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EL DORADO - SMUD COOPERATION AGREEMENT

This El Dorado - SMUD Cooperation Agreement (“Agreement”) is made and entered
into this day of , 2005 (“Effective Date”) by and between the following parties:

e The County of El Dorado (the “County”), the El Dorado County Water Agency
(“EDCWA”), Georgetown Divide Public Utility District (“GDPUD?”), El Dorado
Irrigation District (“EID”), and El Dorado Water and Power Authority
(“EDWPA”™), collectively, the “El Dorado Parties”; and

e Sacramento Municipal Utility District (“SMUD?”),

individually “Party” and collectively the “Parties.”

RECITALS

A. The County of El Dorado (“County”) is a subdivision of the State of California
whose jurisdiction is El Dorado County.

B. El Dorado Water and Power Authority (“EDWPA”) is a joint powers authority
organized under the Joint Exercise of Powers Act (Gov. Code, § 6500 et seq.), comprising the
County, EDCWA, EID, and GDPUD.

C. El Dorado County Water Agency (‘EDCWA”) is a district created by Chapter 96
of the California Water Code Appendices. EDCWA’s jurisdictional area consists of all territory
lying within the boundaries of El Dorado County. Public water purveyors within its
jurisdictional area include EID, GDPUD, Grizzly Flats Community Services District, a portion
of the Tahoe City Public Utility District, and the South Tahoe Public Utility District.

D. El Dorado Irrigation District (“EID”) is an irrigation district organized and
existing under the Irrigation District Law, California Water Code Division 11.

E. Georgetown Divide Public Utility District (“GDPUD”) is a public utility district
created under the Public Utility District Act in 1946.

F. Sacramento Municipal Utility District (“SMUD”) is a political subdivision of the
State of California and a municipal utility district organized and existing under the provisions of
the Municipal Utility District Act, California Public Utilities Code sections 11501, ef seq.

G. SMUD is the owner, licensee, and operator of the Upper American River Project
(“UARP”), the facilities of which are used to divert, store, and release water within the
watersheds of the South Fork and the Middle Fork of the American River for the purpose of



generating and transmitting electric power to a 900-square-mile service area that includes the
County of Sacramento and small portions of Placer and Yolo Counties.

H. The UARP is licensed by the Federal Energy Regulatory Commission (“FERC”)
under the Federal Power Act as hydropower Project number 2101 and consists of eleven (11)
reservoirs and eight (8) powerhouses (“UARP Facilities™), all of which are located within the
boundaries of the County, and related facilities.

1. On July 11, 1957, the County and SMUD entered into the “Agreement Between
County of El Dorado and Sacramento Municipal Utility District™ (the “1957 Agreement”) in
which, among other things, SMUD agreed to permit the County to make use of certain of the
UARP Facilities for the provision of water for irrigation, domestic, municipal, and stockwatering
purposes within El Dorado County, and the County agreed to withdraw its protests to SMUD’s
then-pending applications for non-consumptive water rights for the UARP.

J. On December 7, 1961, the County, EDCWA, and SMUD entered into the
“Supplemental Agreement Between County of El Dorado, El Dorado County Water Agency, and
Sacramento Municipal Utility District” (the “1961 Agreement”) in order to supplement the 1957
Agreement.

K. Effective as of September 27, 1993, the County and EDCWA transferred and
assigned their right, title, and interest in, and delegated their duties under, the 1957 Agreement
and the 1961 Agreement, to EID, and by such assignment EID agreed to exercise the rights and
entitlements, and otherwise act in furtherance of developing and using the benefits subject to the
burdens, of the 1957 and 1961 Agreements for irrigation, domestic, municipal, and stock-
watering purposes within E1 Dorado County.

L. The term of SMUD’s original FERC license for the operation of the UARP
expires in 2007 (“Original License™). In 2001, utilizng F ERC’s alternative licensing
procedures, SMUD initiated the relicensing process (“Current Relicensing Process”) to obtain its
first new license for the UARP from FERC (the “New License™). For purposes of this
Agreement, the term “Original License” includes any annual licenses issued by FERC on
expiration of the Original License, and the term “New License” means the new license issued to
SMUD by FERC in the Current Relicensing Process and any annual license issued by FERC in
the relicensing process next following the Current Relicensing Process. The term “Subsequent
New License” means any new license issued to SMUD in any relicensing process after the
Current Relicensing Process (“Subsequent Relicensing Process™) and any annual licenses issued
by FERC after expiration of such Subsequent New License and before issuance of the next
Subsequent New License.

M.  The El Dorado Parties have been active participants in the Current Relicensing
Process respecting any impacts that the UARP will have on facilities owned or services provided
by, or any resource or other interest subject to the jurisdiction of, any of the El Dorado Parties
during the term of the New License (the “Impacts”).



N. The El Dorado Parties desire to receive delivery of water from the UARP
Facilities for beneficial uses within the boundaries of El Dorado County.

0. Issues have arisen between the El Dorado Parties and SMUD concerning (i) the
Impacts, (ii) the Parties’ respective rights and obligations under the 1957 Agreement and the
1961 Agreement, and (iii) other matters pertaining to the Current Relicensing Process.

P. Prior to the execution of this Agreement, SMUD filed applications with the
SWRCB for administrative modifications to its existing non-consumptive water rights and for
additional non-consumptive water rights which SMUD has determined are necessary to ensure
that its water rights accommodate both SMUD’s actual and historic operations. A summary of
the applications is attached as Exhibit “B”.

Q. Prior to execution of this Agreement, SMUD filed its Application for License for
Major Modified Project with FERC on Friday, July 15, 2005.

