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JOINT MEETING OF THE EXECUTIVE COMMITTEE

for the
Metropolitan Transit System
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 12, 2009

Executive Conference Room

9:00 a.m.
ACTION RECOMMENDED

ROLL CALL
APPROVAL OF MINUTES - January 8, 2009 Approve
COMMITTEE DISCUSSION ITEMS
1. MTS: Natural Gas Hedge Program Approve

Action would forward a recommendation to the Board of Directors to

approve the: (1) Natural Gas Hedge Program; (2) Core Aggregate Transfer

(CAT) Program; and (3) the Natural Gas Hedge policy, including the

designation of the Chief Executive Officer and Chief Financial Officer as the

administrators of this policy and authorize administrators to execute hedges

in accordance with this policy.
2. MTS: El Cajon Transit Center Demolition Project Status - MOU Approve

Expiration/New Proposal

Action would forward a recommendation to the Board of Directors to: (1)
authorize the CEO to execute a letter to the San Diego Association of
Governments (SANDAG) to let the Memorandum of Understanding (MOU)
(MTS Doc. No. L0862.0-09) between SANDAG and MTS (for construction
and construction management services) expire on March 31, 2009, and
request that SANDAG return the remaining funds to MTS Capital
Improvement Project (CIP) 11217 (Blue and Orange Line Station
Improvements); and (2) authorize the CEO to execute a multiyear contract
with The Kobey Corporation, in partnership with BriceHouse Starboard LLC
(the Partnership), to provide the structural capital improvement necessary to
house, maintain, and manage an on-site convenience store, including
accessible public restroom facilities.

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations,
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coranado, City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove. City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.
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3. MTS: Compass Card Implementation Receive
Action would receive a status report on development and implementation of
the Compass Card fare system.

4, MTS: Economic Stimulus Update Receive
Action would receive an update on federal economic stimulus legislation and
staff's efforts to prepare for possible implications for the agency.

5. MTS: Report on Sales Tax Revenue Projections Receive
Action would receive a report regarding FY 2010 local sales tax
projections.

6. MTS: CLOSED SESSION - PUBLIC EMPLOYEE PERFORMANCE Possible Action

EVALUATION (CHIEF EXECUTIVE OFFICER) Pursuant to California
Government Code Section 54957

REVIEW OF DRAFT FEBRUARY 19, 2009, JOINT BOARD AGENDA

REVIEW OF SANDAG TRANSPORTATION COMMITTEE AGENDA Possible Action
Review of SANDAG Transportation Committee Agenda and discussion regarding

any items pertaining to MTS, San Diego Transit Corporation, or San Diego Trolley,

Inc. Relevant excerpts will be provided during the meeting.

COMMITTEE MEMBER COMMUNICATIONS AND OTHER BUSINESS
PUBLIC COMMENTS
NEXT MEETING DATE: March 5, 2009

ADJOURNMENT



DRAFT

EXECUTIVE COMMITTEE MEETING FOR THE
METROPOLITAN TRANSIT SYSTEM (MTS),
SAN DIEGO TRANSIT CORPORATION (SDTC),
AND SAN DIEGO TROLLEY, INC. (SDTI)

January 8, 2009

MTS
1255 Imperial Avenue, Suite 1000, San Diego

MINUTES

ROLL CALL

Chairman Mathis called the meeting to order at 9:05 a.m. A roll call sheet listing Executive
Committee member attendance is attached.

Chairman Mathis welcomed Sherri Lightner, the City of San Diego’s new representative on
the Executive Committee.

APPROVAL OF MINUTES

Mr. Ewin moved approval of the minutes of the December 4, 2008, Executive Committee
meeting. Mr. Roberts seconded the motion, and the vote was 5 to 0 in favor.

COMMITTEE DISCUSSION ITEMS

1.

MTS: Appointment of San Diego Association of Governments (SANDAG)
Transportation Committee Representative and Alternate (LEG 405)

Ms. Tiffany Lorenzen, MTS General Counsel, outlined the parameters of Policy
No. 22 that apply to the Executive Committee’s appointments to the SANDAG
Transportation Committee.

Action Taken

Chairman Mathis requested nominations from the floor for the Executive Committee
representative on the SANDAG Transportation Committee. Mr. Rindone moved to
nominate Chairman Mathis. The vote was 4 to 0 in favor, with Chairman Mathis
abstaining.

Chairman Mathis requested nominations from the floor for the Alternate Executive
Committee representative on the SANDAG Transportation Commitiee. Mr. Roberts
moved to nominate Mr. Rindone. The vote was 4 to 0 in favor, with Mr. Rindone
abstaining.

it was confirmed that Mr. Rindone had been reappointed as Chula Vista’s
representative on the MTS Board of Directors and that, should this change, Mr.
Rindone would no longer serve as the Alternate.
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2.

MTS: Fiscal Year 2010 Capital Improvement Program (CIP) (FIN 310.1)

Mr. Larry Marinesi, Budget Manager, reviewed the process that was used to
develop the fiscal year 2010 CIP. Mr. Jablonski, CEO, explained that the FY 2009
budget included $29 million in federal funding that was used for Preventative
Maintenance (PM), a level that was approved by the Board in 2004. Mr. Jablonski
stated that there is total of $41 million in federal funding that could be used for PM
and stated that staff proposes using that entire amount and replacing it in the CIP
with local funding. Mr. Jablonski stated that the use of local dollars in the CIP is
preferable because local dollars can be collected and held until needed and will
generate interest in the meantime. He stated that federal dollars have to be used in
the year in which they were appropriated and cannot be collected until the
expenses are incurred. He also reported that there are many regulations, audit
requirements, and restrictions on the use of federal funding, while MTS can simply
follow its own policies when using local funding. Mr. Jablonski confirmed for Mr.
Rindone that this agenda item will be presented to the full Board. Mr. Jablonski
advised Mr. Ewin that the $41 million level of federal funding used for PM and the
swap of local funding to replace the federal funding in the CIP will be ongoing.

