31, 2005, shall be updated annually by advice letter filing to reflect the most recent 12-month historical data for unamortized litigation costs, interest rate, and sales volumes. The advice letter is to be filed with the
Commission no later than November 1 of each year until the expiration of the surcharge and amortization period with a copy provided to DRA, including work papers showing detailed calculations. The surcharge update shall be accomplished by recalculating the surcharge required to recover the estimated unamortized balance as of December 31 of the current year over the remaining term of the amortization, using the most recent 12-month average 10-year Treasury Bond rate plus 1~ % (one and one-half percent) and the most recent Commission adopted forecasted sales volumes for the following year. Alternatively, at GOLDEN STATE 's election (with an explanation for its decision), the surcharge calculation can be based on actual sales volumes for the most recent 12-month period available. As part of the annual advice letter filing, GOLDEN STATE  shall report the actual water sales volumes for the most recent 12-month period available, the amount of revenues collected pursuant to the surcharge, and resulting changes in the cost recovery balancing account. The new surcharge shall be applied to rates on a volumetric basis. The same annual updating requirement shall apply to each subsequently authorized litigation cost recovery surcharge.
8. GOLDEN STATE  will provide to the Commission, DRA and OAAG a status report on the ongoing deliberations concerning the Nipomo Pipeline and Nipomo Supplemental Water issues no later than 30 days after the Commission approves the Settlement Agreement and no less frequently than quarterly thereafter. GOLDEN STATE  will also inform DRA and OAAG of any major developments relating to the Nipomo Mesa
Supplemental Water issue in a timely manner as they occur and no less frequently than quarterly.

9. In the event that A.06-02-026 is suspended pending further developments related to the Nipomo Pipeline and Supplemental Water issues, with the exception of the settlement of the litigation costs specified herein, the Parties agree to reopen discovery and to file revised testimony in this proceeding.

10. Adjustments to GOLDEN STATE 's revenue requirement to comply with and to implement this
Settlement Agreement will be allocated to ratepayers on a volumetric rate basis, as opposed to fixed monthly charges. Attached to this Settlement Agreement as Appendix A is a schedule showing the estimated ratemaking effects of the proposed surcharges applicable to the recovery of the amortization of litigation costs.



F. Compromise and Support
The Parties agree that this Settlement Agreement reflects a negotiated compromise, and not an agreement or endorsement of disputed facts and law presented by the Parties in the proceeding. The Parties acknowledge that the Settlement Agreement does not resolve any issues other than the litigation costs in A.06-02-026 and does not affect the Commission's ultimate deliberations on the Stipulation entered into by GOLDEN STATE  and other parties in the Superior Court of the State of California, County of Santa Clara, to resolve a state court water rights adjudication affecting GOLDEN STATE 's water rights in the Santa Maria Groundwater Basin. Notwithstanding the foregoing, the Parties, by signing this Settlement Agreement, acknowledge that they pledge support for Commission approval and subsequent implementation of this Settlement Agreement.

G. Complete Package
This Settlement Agreement embodies the entire understanding and.agreement of the Parties with respect to the matters described herein, and except as described herein, supersedes and cancels any and all prior oral or written agreements, principles, negotiations, statements, representations or understandings among the Parties.

H. Commission Approval
The Parties will jointly request Commission approval of this Settlement Agreement. The Parties agree to actively support approval of this Settlement Agreement in the underlying proceeding. The Parties also agree to not support any changes to this Settlement Agreement in any regulatory, legislative or judicial forum. In the event the Commission rejects or modifies this Settlement Agreement, the Parties reserve their rights under Rule 12.4 of the Commission's Rules of Practice and Procedure.

I. Implementation
Within 30 days of a Commission decision approving this Settlement Agreement, GOLDEN STATE will make a compliance filing to implement the rates and provisions of the settlement.

J. Binding Effect
Upon execution of this Settlement Agreement by the Parties, this Settlement Agreement shall become operative and enforceable as between the Parties. This Settlement Agreement shall remain in effect until such time that the Commission rejects this Settlement Agreement or rescinds, alters, or amends any decision adopting this Settlement Agreement pursuant to its authority under Section 1708 of the Public Utilities Code.

K. Governing Law
This Settlement Agreement will be governed by and construed in accordance with the laws of the State of California, excluding any choice of law rules that may specify the laws of another jurisdiction
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APPENDIX E

DIAGRAM OF WATER FLOWS TO PROTECT SANTA MARIA WATER BASIN FROM OVERDRAFT AND SATISFY USER DEMANDS
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Rural Water Company
Service List

Cypress Ridge Owners’ Association 			John Seitz, Attorney, NCSD
Attn: President 					jon@shipseyandseitz.com
3563 Empleo Street, Ste B
San Luis Obispo, CA  93401				Ann Watson
watconsult@sbcglobal.net

County Government Center				Robert Miller, Wallace Group
1050 Monterey St., Room 207				Nipomo Mesa Management Area
San Luis Obispo, CA  93408				612 Clarion Court
San Luis Obispo, CA  93401

Keith Switzer						Michael LeBrun, 
Golden State Water Company			NCSD Manager                        
KSwitzer@gswater.com				mlebrun@ncsd.ca.gov

Thomas J. MacBride, Jr.				Rural Water Company
505 Sansome St., Suite 900				ruralwater@me.com
San Francisco, CA  94111
tmacbride@goodinmacbride.com

Frank Brommenshenkel: frank.brommen@verizon.net

Ron Green: rgreen2275@charter.net
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