R. The Western Slope of El Dorado County Water Supply, Demand and Need
Projections, attached as Exhibit “A”, demonstrates that water supplies presently available to meet
the projected El Dorado County General Plan water demands, including those supplies available
to EID and GDPUD as shown in Exhibit “C”, are almost fully utilized and that if the El Dorado
Parties take no action to obtain supplemental water, the water demands on the Western Slope of

El Dorado County will soon exceed available supplies with the deficit increasing to as much as
30,000 afy in 2025.

S. Prior to and in anticipation of the execution of this Agreement by all Parties, the
El Dorado Parties commenced good faith discussions with the City of Sacramento (the “City”)
for the acquisition of a water supply to be diverted under this Agreement. In furtherance of that
end, this Agreement contains specific provisions respecting the El Dorado Parties’” conduct of
those negotiations and their efforts to secure the approval of such a supply by the Water Forum.
An arrangement with the City as provided in this Agreement is the source of a water supply for
the El Dorado Parties that all Parties recognize as the most logical alternative, and SMUD
acknowledges its agreement to facilitate discussions between the Parties and the City to
effectuate this alternative. One purpose of this Agreement is to provide terms and conditions for
the delivery of such water in support of the El Dorado Parties’ acquisition of this supply.

T. Prior to the execution of this Agreement, the governing board of each Party made
findings and determined, pursuant to applicable law, including, but not limited to, the Guidelines
for the California Environmental Quality Act ("CEQA"), 14 California Code of Regulations §
15061(b)(3), that the approval and execution of this Agreement is not approval of a "Project," as
defined by CEQA, because, as to any future activity contemplated by this Agreement that has the
possibility or potential for having a significant effect on the environment, (1) the approval and
execution of this Agreement is not a decision that commits, and does not commit, any of the
Parties to a definite course of action, (2) any such activity is speculative, not currently capable of
precise definition, and may never occur, (3) because of the foregoing, it would not be possible to
conduct an environmental review of any such activity or Project prior to the approval and
execution of this Agreement that fulfills the requirements of CEQA to identify and mitigate



potential significant environmental effects and to identify possible alternatives to the Project or
Projects, and (4) any such activity or Project will be the subject of further authorization from the
governing boards of the relevant Parties, and such authorization will be preceded by an
environmental review that complies with all of the requirements of CEQA.

U. A Notice of Exemption stating CEQA does not apply to the approval or execution
of this Agreement was filed by each Party as required by law.

V. The Parties recognize and acknowledge all of the following:

(1) No commitment can be made to carry out any Project unless and until the
environmental review and assessment required by CEQA has been completed;

(2) For the purposes of this Agreement, Projects that may require CEQA compliance
include: 1) the acquisition of water rights for the storage and delivery of water to the EI Dorado
Parties; 2) modification of SMUD’s operation of the UARP in order to deliver water to one or all
of the El Dorado Parties; and 3) construction of any facilities necessary for delivery of water to
any of the El Dorado Parties. In addition, if any Party exercises its right to re-open for good faith
negotiations by the Parties on the issues and on the terms and conditions specified in Article
XII1, the Parties recognize that compliance with CEQA may be required.

NOW, THEREFORE, in consideration of the foregoing Recitals and the mutual
promises, covenants, and conditions contained in this Agreement, the Parties agree as follows:

ARTICLE 1
EFFECTIVE DATE; TERM OF AGREEMENT; DEFINED TERMS

1.1 Effective Date. This Agreement will become effective as of the Effective Date
upon its execution by all Parties.

12  Term. Unless terminated carlier pursuant to Section 14.1, this Agreement will
continue in effect for the terms of the Original License, the New License issued to SMUD in the
Current Relicensing Process, and all Subsequent New Licenses issued to SMUD in any
Subsequent Relicensing Process (“Term”).

1.3 Defined Terms. Exhibit “D” contains a list of defined terms and their meanings
for purposes of this Agreement, which terms are indicated by capitalization.

ARTICLE 11
PURPOSE OF AGREEMENT

2.1 Statement of Intent. Except as otherwise specifically provided in this
Agreement, the Parties intend by this Agreement to resolve and conclude for the Term of this
Agreement all issues between the El Dorado Parties, or any of them, and SMUD relating to (i)
the Current Relicensing Process, (ii) the New License issued to SMUD in the Current




Relicensing Process, (iii) all Subsequent New Licenses issued to SMUD in any Subsequent
Relicensing Process, (iv) the 1957 Agreement and the 1961 Agreement, and (v) the delivery of
water from, and the storage of water in, the UARP for the benefit of any or all of the El Dorado
Parties. Without limiting the generality of the foregoing sentence, the installment and annual
payments SMUD is to make pursuant to Article IV fully cover and compensate the County and
any agency of the County for all of the following that may be occasioned by the relicensing and
issuance of the New License to SMUD and any Subsequent New License to the extent the terms
and conditions of the Subsequent New License are essentially the same as those of the New
License: Any injury to, and any measures that may be necessary or desirable for the protection,
mitigation, or enhancement of, any facility owned or operated by, or any resource or other
interest within the jurisdiction, authority, or responsibility of, the County and any agency of the
County.

2.2 Effect on 1957 Agreement and 1961 Agreement. For the Term of this
Agreement, this Agreement contains the exclusive and complete statement of the Parties’
respective rights and obligations concerning the matters specified in Section 2.1 and in the 1957
Agreement and the 1961 Agreement and will control such matters to the exclusion of the 1957
and 1961 Agreements. However, should this Agreement terminate or the provisions of Articles
V through VIII terminate, each Party will retain its respective rights and obligations as set forth
in the 1957 Agreement and the 1961 Agreement, whatever they may be, as if this Agreement had
not been in effect and no Party will rely on this Agreement in any way for purposes of
interpreting or supplementing the 1957 Agreement or the 1961 Agreement.