Mr. Marinesi then provided an overview of Proposition 1B funding that MTS has
used and expected to receive. He reported that MTS applied for and received
$27.8 million, which was used to purchase new buses, and that the remaining
Proposition 1B funding is now in jeopardy. Ms. Cooney stated that MTS received a
letter from the State of California asking that no further applications be submitted
for this funding as it has been frozen. Mr. Jablonski reported that Proposition 1B
funding requires construction to begin within three years. He stated that since it
was not certain that SANDAG would be ready to begin construction on the
Blue/Orange Line Rehabilitation project in the three-year period, it was decided to
purchase buses with the Proposition 1B funding already received. He reported that
the funding originally allocated for buses is now allocated for rail rehabilitation and
will remain allocated until the funds are used for that project.

Mr. Marinesi then reviewed highlights of the fiscal year 2010 CIP. Mr. Jablonski
reported that MTS is already working on the Blue/Orange Line Rehabilitation
Project. He stated that a consultant is being used to develop a plan for the
integration of low-floor cars and rehabilitation of the Blue Line that will allow
operations to continue during construction. He stated that he will be giving a full
presentation on the progress to date to the full Board in February or March. He
confirmed for Mr. Roberts that C Street is part of the project and then reviewed the
basic plan that will be used to continue operations on the Biue Line while
consiruction is underway. He reported that the consultant working on this project
will be writing a scope of work, developing specifications, and will be priorifizing the
various elements of the project because MTS may not be able to fund the entire
project. Mr. Jablonski also reported that the staging of this proiect is very camplex.

Mr. Jablonski stated that MTS is trying to position itself for economic stimulus
funding for the Blue Line rehabilitation, the two bus maintenance facilities that need
{0 be buill, and the purchase of rail cars.
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Mr. Marinesi reviewed the five-year outlook of funding levels compared to CIP
requests. He then reviewed staff’'s recommendations as outlined in the agenda
item.

Mr. Jablonski reported that MTS will have replaced all of its older coaches after the
next bus purchase is completed in September/October and added that this
purchase may be not be completed if service cuts are implemented. He advised
Mr. Roberts that the $27 million in funding purchased 50 new coaches. Ms. Claire
Spielberg, Chief Operating Officer — Transit Services, reported that 50 forty-foot
buses as well as 26 articulated buses have been purchased in total. Ms. Spielberg
reported that MTS is receiving up to $5,000 at auction for buses that are retired.
Mr. Jablonski reported that the money from these sales is placed in the General
Fund.

Action Taken

Mr. RIndone moved to (1) approve the fiscal year 2010 Capital Improvement
Program (CIP) with the estimated federal and nonfederal funding levels
(Attachments A and B). As the federal appropriation figures are finalized and/or
other project funding sources become available, allow the Chief Executive Officer
(CEO) to identify and adjust projects for the adjusted funding levels with the
understanding that periodic updates be given to the Executive Committee for any
adjustments that exceed $500,000; (2) recommend that the San Diego Association
of Governments (SANDAG) Board of Directors approve the submittal of federal
Sections 5307 and 5309 applications for the MTS fiscal year 2010 CIP (shown in
Attachment A) after the federal appropriations are finalized; (3) approve the $12.5
million Preventative Maintenance increase and, in turn, swap Transportation
Development Act (TDA) funding from operations to the CiP. There would be no net
change to operations or capital; this exercise would simply provide more flexibility
in funding within the CIP and would permit the agency to expend federal funding
more quickly; (4) approve the transfer of $1,627,724 from previous CIP projects to
the fiscal year 2010 CIP; (5) approve the transfer of $27,787,888 in nonfederal
funding from previous fiscal year CIP projects to fiscal year 2010 Blue Line
Rehabilitation (11266) to reflect the receipt of Public Transportation Modernization,
Improvement, and Service Enhancement Account (PTMISEA); (6) approve the
transfer of $3.1 million of nonfederal funds currently allocated to the East County
Bus Maintenance Facility (ECBMF) in exchange for $3.1 million of federal funding
currently allocated to bus procurement projects in fiscal year 2010; and (7)
recommend that the SANDAG Board of Directors approve the amendment of the
Regional Transportation Improvement Program (RTIP) in accordance with the fiscal
year 2010 CIP recommendations. Mr. Ewin seconded the motion, and the vote
was 5 to 0 in favor.

MTS: Legislative Update (LEG 410)

Ms. Sharon Cooney, Director of Government Affairs and Community Relations,
provided the Executive Committee with an update on state and federal legislative
activity. Ms. Cooney reported that the legislature has proposed cutting State
Transit Assistant (STA) funding in half, and the governor's proposal cuts $10 million
this year (75 percent) and $14 million going forward (elimination of the program
altogether). Mr. Jablonski reported that MTS was expecting $14 million in STA
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funding this fiscal year and has received only one quarter's payment. He stated
that MTS will have a shortfall of $4 million to $5 million if no further STA funding is
received. He stated that if that figure is added to the reduction in funding from
sales tax revenues and TransNet, the shortfall totals $18 million. Mr. Jablonski
added that Congress may view California’s elimination of STA as a lack of
maintenance of effort and may be hesitant about giving California economic
stimulus funding as a result. He further advised the Committee that the Budget
Development Committee met in December to discuss this matter, and staff and the
Committee are proceeding with plans to right-size the organization. Mr. Marinesi
informed Chairman Mathis that the Budget Development Committee will probably
have a meeting in February, assuming the state has an approved budget by then.