2.3 Headwater Benefits. This Agreement does not affect any right EID may have
respecting headwater benefits under section 10(f) of the Federal Power Act.

ARTICLE 11
CURRENT UARP RELICENSING PROCESS

3.1 FERC Notification of Agreement. Within ten (10) days after the Effective Date,
SMUD will inform the FERC of the execution of this Agreement, and file a copy of the
Agreement therewith.

3.2 Support of Relicensing.

3.2.1 Current Relicensing Process; Other Government Agencies. Within
forty-five (45) days after the Effective Date, each El Dorado Party that participated in any aspect
of SMUD’s Current Relicensing Process, including the Alternative Licensing Process and the
Settlement Negotiation Group, either through its own representative or through a third party
representative, will by letter advise FERC, the third-party facilitator used to conduct relicensing
meetings, and SMUD that such party supports issuance of the New License to SMUD for the
UARP under terms and conditions contained in SMUD’s July 15, 2005 application and request
that such notice be distributed to all participants in the Current Relicensing Process and any other
federal agency and California state or local agency involved in, or with jurisdiction over, any
aspect of the Current Relicensing Process.




3.2.2 Intervention in Current Relicensing Process. Within the period specified
by FERC for interventions in the Current Relicensing Process, each El Dorado Party will file a
motion with FERC seeking to intervene as a party. Such motion will (i) state that, because of the
provisions of this Agreement, the E1 Dorado Party supports issuance of the New License to
SMUD for the UARP under terms and conditions contained in SMUD’s July 15, 2005
application, and (ii) reserve the right to raise issues that are resolved by this Agreement if (a)
litigation is initiated challenging this Agreement on grounds which, if sustained, cannot be cured
by the Parties, and (b) such litigation is not finally resolved by the latest time that the EI Dorado
Parties properly may raise such issues for consideration by FERC in the Current Relicensing
Process. This Agreement will terminate automatically upon the exercise of such right by the El
Dorado Party, and the County will refund all payments made to it by SMUD with interest at the
rate specified in Section 9.1 within thirty (30) days after such El Dorado Party raises any
contested issue resolved by this Agreement before FERC.

3.3 Cooperation with SMUD.

3.3.1 Coordination of Communications. The County will exercise its good
faith and best efforts to coordinate communications originating from public agencies and non-
governmental organizations within El Dorado County regarding the Current Relicensing Process
to the end that any such communications are supportive of the obj ective of this Agreement.

3.3.2 PM&E Measures. If any California State agency, public agency, or
nongovernmental organization within El Dorado County should seek PM&E Measures
respecting Impacts of the UARP within El Dorado County more stringent than those specified in
SMUD’s July 15, 2005 application for a New License, on request of SMUD, the County will file,
or provide to SMUD for filing, a statement with FERC to the effect that in view of the provisions
of this Agreement, the County supports those measures in SMUD’s application as filed or as
SMUD may have reasonably modified or proposed to modify a previous measure for the purpose
of further lessening impacts of the UARP.

3.3.3 Duplication of Compensation. The El Dorado Parties will cooperate
with SMUD and provide to SMUD for filing with FERC or other federal, state, or local
government agencies such documents as SMUD may reasonably require to the end that SMUD
will not become obligated through the Current Relicensing Process or any Subsequent
Relicensing Process to provide compensation for any of those matters specified in Section 4.4
that duplicates or is for the same purpose as payments to be made by SMUD under Article IV.

34 Jowa Hill Development.

3.4.1 Publication of Material Dates. Within ten (10) days after the Effective
Date, SMUD will provide the El Dorado Parties with a description of the process and, to the
extent known, a list of the material dates for FERC’s consideration of and decision on SMUD’s
application to include the lowa Hill Development in the New License and for any necessary
decisions by other public agencies in that connection. The Parties will cooperate in the joint
publication of the material dates in a manner reasonably calculated to obtain broad public
awareness of the approval process and opportunities for public input. The El Dorado Parties




acknowledge FERC establishes the schedule regarding its procedural deadlines and events
relevant to the Current Relicensing Process and that the material dates provided by SMUD are
target dates subject to change.

3.4.2 lowa Hill Joint Advisory Committee. On request of SMUD or the El
Dorado Parties but no later than 30 days after SMUD’s issuance of its Notice of Intention to
Proceed (as defined in Section 4.3.1, below) with the lowa Hill Development, the County and
SMUD will form a Joint Advisory Committee to receive public input and to develop reasonable
and feasible measures to substantially mitigate the impacts of activities related to the
construction of the lowa Hill Development on the surrounding communities and existing
infrastructure.

3.4.2.1 The Joint Advisory Committee will be headed by co-chairs, one
appointed by SMUD and one by the County.

3.4.2.2 The co-chairs will establish reasonable ground rules and meeting
schedules.

3.4.2.3 The Joint Advisory Committee will meet as frequently as
necessary for the duration of the construction of the lowa Hill Development.

ARTICLE IV
PAYMENTS BY SMUD

4.1  SMUD Initial Pavment. SMUD will pay to the County the sum of $2,600,000 in
two separate installments: (i) $1,000,000 within ten (10) days after the Effective Date of this
Agreement; and (i) $1,600,000 within ten (10) days after the New License becomes final and
non-appealable but no later than August 1, 2012.

42  SMUD Annual Pavments. SMUD will pay to the County, for the Term of this
Agreement, an annual amount of $590,000 in accordance with this Section 4.2. The first
payment under this Section 4.2 will be due and payable on the later of thirty (30) days after the
date on which the New License issued by FERC becomes final and is no longer subject to
judicial review or July 1 of such year. Payments for all subsequent years will be due and payable
on each July 1.

43  lowa Hill Development. Should SMUD determine to construct the lowa Hill
Development, it will make payments to the County as described in this Section 4.3.

4.3.1 Payment Upon Notice of Intention to Proceed. Within ten (10) days
after SMUD’s Board of Directors authorizes initiation of final design of the lowa Hill
Development, SMUD will give the County a “Notice of Intention to Proceed” and will pay to the
County a one-time payment of $250,000.

43.2 lowa Hill Annual Pavments Upon Notice of Commencement of
Construction. Within ten (10) days after awarding the first construction contract for the actual
construction of the lowa Hill Development, SMUD will give the County a “Notice of

7



Commencement of Construction” and will make an initial lowa Hill Annual Payment to the
County in the amount of $50,000. SMUD will make additional lowa Hill Annual Payments of
$50,000 by July 1% of each subsequent calendar year for the Term of this Agreement.

4.3.3 Iowa Hill Socioeconomic Impacts Pavments

4.3.3.1 Assessment Panel. Within ninety (90) days of the completion of construction for
the lowa Hill Development, SMUD and the County will form the lowa Hill Socioeconomic
Impacts Assessment Panel (“Panel”) to conduct the socioeconomic assessments described in
Section 4.3.3.2. SMUD and the County will each nominate a representative to serve on the
Panel, and the two representatives will select a third Panel member. Each panelist will have the
requisite experience and qualifications to competently study, measure, and place a monetary
value on socioeconomic impacts of construction projects. SMUD and the El Dorado Parties will
cach bear the cost of their selected panelist. SMUD and the El Dorado Parties collectively will
share equally all charges and expenses of the neutral panelist.

4.3.3.2 Socioeconomic Impact Assessment. The Panel will conduct a
two-phased assessment of negative socioeconomic impacts attributable to the construction of the
lowa Hill Development following the analytical methodology specified in Exhibit “I” attached
hereto and make lowa Hill Measured Impacts Payments accordingly.

44  Use of Payment Funds. SMUD’s payments as described in Section 4.1 are to be
utilized by the County for capital improvements to Ice House Road and other miscellaneous
capital projects related to the UARP and its impacts on facilities owned or services provided by,
or any resource or other interest within the jurisdiction of, the County. SMUD’s payments as
described in Section 4.2 are to be utilized by the County for purposes of road maintenance,
watershed management, and other miscellaneous activities related to the UARP and its impacts
on facilities owned or services provided by, or any resource or other interest within the
jurisdiction of, the County. SMUD’s payments as described in Section 4.3 are to be utilized by
the County in order to minimize, avoid, or mitigate socioeconomic impacts attributable to the
construction of the lowa Hill Development within those areas of the County affected by such
construction. The determination of which specific uses of payments by SMUD under this Article
IV are consistent with the limitations of this Section are to be made by the County in its sole
discretion.

4.5 Adjustment of Pavments. The amount of the installment payments specified in
Section 4.1, the annual payments specified in Section 4.2, and the lowa Hill Annual Payments
specified in Section 4.3.2 will be adjusted annually by the All Urban Consumer’s Price Index,
All Items (Base Period 1982-84 = 100). The inflation adjustment for the installment payments
specified in Section 4.1 will commence September 1, 2004 and will continue annually for the
Term of this Agreement. Such adjustment for the annual payments, as specified in Sections 4.2
and 4.3.2, respectively, will commence upon the Effective Date and continue for the Term of this
Agreement. Should said index either cease to exist or be modified so that it no longer performs
its prior function, the Parties will meet and confer in order to determine a replacement index that
most closely approximates said index.




ARTICLE V
WATER DELIVERIES BY SMUD

5.1 Deliverv and Storage Obligation. SMUD will deliver El Dorado Water to, and
store El Dorado Water for, the El Dorado Parties as provided in this Article V.

5.1.1 Annual Deliveries. Each year SMUD will make Annual Deliveries of El
Dorado Water to the El Dorado Parties in an amount which, together with Deliveries to
Carryover Storage during such year, does not exceed 30,000 acre-feet through 2025 and
thereafter 40,000 acre-feet for the remaining Term of this Agreement. Annual Deliveries of
water will be made in accordance with the provisions of Exhibit “H” and will be made
by direct delivery and from seasonal storage in accordance with applicable law.

5.1.2 Deliveries from Carrvover Storage. In any year in which the E1 Dorado
Parties are restricted from receiving Annual Deliveries to the full extent permitted under this
Agreement due to drought or an El Dorado Parties Emergency Condition, SMUD will deliver El
Dorado Water from Carryover Storage to the El Dorado Parties in an amount which does not
exceed the least of (i) the then-existing amount of Carryover Storage, (ii) 15,000 acre-feet, or
(iii) that quantity which when added to Annual Deliveries during that year does not exceed
35,000 acre-feet through 2025 and thereafter 40,000 acre-feet for the remaining Term of this
Agreement.

5.1.3 Deliveries to Carrvover Storage. Atany time when the Daily Net
Storage is above 150,000 acre-feet, SMUD will make deliveries of El1 Dorado Water to
Carryover Storage in reservoirs determined by SMUD in an amount up to the lesser of (i) the
quantity which when added to the total quantity of water then in Carryover Storage does not
exceed 15,000 acre-feet, or (ii) the quantity which when added to Annual Deliveries during that
year does not exceed 30,000 acre-feet through 2025 and thereafter 40,000 acre-feet for the
remaining Term of this Agreement. To be eligible for Carryover Storage, El Dorado Water must
physically flow into one of the Loon Lake, Union Valley, and Ice House Reservoirs. Deliveries
to Carryover Storage in any year will be made by a delivery of El Dorado Water to storage from
the source or during the last quarter of any year by a conversion to Carryover Storage of El
Dorado Water previously placed in Seasonal Storage during the same year.