Ms. Cooney reported that President-Elect Obama and Congressman Oberstar,
Chairman of the House Transportation and Infrastructure Committee, have been
discussing an $80 billion allocation for infrastructure with a significant portion going
to transit. Mr. Jablonski reported that SANDAG led an effort to develop a list of
projects for which this funding could be used. He added that no priorities were
assigned to the projects on this list, which would be required if this funding is
approved by Congress. Mr. Roberts requested a copy of this list. Ms. Cooney
confirmed that the list only includes projects that can be started in the next year and
therefore does not include the Mid-Coast Rail Project. Mr. Jablonski stated that
Congress is against earmarks so the funding will most likely be allocated on a
formula basis. He added that there is no information available on how the money
would be distributed and added that the project list is subject to change. He added
that there has also been some discussion about using some of the infrastructure
funding for new starts, which would allow San Diego to use this particular funding
for the Mid-Coast rail project. Mr. Rindone requested that Ms. Cooney determine if
the E or H Street grade-separation projects are on the road-projects list. He also
asked that consideration be given to putting South Bay BRT projects on the new-
starts list.

Mr. Jablonski informed Committee members that he may go to Washington D.C. in
the near future to assess progress and provide input on these issues. He reported
that Congress may be realizing that it doesn’t have the money to spend and may
give loans instead of grants. He stated that the region needs to be prepared to
move quickly when the money becomes available but shouldn’t consider this
funding a certainty.

Action Taken

Mr. Roberts moved to receive a report on relevant state and federal legislative
activities. Mr. Rindone seconded the motion, and the vote was 5 to 0 in favor.

MTS: Compass Card Impiementation (CIP 11457)

Mr. James Dreisbach-Towle, SANDAG Program Analyst, reminded the Committee
that implementation of the Compass Card Program has been delayed until March
1, 2009. He reported that software changes are underway to accommodate the
continuation of calendar-based monthly passes, and testing should begin
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February 1. He stated that the cost of reprogramming the Ticket Vending Machines
(TVM'’s) is estimated to be about $115,000. He also reported that the first riders to
be introduced to the Compass Card will be the Premium Express riders, who will be
required to convert to the Compass Card on March 1. He stated that marketing
and education of these riders will begin in February. He stated that Sprinter
customers will be added in May, and the remainder of the region’s riders will be
introduced to the program in July. He stated that this last group consists of 65,000
pass holders. He also reported that paper passes will be eliminated at this time.

Mr. Dreisbach-Towle reported that all equipment for tapping on with a Compass
Card has been installed and is currently being tested, which will continue until
March 1. He reported that there are 150 people on a number of different teams
working toward the March 1 implementation. He added that these teams report to
an Executive Team that is overseeing the project.

In response to a question from Chairman Mathis, Mr. Dreisbach-Towle reported
that Compass Cards will become activated at the time of purchase rather than at
the first tap-on as originally planned. He stated that pass holders therefore will not
be able to purchase their first Compass Card over the internet but will be able to
reload their cards in this manner.

Mr. Jablonski reported that the next week will be really critical to an on-time
introduction of this program and added that there are still many software issues that
need to be resolved. He also reported that they are still working on the TVM
screen displays and default settings and changes to the farebox displays on buses.
He also reported that marketing materials need to be issued ahead of the
introduction.

Action Taken

Mr. Rindone moved to receive a status report on development and implementation
of the Compass Card fare system. Mr. Ewin seconded the motion, and the vote
was 5 to 0 in favor.

REVIEW OF DRAFT JANUARY 15, 2009, BOARD AGENDA

Recommended Consent ltems

There was no additional discussion of the recommended Consent Items.

Recommended Board Discussion Items

There was no discussion of recommended Discussion ltems.
REVIEW OF SANDAG TRANSPORTATION COMMITTEE AGENDA

Ms. Cooney reported that the next Transportation Committee meeting is January 16, 2009.



Executive Committee Meeting Minutes
January 8, 2009
Page 6

F. COMMITTEE MEMBER COMMUNICATIONS AND OTHER BUSINESS

Trolley and Bus Operations for Playoff Game: Mr. Roberts reported that bus and troliey
service was extremely efficient and effective for the recent Chargers playoff game. He
also reported that people were raving about the new NABI buses. Mr. Rindone pointed
out that most fans stayed until the end of the game making this accomplishment even
more meaningful. Mr. Jablonski stated that MTS carried about 1/3 of the fans that day,
which demonstrates that when transit is in the right place with the right facilities, it is a very
good choice. Chairman Mathis requested that the Committee’s compliments be passed
on to staff. Mr. Roberts expressed concern that trains leaving the Old Town Transit
Center were full and could not pick up additional passengers at stations between Old
Town and Qualcomm Stadium. Mr. Wayne Terry, Chief Operating Officer — Trolley,
reported that MTS provides loop service between Qualcomm and Hazard Center.

G. PUBLIC COMMENTS

Elyse Lowe, Executive Director, Move San Diego: Ms. Lowe introduced herself and
reported that her organization believes in Smart Growth and Transit-Oriented
Development. She stated that without efficient transit, there is no Smart Growth. She said
that her organization would be advocating for strong transit as part of the Regional Transit
Plan.

Clive Richard: Mr. Richard referred to an internal audit report that identified a process that
occurred but shouldn’t have. He reported that he was happy to see that management, in
its response, indicated that this was particular process was not standard operating
procedure and is no longer happening. He also stated that a more serious effort has to be
undertaken to gain funding for transit. He suggested that MTS ask all of its riders to put
$15 on a Compass Card and challenge them to use it to see how well it works.

H. NEXT MEETING DATE:

The next meeting is scheduled for Thursday, February 19, 2009, at 9:00 a.m., in the
Executive Conference Room.

I. ADJOURNMENT

Chairman Mathis adjourned the meeting at 10:28 a.m.

Chairman

Attachment: A. Roll Call Sheet

gail.williams/minutes



EXECUTIVE COMMITTEE
METROPOLITAN TRANSIT SYSTEM

ROLL CALL
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PRESENT ABSENT
BOARD MEMBER (Alternate) (TIME ARRIVED) (TIME LEFT)
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RINDONE (VC) (Chair Pro Tem) |
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619.231.1466 FAX 619.234.3407

Agenda Item No. C1

JOINT MEETING OF THE EXECUTIVE COMMITTEE FIN 300
for the
Metropolitan Transit System,
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 12, 2009

SUBJECT:
MTS: NATURAL GAS HEDGE PROGRAM

RECOMMENDATION:

That the Executive Committee forward a recommendation to the Board of Directors to
approve the:

1. Natural Gas Hedge Program;
2. Core Aggregate Transfer (CAT) Program; and
3. Natural Gas Hedge policy, including the designation of the Chief Executive

Officer and Chief Financial Officer as the administrators of the policy and
authorize administrators to execute hedges in accordance with this policy.