5.2 Notice for Initiation of Deliveries and Storage; Construction of
Interconnections.

5.2.1 Delivery Initiation Notice. The El Dorado Parties will give SMUD at
least six (6) months advance notice of their intent to initiate delivery and storage of El Dorado
Water under this Agreement (“Delivery Initiation Notice™), such notice to include the following:
(i) a detailed specification of all water rights pursuant to which El Dorado Water will be
diverted, stored, and delivered, (ii) the sources of all El Dorado Water to be diverted into the
UARP for delivery to the El Dorado Parties or storage and by source the annual quantity to be
diverted, the maximum rate of diversion, and the point of diversion, (iii) the date on which
diversions into the UARP are to begin, and (iv) the date on which deliveries to the El Dorado
Parties are to begin. In addition, at least ninety (90) days prior to the initiation of deliveries, the
El Dorado Parties will provide SMUD with an annual forecast meeting the requirements of




Section 5.3 for the remainder of the year in which deliveries are to begin and, if the notice 18
given on or after September 1, for the following year.

5.2.2 Interconnection with White Rock Penstock.

5.2.2.1 White Rock Delivery Notice. Concurrently with or after giving
the Delivery Initiation Notice specified in Section 5.2.1, the El Dorado Parties will also give
SMUD notice of their intent to take delivery of El Dorado Water at the White Rock Delivery
Point (“White Rock Delivery Notice™) at least six (6) months prior to beginning siting and
engineering for the pipeline and other facilities necessary to interconnect with the White Rock
Penstock.

5.2.2.2 Interconnection Construction Agreement. Promptly after
delivery of the White Rock Delivery Notice, the Parties will begin and diligently pursue good
faith negotiations over an agreement addressing the interconnection of the pipeline facilities of
the El Dorado Parties to SMUD’s existing takeout on the White Rock Penstock, the agreement to
cover timing, construction, and equipment necessary for such purpose. Such agreement will be
based on, and incorporate, the following principles: (1) SMUD will design, construct, own,
maintain and control that portion of the interconnection extending from the existing White Rock
Penstock tap to a point immediately downstream of a shutoff valve to enable SMUD to shutoff
the flow of water in an emergency or otherwise as may be necessary to protect the White Rock
Penstock and other SMUD facilities; (2) The El Dorado Parties will design, construct, own,
maintain and control interconnection facilities downstream of the SMUD shutoff valve, which
facilities will include a valve to control the rate of flow into the El Dorado Parties’ system and to
shut off such flow in an emergency or otherwise as may be necessary to protect the El Dorado
Parties’ system; (3) SMUD will have design approval of the interconnection facilities to be
constructed by the El Dorado Parties for purposes of determining, in its reasonable discretion,
that such facilities do not adversely affect the safety, operation, or maintenance of the White
Rock Penstock as it then exists; and (4) SMUD and the El Dorado Parties will, collectively, each
bear its own costs associated with the construction of its respective portion of the interconnection
facilities.

5.2.2.3 Point of Delivery. All El Dorado Water delivered by SMUD
through the White Rock Penstock will be deemed delivered at the interconnection shutoff valve
controlled by the El Dorado Parties as described in Section 5.2.2.2.

5.2.2.4 FERC Approval of Interconnection Facilities,. SMUD will
make all necessary applications to FERC to obtain FERC approval to use the UARP facilities to
withdraw and store water for consumptive use in a manner consistent with this Agreement. The
El Dorado Parties will bear the cost of the applications, including costs associated with
conducting all environmental and other studies FERC may request and will provide to SMUD for
filing with FERC such additional information as FERC may require in connection with such
applications.

53  Annual Deliverv Forecasts. The El Dorado Parties will by notice provide
SMUD with an annual forecast (“Annual Forecast”) of their estimated delivery requirements for
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each calendar year no later than September 1 of the prior year. Each forecast will specify, by
month, (i) the quantity, rate of delivery, and point of delivery for Annual Deliveries, (ii) the
quantity of water to be delivered to Carryover Storage, and (iii) the quantity, rate of delivery, and
point of delivery for deliveries from Carryover Storage to the extent known. The El Dorado
Parties may periodically revise such forecasts by notice to SMUD given at least thirty (30) days
prior to the beginning of the month in which the forecast is to take effect.

54 Deliverv Scheduling.

5.4.1 Annual Deliveries; Deliveries from Carryvover Storage. The El Dorado
Parties will schedule all Annual Deliveries and Deliveries from Carryover Storage by delivery
point on a daily basis in accordance with the then-effective Annual Forecast, the scheduling
requirements set forth in Exhibit “E,” the delivery constraints set forth in Exhibit “H”, and other
applicable provisions of this Agreement. Subject to the provisions of Exhibit “H”, SMUD will
operate the UARP so as to deliver the total quantity so scheduled to the extent physically and
legally possible. The El Dorado Parties will be under no obligation to schedule deliveries in any
year or at all.

5.4.2 Deliveries to Carrvover Storage. The El Dorado Parties will schedule
all deliveries to Carryover Storage in accordance with the then-effective Annual Forecast on a
monthly basis by notice to SMUD at least fifteen (15) days prior to the first month in which such
deliveries are to occur. '

5.43 Scheduling Communications. Promptly after the El Dorado Parties have
given their Delivery Initiation Notice, the Parties will begin and diligently pursue good faith
negotiations over an data interchange agreement (“DI Agreement”) that will provide for all
necessary operational procedures, data transfer, and communications protocols between the El
Dorado Parties and SMUD pertaining to delivery scheduling, emergency conditions, conditions
requiring constraints on or curtailments of deliveries, delivery monitoring, the giving of notices
by electronic means, and other pertinent subjects.

5.5  Delivery Points. Annual Deliveries and deliveries from Carryover Storage will
be made at the White Rock Delivery Point as further specified in Section 5.2.2.3 or the SFAR
Delivery Point.

5.6 Storage Constraints.

5.6.1 Carrvover Storage Losses. El Dorado Water in Carryover Storage or
Seasonal Storage is not subject to spill or other loss, except as specifically provided herein. In
the event that SMUD sustains a significant loss of storage in any of Loon Lake, Union Valley, or
Ice House Reservoirs by reason of (i) a condition (other than that caused by a dry water year
type) or event (by way of example only, an earthquake) beyond SMUD’s control, or (ii) an order
of FERC or any other governmental entity or court that requires SMUD to operate the UARP for
needs other than the direct needs of SMUD (by way of example only, a state or regional energy
crisis), then the El Dorado Parties will sustain a loss in total Carryover Storage proportionate to
the loss in total storage sustained by SMUD.

11



5.6.2 Status of Reservoirs. SMUD will provide written notice to the E1 Dorado
Parties on the first of each month the status of its reservoirs within the UARP, including, without
limitation, information on Full Capacity, Daily Net Storage, as well as projected Daily Net
Storage.

5.7  Rate of Deliveries at White Rock Delivery Point. Annual Deliveries and
deliveries from Carryover Storage at the White Rock Delivery Point cannot exceed a delivery
rate of 100 cfs, provided that during the period of May 1 through October 31 of any year, the El
Dorado Parties may schedule deliveries at a rate of up to 200 cfs during the hours from Midnight
to 6:00 am.

5.8 Constraints on Delivery.

5.8.1 Constraints Based on Daily Net Storage, Climatic Conditions.
Constraints on deliveries to the El Dorado Parties that are based on Daily Net Storage or the
existence of a Critically Dry Condition are specified in Exhibit H.

5.8.2 Curtailments for Super-Peaking Hours., Outages. Slab Creek
Minimum Operating Level. The El Dorado Parties will not be entitled to receive any deliveries
at the White Rock Delivery Point when any one or more of the following conditions exist:

(i) From May 1 through September 30 of any year from 2:00 p.m. to 7:00 p.m. (referred
to as “Super-Peaking Hours”);

(ii) During planned, unplanned, or emergency outages in the UARP that impact SMUD’s
ability to make water available to the White Rock Delivery Point; and

(iii) Whenever the elevation of Slab Creek Reservoir drops below 5 feet above SMUD’s
Slab Creek Reservoir Minimum Operating Level, which level as of the Effective Date is
1,815 feet.

5.8.2.1 Changes in Slab Creek Minimum Operating Level. The El
Dorado Parties acknowledge that SMUD may adjust the Slab Creek Reservoir Minimum
Operating Level from time to time to reflect changes in the operating characteristics of that
reservoir. SMUD agrees, however, that a proposed adjustment to the Slab Creek Reservoir
Minimum Operating Level associated with SMUD’s election to proceed with the Towa Hill
Development will be initially addressed in accordance with Section 13.6. Subsequent
adjustments remain subject to the provisions of this Section 5.8.2. SMUD will promptly notify
the El Dorado Parties of any adjustment in the Slab Creek Reservoir Minimum Operating Level.

5.8.3 SMUD Emergency Condition. During a SMUD Emergency Condition,
SMUD will be excused from making Annual Deliveries and from delivering El Dorado Water
from Carryover Storage to the El Dorado Parties for the period and to the extent such deliveries
are precluded by the emergency condition.
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5.8.4 Notices of Existence of Conditions Constraining Deliveries. SMUD
will give notice to the El Dorado Parties of the existence of the conditions that will constrain
deliveries to the El Dorado Parties as follows, such notice to be given by telecopier or other
electronic means and to include information as to the reason for the outage, the expected duration
of the outage, and the expected impact on deliveries:

(i) For a planned outage as specified in Section 5.8.2(ii), as soon as practicable after
SMUD has placed the outage in its operating schedule;

(i1) For an unplanned or emergency outage as specified in Section 5.8.2(ii), promptly
upon learning of the outage or determining that the outage will occur;

(iii) For curtailments pursuant to Section 5.8.2(iii) because the Slab Creek Reservoir
elevation is below 5 feet above SMUD’s Slab Creek Reservoir Minimum Operating
Level, as soon as practicable after SMUD determines that the reservoir elevation will be
or is below such operating level;

(iv) For a SMUD Emergency Condition, as soon as practicable after the condition has
been declared;

(v) For delivery constraints pursuant to Exhibit ““H” attributable to Daily Net Storage, no
notice will be required unless the pertinent reservoir conditions are different than those
specified in SMUD’s applicable status of reservoirs notice given under Section 5.6.2, in
which case notice will be given as soon as practicable after SMUD determines that the
Daily Net Storage will be or is at a level that triggers such delivery constraints.