Budget Impact

None at this time.

DISCUSSION:

MTS combined operations will spend over $11 million on compressed natural gas (CNG)
in FY 2009. Due to this large volume and the price volatility in the market of this
commodity, staff researched the viability of a CNG hedge program.

Metropolitan Transit System (MTS) is comprised of the Metropolitan Transit Development Board (MTDB) a California public agency, San Diego Transit Ccrp., and San Diego Trollsy. Iric.,
in cooperation with Chula Vista Transit and National City Transit. MTS is Taxicab Administrator for eight cities. MTDB is owner of the San Diego and Arizona Eastern Railway Company.

MTDB Member Agencies include: City of Chula Vista, City of Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemcn Grove, City of National City, City of Paway,
City of San Diego, City of Santee, and the Gounty of San Diego.



In July of 2008, staff went to bid for a consulting firm to evaluate current CNG spending,
recommend a strategy for future spending, and focus on creating budget certainty within
these costs without any negative impacts on operations. In September of 2008,
McDonald Partners, Inc. was selected as the consultant for this project.

McDonald has completed its analysis reviewing existing spending and the various
alternatives in the marketplace. McDonald submitted the attached Natural Gas Hedging
Strategy (Attachment A). As part of the strategy, McDonald recommends participation in
SDG&E'’s Core Aggregate Transport (CAT) Program, which would allow MTS to
purchase CNG from competitive suppliers at market prices. McDonald also
recommends using a commodity swap to hedge future CNG prices.

The proposed Natural Gas Hedge Policy is included as Attachment B.

Paul C—Jabtoreki

Chief Executive Officer

Key Staff Contact: Larry Marinesi, 619.557.4542, |arry.marinesi@sdmts.com

FEB12-09.C1.GAS HEDGE PROG.MTHOMPSON.doc

Attachments: A. Natural Gas Hedging Strategy
B. Natural Gas Hedge Policy Board Only Due to Volume
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Natural Gas Hedging Strategy

Submitted to:

The San Diego Metropolitan Transportation System

McDonald Partners, Inc. December 18, 2008
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MTS Hedging Strategy

Introduction and Overview

The San Diego Metropolitan Transit System (“MTS”) retained McDonald Partners to evaluate
hedging strategies to address the variability in MTS’ budget due to fluctuation in the price of
natural gas. The following discussion addresses key elements of a natural gas hedging strategy
and the factors that can influence the success of any hedging program. The discussion includes
an examination of alternative hedging products, an evaluation of SDG&E’s transport only
service option and McDonald Partners’ recommendations for achieving MTS’ hedging goals.
The discussion concludes with additional recommendations for policies and procedures to ensure
the success of a gas price risk management strategy.

Section One
MTS’ Fuel Expense and Hedge Program Goals

MTS is currently a “core” customer of San Diego Gas and Electric Co. (“SDG&E”), a subsidiary
of Sempra Energy. SDG&E is an investor owned utility whose retail rates are regulated by the
California Public Utility Commission (“CPUC”). MTS currently spends in the range of $3.0-
$3.25 million each year for natural gas, before transport costs.

MTS receives gas service from SDG&E under a tariff specifically designed for customers using
natural gas for motor vehicle fuel. In accordance with this tariff, MTS pays a two part
volumetric rate for the gas it consumes each month. The larger portion of the bill is a Gas
Procurement Charge (“GPC”) which includes SDG&E’s weighted average cost of gas
(“WACOG”) and certain additional fees. Since the CPUC allows SDG&E to pass its actual
natural gas cost on to its retail customers, the GPC is calculated each month and can vary
significantly within a budget year. The smaller portion of the bill is a Transportation Charge that
reflects SDG&E’s fixed costs associated with the procurement, transportation and storage of
natural gas and the recovery of regulatory and other administrative expenses. This smaller
portion of MTS’ bill does not vary significantly within a budget year.

The monthly variance in SDG&E’s WACOG reflects changes in the commodity price for natural
gas generally, as well as the impact of SDG&E’s withdrawals from storage. As a Sempra
company, SDG&E’s gas procurement is combined with procurement for SoCal Gas, serving the
Los Angeles area. Together, SoCal Gas and SDG&E have an extensive underground storage
system that allows the companies to purchase and store natural gas when demand and prices are
generally low. During the winter months when
the market price for gas can be relatively high,
SDG&E can supplement market purchases with
less costly gas released from storage. As a result,
SDG&E is able to mitigate the volatility in the
natural gas market to some extent.

WACOG Variability within Fiscal Year

As the chart at right indicates, deviations in
WACOG within a fiscal year have ranged from

FY 06 FY 07 FY 08 FY 09to
$3.00/MMBtu to nearly $7.50/MMBtu, with an _ Date
average variability of $5.27/MMBtu over the last (e o Py ]
McDonald Partners 1



MTS Hedging Strategy

four fiscal years. With MTS’ FY08-09 estimated consumption of nearly 462,000 MMBtu of
natural gas, this volatility represents the potential for budget swings in the range of $2.0-2.5
million per year. In periods of extremely high volatility, such as the current fiscal year, MTS
could encounter substantially greater budget volatility.

Program Goal

There are numerous reasons why participants in the natural gas market hedge price volatility.
Some strategies are designed to limit losses for producers, some are designed to limit expenses
for consumers and some are designed for speculation. With potential budget variability due to
natural gas price volatility in the range of $2.0-2.5 million, MTS should develop and execute a
commodity price hedge strategy to mitigate budget uncertainty. A hedge program designed to
meet this goal will not necessarily generate annual savings, but will provide a gain to offset high
gas bills if market prices rise and a loss that will be offset by lower gas expenses if gas prices
fall. A program with this objective does not involve speculation and would not require MTS
policy makers or staff to take a position on the direction of market prices. If properly designed
and implemented, the program will result in total natural gas costs, inclusive of the hedge, that
will be within a narrow band of the natural gas component of MTS’ annual budget.

Section Two
WACOG Overview

Because WACOG is a price derived by the actions of SDG&E there are no products that are
designed to hedge WACOG directly. As a result, so long as SDG&E continues to receive service
under its current tariff, any hedging strategy will include the risk that the hedged price, WACOG,
differs from the commodity price hedged. This risk is known as basis risk.

As the map on the following page illustrates, several interstate pipelines connect to the
SDG&E/SoCal Gas pipeline system at the Southern California border. This pipeline network
permits competition between in-state supplies and imported gas from four major producing
regions. Prices quoted at the Southern California border reflect the price of gas at its source and
the cost to transport the gas to the border. Competition among suppliers results in converging
prices at the border location.

McDonald Partners 2
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Western North American Natural Gas Pipelines
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WACOG monthly prices are highly correlated with monthly prices at the SoCal border. Gas
purchasers with large loads, such as SDG&E, typically buy gas on a monthly basis. As we
would expect, WACOG prices are more highly correlated to the first of month index than to the
monthly average of daily index prices. There are several publications that publish a price index
which represents the mean price of all of the reported transactions for the following month that
take place during the last week of trading prior to the delivery month. This index, which is
referred to as the SoCal Border First of Month Index (“SoCal FOM Index”), is widely used to
hedge gas prices at the Southern California border.

Although the average annual difference between WACOG and the SoCal FOM Index is
relatively small, there can be discrepancies of as much as $ 0.99/MMBtu in any given month.

McDonald Partners 3
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This difference is due to SDG&E’s storage component. As the
table at right indicates, although the variance can be significant

Monthly Basis AW ACOG-NGI SoCal)
S/MMBtu

from year to year, there are patterns that can be seen over a three Last12  Avg Last3
year average. In particular, WACOG was, on average, above the Months  Fiscal Yrs
monthly border price during the winter heating months over a Jul 077)  (0.26)
three year period and below the monthly border price during the ’;‘;ﬁ Eg‘gi; Eg';g;
summer air conditioning months. If SDG&E has large amounts Oct 047 (0.07)
of stored gas that must be burned when weather is mild and Nov 033 (0.81)
prices fall, WACOG will be above the monthly market price. ?:; (g;;) 8:;2
Feb (0.36) 0.14
The chart at right further indicates that over the last three fiscal Mar (042) 0.36
years, the basis differential has averaged negative $0.04/MMBtu. 1\’;:; (g'ff» ((()):(5);)
At this level, and with average gas price in the range of Jun (0.18) 0.06
$6.50/MMBtu, the basis differential is sufficiently small (0.6%)
that we believe a WACOG hedge based on the SoCal Border Average 018 O

FOM Index will be reasonably effective over a twelve month budget period.

Section Three
Core Aggregation Transport Service

MTS is currently a “core” customer receiving bundled service from SDG&E. Core customers
receive reliable supplies of natural gas and are rarely subject to curtailment. For this reason,
MTS has expressed a desire to remain a core SDG&E Customer. As part of this analysis, we
have explored an option in SDG&E’s gas tariff which has the potential to lower MTS’ overall
gas costs, reduce budget risk and allow MTS to remain a core customer. This option is
participation in SDG&E’s Core Aggregation Transportation (“CAT”) program. The CAT
program allows core customers to purchase natural gas directly from competitive suppliers,
rather than from SDG&E. As a participant in the CAT program, MTS would continue to receive
gas transportation and distribution services from SDG&E, but would purchase the gas
commodity from a competitive supplier, known as a gas service provider (“GSP”). SDG&E
would continue to own and maintain the gas lines that deliver the gas to the current MTS
delivery locations, and would continue to bill MTS for providing the gas transportation and
distribution services. The CAT program requires SDG&E to provide standby gas service (back-
up supplies) to ensure reliability for the customer and does not impact MTS’ curtailment priority.

The transport component of the tariff for natural gas vehicles is the same whether or not the core
customer purchases natural gas from SDG&E or an alternative provider. Likewise the core
customer is required to pay public benefits charges based on the delivered volume regardless of
where gas is procured. The difference is in how the gas commodity is priced and what adders
are charged. A bundled customer pays the GPC rate for the commodity in addition to a franchise
fee of 1% for service within the City of San Diego. The CAT customer pays a negotiated fee for
gas supply in addition to a customer procurement surcharge for franchise fees (Schedule GP-
SUR). The gas fees are paid to the alternate supplier and the franchise fees are paid to SDG&E.

The primary advantage MTS receives from purchasing gas from SDG&E is the ability to benefit
from SDG&E’s use of storage facilities. However, the Gas Procurement Charge assessed by
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SDG&E includes additional charges for certain intra-state gas

transportation facilities, procurement related overhead and FYO06 FYO07 FYO08 FY0I
regulatory expenses (“WACOG Adders”). We have A{:’gl géz g:zz 322 8;;
reviewed three full fiscal years of San Diego’s GPC and have Sep 058 062 051 067
found that the average WACOG Adders for each year have Oct 056 060 046  0.66
been a relatively constant $.55/MMBtu. The question before Ig:‘é g:gg 8:22 g:gg 0;49
MTS, then, is whether the storage value is greater than the Jan 046 043 045

savings that would result from eliminating the WACOG Feb 047 048 046

Mar 0.50 0.54 0.54
Apr 0.50 0.52 0.53
May 0.53 0.56 0.61

To answer this question, we discussed the CAT program with Jun 056 063 067
two different GSPs. We found that both providers would
price the commodity at a spread to the So Cal Border First of
Month Index. Spreads ranged from $.05-$.20/MMBtu. Assuming a spread in the range of
$.10/MMBtu and the average WACOG basis for the last three years, our analysis shows that
MTS might realize a benefit in the range of $.25/MMBtu, or $120,000/year, from participation in
the CAT program. A simplistic summary of our analysis appears below. The full analysis
appears in Appendix A.