5.9 Compliance with FERC License. Nothing in this Agreement will be construed
to require SMUD to deliver El Dorado Water to, or store El Dorado Water for, the El Dorado
Parties in a manner that violates or that SMUD reasonably determines may violate the FERC
license then in effect for the UARP. Whenever SMUD believes that the delivery of water to the
El Dorado Parties may violate the FERC license, SMUD will provide advance written notice
identifying the time it intends to suspend delivery and the reasons for the suspension unless it is
impracticable to do so under the circumstances. Following SMUD’s suspension of water
deliveries to the El Dorado Parties because of an actual or threatened violation of the FERC
license, SMUD will meet with the E1 Dorado Designated Representative to determine what
measures must be implemented to resume scheduled deliveries as soon as possible and propose a
timeline for correcting the violation and resuming scheduled deliveries if physically possible.
SMUD will use its best efforts during the course of such meetings to determine measures that
will allow the El Dorado Parties to receive scheduled deliveries if physically possible. SMUD
will use its best efforts during the course of any relicensing process to the end that a New
License or Subsequent New License contain provisions that would not require SMUD to take an
action that is inconsistent with its obligations under this Agreement.
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ARTICLE VI
ACQUISITION OF RIGHTS TO EL DORADO WATER; SMUD WATER RIGHTS

6.1 Acquisition of Rights to El Dorado Water. The El Dorado Parties will secure,
as more specifically provided in Exhibit “G”, all necessary water rights and authorizations for
the delivery, storage, and use of American River water for purposes of this Agreement (“El
Dorado Water”) through either:

(a) first, a transfer and/or assignment of water right permits from the City of
Sacramento and an amendment of such permits by the SWRCB or, if the El
Dorado Parties are unable to secure such a transfer or assignment

(b) any or all of (i) a new appropriation of American River water under applicable
law, (ii) the partial assignment of state-filed applications nos. 5644, 5645,
7937, 7939, 18063, 18065, 18067, 18069, 18071, and 18072, and (iii) a
transfer or assignment from a third party in accordance with applicable law.

Such authorizations for El Dorado Water together will not exceed the amounts to which the El
Dorado Parties are entitled to receive delivery as Annual Deliveries and deliveries to Carryover
Storage under this Agreement and will otherwise be consistent with this Agreement.

6.2  Facilitation, Notice Regarding City Negotiations. Given the statements
contained in Recital S respecting an agreement between the El Dorado Parties and the City for
the acquisition of water that may be diverted under this Agreement, the E1 Dorado Parties will
provide SMUD with a written statement of the progress of their effort to engage in good faith
negotiations with the City within twenty (20) days after the Effective Date. In addition, on the
written request of the El Dorado Parties or the City, SMUD will exercise reasonable efforts to
assist the negotiations and discussions between and among El Dorado Parties, the City, and the
Water Forum. However, if the El Dorado Parties are not successful in obtaining a transfer and/or
assignment of the City’s water rights as specified in Section 6.1(a) and Exhibit “G”, the El
Dorado Parties will give SMUD written notice of the same, containing a summary of the reasons
for terminating the negotiations, at least fifteen (15) days prior to pursuing an alternative source
of water under Section 6.1(b) and Exhibit “G”.

6.3  Water Forum. The El Dorado Parties will enter into good faith negotiations with
the Water Forum in order to obtain its support by means of a purveyor specific agreement of the
El Dorado Parties’ acquisition of water rights and authorizations respecting El Dorado Water
pursuant to Section 6.1 and the delivery and storage of such water pursuant to this Agreement.
The El Dorado Parties will engage in diligent negotiations through December 31, 2006, after
which the El Dorado Parties will be deemed to have satisfied their obligation with regard to the
Water Forum, without regard to the source of water supply selected for acquisition and use by
the El Dorado Parties or method of procurement. The El Dorado Parties will have sole and
complete discretion as to whether the form and conditions of Water Forum support and/or the
terms of a purveyor specific agreement are satisfactory to proceed with the consummation of a
purveyor specific agreement. If the El Dorado Parties are unable to obtain the support of the
Water Forum in a manner acceptable to the El Dorado Parties as to any source of water within
the period specified above, the El Dorado Parties will promptly give SMUD notice to that effect,
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such notice to specify with particularity the terms and conditions insisted on by the Water Forum
that are unacceptable to the El Dorado Parties and the reasons they are unacceptable.

6.4 Section 8 of 1961 Agreement. The Parties agree that their rights and obligations
under this Agreement will be subject to the following:

The El Dorado Parties agree that they will not protest any petition
or application SMUD may file with the SWRCB for changes in
points of diversion, changes in places of use for generation of
hydroelectric energy, or for additional water rights for SMUD’s
UARP as now constituted or as it may be enlarged or modified in
the future, provided that all of SMUD’s water rights hereinbefore
or hereafter acquired for said UARP will remain subject to
Conditions 8 in Permits 10703, 10704, and 10705, which

conditions reads as follows: “No diversion or use of water will be
made under the permits which will in any way interfere with
diversion or use of water for irrigation or domestic purposes,
whether such higher uses are made under either prior or subsequent
rights.” The El Dorado Parties agree that they will not object to
any requests which SMUD may file with the FERC for changes in
the capacities or location of the UARP Facilities or the inclusion of
additional facilities as a part of said project subject to Condition 8.

So long as the El Dorado Parties’ priority referenced above is acknowledged and respected, the
El Dorado Parties will not contest any adjustments in SMUD’s existing water rights or
application for new non-consumptive water rights deemed necessary by SMUD to ensure that
SMUD’s water rights accommodate SMUD’s actual, historic operations, and to accommodate
the lowa Hill Development. SMUD has included the above-listed condition in its application for
new water rights referenced in Exhibit “B” and will include such condition in any additional
application for new water rights to be used in connection with the UARP or lowa Hill
Development.

6.5  Reservation of Rights. Nothing in this Agreement limits or affects the El
Dorado Parties’ rights to secure water rights for storage or use in facilities other than the UARP.
Subject to the provisions of Section 6.4, the Parties expressly reserve their rights, whatever they
may be, in relation to any proposed appropriation, diversion, or storage of water by any Party at
locations, in amounts, and from sources other than as specified in this Agreement.