Adders associated with this service.

FY Avg 0.54 0.55 0.55 _ N/A

General Gas Procurement Cost (S/MMBtu)

Bundled Core Customer CAT Customer
WACOG= So Cal Index + ($0.04) Gas Cost= SoCalIndex+  $0.10
WACOG Adders* = $0.55 Surcharge** = $0.17

City Franchise Fee**
Total Expected Cost

$0.04 Estimated GPC= So Cal Index+  $0.27
So Cal Index +  $0.55

* Includes some Franchise Fees **Franchise Fees estimated on $6.25/MMBtu

We have performed several sensitivities on this analysis. Obviously, the benefit is driven by the
adder charged by the GSP and the WACOG basis. In years when gas prices are rising and
SDG&E utilizes gas that was stored at lower prices (larger negative WACOG basis) the benefits
will be reduced. Similarly, if MTS has to pay the higher end of the range of prices quoted by
GSPs, the benefits will be approximately half of our projections.

Another consideration that could impact this
comparison is how variations in monthly gas Sl Eer——— ——
consumption would be managed and priced. At | T T
present, MTS simply pays for whatever volume of
gas is consumed at the then current GPC rate without
regard to variability in the amount of gas consumed. ] Ana M A -
Gas purchased from a GPS through the CAT | amf—t V¥~ "1
program, on the other hand, is generally based ona | eof—-"-"—F——"""-—"—
fixed quantity per month. The GPS will generally | “ s 575 s 5 2 5 5 = 5 ¢

SO Cal FOM Index-Average Daily Index

(SMMBtu)
E

4 > W f $3553§533335333813
agree to assume some volume risk within a specified RERERERERERERE

range. A band of +/- 10% seems to be fairly
common. Volumes above the 10% band would be priced at the daily index. If the volume falls
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below the 10% band, MTS would effectively have to purchase the minimum volume at the
monthly index price and sell the unused volumes back to the GSP at the daily price. We do not
believe this is a significant risk based on our analysis of MTS’ historical load since MTS’ load is
fairly constant and predictable. Moreover, our analysis of daily prices indicates that over the last
seven years, the difference between the monthly average daily price and the first of month index
price was within +/- $1.70/MMBtu at least 95% of the time. So, not only would MTS’
consumption rarely fall outside of the 10% band, the cost of doing so would be fairly minimal. A
summary of the effect of changes in volume on the savings from the CAT program is included in
Appendix A.

Participation in the CAT program is relatively simple and begins with the selection of a GSP.
Once this selection has been made and the necessary contracts are in place with the new supplier,
an application is submitted to SDG&E and the switch-over usually takes place at the beginning
of the next month. For billing, MTS would have the option of continuing to receive a bill for
transport only (including franchise fees and public benefits charges) from SDG&E, or receiving
a consolidated bill from the GSP. Bundled customers who switch to CAT service are required to
take the service for a minimum of twelve months.

Participation in the CAT program on the pricing basis discussed above would still leave MTS
exposed to gas price volatility. All of the financial hedging options discussed herein are
applicable whether or not MTS chooses to shift service to the CAT program. The CAT program
does have the added benefit of eliminating the WACOG basis risk. Removing this risk will
result in hedges that are far more effective in providing certainty with respect to monthly cash
flows and slightly more effective in providing budget certainty over a budget year.

Section Four
Alternative Hedge Strategies

There are several ways that MTS can accomplish near budget certainty. The choice of a hedge
strategy will primarily depend on:

Effectiveness of Hedge
Cost of Hedge
Counterparty Credit Risk
Execution Risk
Administrative Burden

Hedging Strategies

Hedging strategies are considered in two major categories, physical and financial. The strategies
differ with respect to cost, counterparty risk, administrative burden and effectiveness. The most

appropriate hedge strategy will depend on the user’s needs and can vary based on anything from

staffing requirements to formal approval policies.

Physical Hedge

Under the CAT program, MTS could hedge its exposure to gas price volatility by purchasing a
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portfolio of fixed priced gas supplies instead of the index pricing described above. In this case,
the supplier would essentially embed the hedge into the fixed price provided to MTS. Since the
CAT program requires the MTS to appoint a single GSP, this strategy would involve much less
price transparency and carries the risk that the MTS is a price-taker from a single source. We
anticipate there would also be some added premium in the fixed price for the volume risk borne
by the GSP since this risk is more difficult to manage on a fixed price basis. For these reasons,
if MTS elects to take part in the CAT program, we believe that the most efficient and cost
effective approach would be to separate the gas procurement from the hedge. MTS’ gas supply
would be based on index pricing, and a separate hedge would be executed to manage price
exposure. We have assumed that is the case for the remainder of this discussion.

Another physical option available to MTS is to use physical contracts to buy and sell gas at the
southern California marketplace. This strategy would involve purchases that are completely
separate from the gas MTS buys for consumption and would be specifically designed to achieve
budget certainty. Prior to the beginning of each budget cycle, MTS would buy gas in
approximately the quantity it expects to consume in each month of the coming fiscal year for
delivery at the SoCal Border. At the end of each month, during “bid-week”, MTS would sell the
gas it previously purchased for the coming month rather than have it delivered. The sale price
would approximate what MTS would pay either to SDG&E for the WACOG portion of its
monthly gas bill or to MTS’ GSP under the CAT program. Gas purchased and sold in this
manner would require MTS to enter into standard master trading agreements developed by the
North American Energy Standards Board (“NAESB”) with several gas marketers in order to
ensure competitive pricing and to manage counterparty credit risk. This strategy is illustrated on
the attached Exhibit I.

A physical hedge of this style will not result in MTS receiving exactly the SoCal FOM Index.
As mentioned above, the index is intended to be an average of all reported transactions in the
market during bid-week. By definition, some transactions are executed below the index price
and some above. For the month of December 2008, Platts Energy Trader reported the following
month end prices:

Southern California Gas Co. - December 2008

Range Volume Deals
$5.24 to $5.95 $5.51 212,000 36

In this case, transactions were done as much as $.44/MMBtu away from the published Index
price. If MTS purchased gas at a price that at the time was in the range of $.25/MMBtu above
what the market anticipated the index to be, and later executed a sale transaction at $.25/MMBtu
below the SoCal FOM Index, the “cost” of MTS’ hedge could be as much as $.50/MMBtu, or
approximately $230,000 per year. Of course it is unlikely that MTS would consistently be this
far at the outer extremes of all executed transactions, but the range underscores the risk
associated with this approach to hedging. In addition, this form of physical hedging would
involve a significant administrative burden since MTS would have to execute trades at the end of
each month and would need to have trading agreements in place with several bidders to ensure
that these transactions are executed at the most efficient price. :

McDonald Partners 7



MTS Hedging Strategy

Financial Hedges

There is a very deep and liquid financial market that can be used to develop an alternative
hedging strategy. Natural gas hedges are generally based on a futures contract listed on the New
York Mercantile Exchange (‘NYMEX”). Hedgers can buy and sell the contract directly through
the exchange, or execute privately negotiated transactions that are based on the contract.

Hedging with NYMEX Futures

Hedging with futures involves buying a contract for the future delivery of natural gas in a
specified month. The NYMEX contract is actually a physical contract. We consider it a
financial hedge however, since most futures positions are reversed just prior to the month the
commodity is to be delivered. By closing out the physical transaction, cashflows are simply
exchanged and no gas flows. The physical nature of the contract, however, keeps the financial
market in line with the price of transactions in the physical market. At the time the contract
expires (the last trading day before the gas is to be delivered), futures prices and physical market
prices converge.

The NYMEX contract is a standard contract for 10,000 MMBtu/month of gas to be delivered at
the Henry Hub marketplace in Louisiana. The benefits of hedging with the contract are
standardization, deep liquidity, low transaction costs and very low credit risk. The exchange acts
as a clearing house and all parties transact with the exchange. The exchange itself, which is now
part of the CME Group, has a counterparty credit rating of Aa3/AA. In addition, the exchange
provides transparency in pricing.

There are several drawbacks to hedging directly with NYMEX futures contracts. First, the
nature of the physical futures transaction requires that MTS execute a close-out trade at the end
of each month. Like the physical hedge described above, MTS may or may not close out at
exactly the listed contract closing price. To reduce the administrative burden of executing a
second transaction for small users and reduce transaction risk around closing, NYMEX has
introduced a smaller (2,500 MMBtu/month), financial contract that settles at the NYMEX
closing price. This contract, the miNY Natural Gas Futures, enables the purchaser to receive, or
requires the purchaser to pay, the difference between the purchase price of the contract for a
given month and the closing price of the NYMEX Natural Gas Futures contract for the same
month. While clearly more convenient, there is little liquidity in the miNY contract beyond four
months. For this reason, we believe the basic NYMEX futures contract is a more appropriate
hedging tool should this option be selected.

A second drawback to hedging with NYMEX Futures is that there can be a substantial
differential between the price of gas in Louisiana and the southern California border. To have a
relatively effective hedge, MTS would have to execute additional contracts to manage this basis
differential. The exchange has recently offered a Basis Swap contract, which is a financial
contract cleared through the NYMEX clearing system, ClearPort. The market for this product
has historically been a dealer to dealer market. It is difficult to determine the volume of
transactions that have migrated to the exchange at this time. This contract is, however, clearly
not as liquid as the NYMEX natural gas futures. The NYMEX Basis swap contract is for 2,500
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MMBtu/month and must be purchased or sold in quantities that are multiples of the number of
days in the month. Since the contract is a financial and not a physical contract, it does not
require MTS to reverse the transaction prior to the hedged month. It does, however, add a third
transaction (in addition to the original purchase and close out sale) for each month hedged.
Thus, hedging with NYMEX futures will require 36 separate transactions each year. An
illustration of this strategy for a single month is included as Exhibit II.

Third, to preserve its credit rating, NYMEX/CME has strict margin requirements. To hedge
MTS’ current annual requirement, we expect the minimum margin requirement for the
combination of NYMEX futures and NYMEX SoCal Basis Swaps to be in the range of
$500,000. Since the margin is to protect the exchange from a failure to settle a closed position,
the margin requirement fluctuates regularly with market prices. MTS could be required to post
additional security on short notice.

Fourth, in order to transact in NYMEX futures, hedgers must become a member of the NYMEX
Exchange (through the purchase of a “seat”) or have an account with an exchange member. For
an entity such as MTS who will transact relatively infrequently, it is far more economic to open a
futures account with a NYMEX member firm. Margin requirements are lower for customers
having an account at one of approximately 40 NYMEX Clearing Member Firms. Trading
requires execution through a broker who transmits the trade to the Member’s representative on
the exchange trading floor.

In summary, whether MTS remains a SDG&E gas customer or participates in the CAT program
with an index based supply contract, a hedge program based on NYMEX futures contracts can be
constructed that will very effectively mitigate wide swings from MTS’ budget for gas purchases
with very little credit exposure. The program could require frequent margin posting and would
require the execution of monthly close-out trades and basis swaps as well as payment of account
maintenance fees.

Hedging with Commodity Swaps

In lieu of executing individual futures contracts for each month hedged, a market has developed
for commodity swaps that combine hedges for multiple months in a single transaction. A
commodity swap is a purely financial transaction that does not require an offsetting transaction
on a monthly basis. The two parties agree to exchange prices for an agreed upon quantity of gas
each month. A commodity swap hedge would result in MTS paying a fixed price to a swap
counterparty in exchange for the SoCal FOM Index. The fixed swap price reflects the present
value of the prices for each month available in the futures market. An illustration of the natural
gas swap hedge appears in Exhibit III.