ARTICLE VII
METERING; ACCOUNTING; AUDIT

7.1 Metering. The El Dorado Parties will provide for metering of all water delivered
to the El Dorado Parties at the White Rock Delivery Point as provided in this Section 7.1
(“White Rock Meter(s)”).
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7.1.1 Installation. Prior to initiating diversions from the White Rock Delivery
Point, the El Dorado Parties will install a White Rock Meter(s) which will measure the quantity
of water delivered by SMUD to the El Dorado Parties at the White Rock Delivery Point. The
White Rock Meter(s) will comply with all requirements of applicable laws and prudent industry
practices, be capable of measuring rate of flow and quantity of water delivered, and be capable of
being electronically polled by SMUD for both real-time and after-the-fact data.

7.1.2 Calibration and Maintenance. The El Dorado Parties will calibrate and
adjust the White Rock Meter(s) prior to initiation of deliveries and thereafter on a regular basis in
accordance with all requirements of applicable laws and prudent industry practices, and in any
event, as soon as practicable after receipt of information, from SMUD or otherwise, that
indicates that the device(s) may be inaccurate. The El Dorado Parties will operate, maintain,
repair, and replace the White Rock Meter(s) as may be required by all provisions of applicable
law and prudent industry practices. The El Dorado Parties will give SMUD reasonable advance
notice of any testing or calibration of the White Rock Meter(s) and the opportunity to be present
at such testing or calibration.

713 Recording. Reporting. The El Dorado Parties will provide for daily
recordation of such deliveries, with summaries of the resulting readings to be transmitted
monthly to SMUD in accordance with Section 7.3.

72 Deliveries at SFAR Delivery Point. Deliveries at the SFAR Delivery Point will
not be metered or otherwise measured, but will be deemed to have been delivered pursuant to the
then-effective schedule of the El Dorado Parties.

73 Accounting, Reporting and Audit Rights. Within twenty (20) days after the
end of each month, the E1 Dorado Parties will provide SMUD a written report stating for such
month all reasonably necessary information to determine the payments due to SMUD under
Article VIII hereof, including, without limitation, (a) the daily quantity of all water delivered to
the El Dorado Parties, separately identifying the quantities delivered as part of Annual Deliveries
and the quantities delivered from Carryover Storage, and (b) the delivery point for such
deliveries. SMUD will have the right, during the twelve month period following the end of each
year and upon advance notice of not less than ten (10) days, to conduct an examination and audit
of the books, records, and other supporting data of the El Dorado Parties for such year to the
extent reasonably necessary to verify the payments due to SMUD hereunder. The El Dorado
Parties will cooperate in the scheduling of such audit and will cooperate in the sharing of
necessary information.

ARTICLE VIII
PAYMENTS BY EL DORADO PARTIES

8.1 SMUD Compensation.

8.1.1 Pricing for Water Delivered at White Rock Delivery Point.
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8.1.1.1 All Deliveries. For water delivered to the El Dorado Parties at the
White Rock Delivery Point, the El Dorado Parties will pay to SMUD the sum of the Annual
Value of Foregone Power plus the Annual Surcharge for deliveries from Seasonal Storage plus

the Annual Surcharge for deliveries from Carryover Storage, determined as provided in Exhibit
L‘F”.

8.1.1.2 Excess Deliveries at White Rock Delivery Point. [f on any day
the E] Dorado Parties take water from the White Rock Delivery Point in a total quantity that
exceeds the maximum quantity that would be have been deliverable under the rate-of-delivery
limitations specified in Section 5.7 by more than 5%, the El Dorado Parties will make an
additional payment to SMUD in an amount equal to 2 times the value of foregone power on a
daily basis calculated using the following formula:

2 x {[105%] [Daily Power Price Index] [White Rock Power House Water Duty]
[(quantity of water delivered at the White Rock Delivery Point) - (maximum
quantity of water deliverable under Section 5.7 limitations)]}

If in any month the El Dorado Parties take water from the White Rock Delivery Pointin a total
quantity that exceeds the total quantity specified for such month in the then-cffective Annual
Forecast by more than 10%, the El Dorado Parties will make an additional payment to SMUD in
an amount equal to 2 times the value of foregone power on a monthly basis calculated using the
following formula:

2 x {[105%] [Daily Power Price Index] [White Rock Power House Water Duty]
[(Quantity of water delivered at the White Rock Delivery Point — Quantity of
water specified in then-effective Annual Forecast)]}

8.1.2 Pricing for Water Delivered at SFAR Deliverv Point. For water
delivered to the El Dorado Parties at the SFAR Delivery Point, the E1 Dorado Parties will pay to
SMUD the sum of the Annual Surcharge for deliveries from Seasonal Storage plus the Annual
Surcharge for deliveries from Carryover Storage in proportion to the deliveries made, as
provided in Exhibit “F”.

8.1.3 Pricing Components.

(a) Annual Value of Foregone Power. The Annual Value of
Foregone Power will be a function of the Daily Power Price Index, the White Rock Powerhouse
Water Duty, the daily quantities of all deliveries to the El Dorado Parties at the White Rock
Delivery Point (whether Annual Deliveries or deliveries from Carryover Storage) expressed in
acre-feet, and a factor to cover ISO fees calculated using the formula and values specified in
Exhibit “F”. Without limiting the foregoing, SMUD acknowledges and agrees that any foregone
compensation for lost peaking capacity is not recoverable under this Agreement.

(b) Annual Surcharge for Deliveries from Seasonal Storage. For
all water delivered to the El Dorado Parties at the White Rock Delivery Point or the SFAR
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