The market for commodity swaps is fairly broad. Commodity swaps are generally executed
directly between two counterparties and not traded on an exchange. Many of the country’s large
financial institutions make markets in commodity swaps. Other major players include gas
producers and marketers who use the contracts to both trade and hedge their underlying physical
positions. Commodity swaps are executed using standard documentation developed by the
International Swap and Derivatives Association, (the “ISDA”). The ISDA is a master agreement
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that only needs to be negotiated once. Subsequent transactions are executed by separate
confirmation agreements that are attached to the master agreement.

The benefits of a commodity swap are its ease of execution, customization in quantity and term,
low administrative burden and high hedge efficiency. Because the swap and futures market can
be easily arbitraged if they are out of line, pricing in the swap market reflects the same forward
pricing available in the futures market. The swap counterparty is generally not in the transaction
to speculate and will typically offset its exposure by executing a similar but opposite swap, or by
buying or selling futures contracts. The swap counterparty makes money through a bid-offer
spread on the swap. The mid-swap price is the price that can be achieved in the futures market.
The mid-offer transaction fee is approximately $.01-$.02/MMBtu for swaps with a term of five
years or less.

Swaps can be customized with different quantities for each month. The transactions can also be
easily done for periods of one month to up to five years. Because the swap counterparty pays the
SoCal FOM Index, the swap eliminates the risk that a monthly close-out transaction is not
executed at or very close to the index that was the basis for the hedge.

The major risk to MTS in hedging with a commodity swap is counterparty credit risk. If MTS
were to execute a swap and expected to receive the SoCal FOM Index, MTS would be left
unhedged if the counterparty should default on its obligation. Unlike an exchange which clears
all transactions, bi-lateral transactions in the swap market require careful credit review prior to
execution. Counterparty credit risk is typically managed either by (i) executing commodity
swaps only with highly rated counterparties, (ii) minimizing the term of the transaction, or (iii)
requiring collateral for the market value of the transaction less some threshold amount. With
MTS’ revenue bond ratings of A1/A, we do not believe that MTS would have any significant
collateral requirements, or credit expense, associated with a commodity swap. MTS should limit
its exposure by requiring a collateral agreement from the swap counterparty.

Another drawback of the commodity swap is that the market does not offer the same
transparency as the futures market. The market does, however, very closely match the futures
market, so it is possible to monitor the value of the swap over time. At the time a swap is
executed, it is typical to obtain two or more live bids from counterparties who are prepared to
transact. Should MTS select this hedging option, we recommend that prices be obtained from at
least three counterparties to ensure the transaction is executed at the best possible price.

Caps, Collars and Floors

Additional financial products that are used for hedging commodities prices include options such
as caps, floors and collars. Like commodity swaps, these products are bi-lateral contracts
executed under the ISDA master agreement. The options are used more like insurance policies
and do not effectively hedge the fixed price at the time the option is purchased. A cap will limit
an end user’s exposure to rising gas prices, but will allow the user to benefit if prices fall.
Similarly, a floor will hedge a producer’s risk from falling prices, but will allow the producer to
benefit from rising prices. These options are very expensive if they are purchased at levels close
to market prices. To off-set the price of a close to market call, purchasers of call options often

McDonald Partners 10

A-11



MTS Hedging Strategy

sell floors (thereby agreeing to pay the other party the difference between a market price below
the floor price and the floor price). The combination is known as a collar and effectively limits
gas price risk exposure to a range bound by the cap price on the up-side and the floor price on the
down side. Since MTS’ current goal is to hedge its variance to budget, we do not believe these
are appropriate hedging products for MTS’ purpose.

Section Five
Hedging Strategy Recommendation

We have prepared a comparative analysis of the costs and benefits derived from hedging with
physical transactions, NYMEX contracts and commodity swaps. The analysis is attached as
Appendix B. The analysis indicates that the physical hedging strategy could result in a variance
to budget in the range of $115,000 if the close-out transactions are executed at an average price
that is $.25/MMBtu below the actual SoCal FOM Index. Since the NYMEX and Swap
transactions are settled on the actual SoCal FOM Index, they are far better hedges and will result
in an insignificant variance to budget if all other factors are held constant. With an embedded
transaction cost of $.02/MMBtu, the swap strategy will cost approximately $10,000 more than a
perfectly executed NYMEX futures strategy. Since the futures strategy requires MTS to close-
out the prompt month contract on the last day of trading, it is highly improbable that MTS will
execute the close-out trade at exactly the NYMEX closing price. Even if MTS waits until the
last 15 minutes of trading, a swing of $.02/MMBtu or more is very possible. In our view, the
ease of execution and certain outcome makes the commodity swap the most appropriate hedging
product for MTS. The commodity swap is a highly efficient and low cost hedging tool, which if
executed with appropriate credit protection, will provide MTS with budget assurance and no
significant risk.

The swap will produce gains and losses each fiscal year. When gas prices rise, MTS will receive
the net difference from the hedged swap price and the higher market prices. This gain will offset
the higher than anticipated bills MTS will receive from SDG&E. Conversely, if market prices
fall, MTS will have a loss on the hedge and will have to pay the swap counterparty the
differential between the hedged swap price and lower market prices. This payment will be offset
by the fact that MTS will receive lower than expected bills from SDG&E or its GSP. The
magnitude of the gains and losses for a $2.00/MMBtu swing in gas prices is illustrated in the
table below.

Summary of Commodity Swap Hedge Effectiveness
Based on Projected Volumes for FY 09 and CAT Program
All Other Variables Held Constant

Hedged Gas Actual Gas Total Cost
Price Budgeted Gas Price Billed Gas  Gain/ (Loss) on Including Over/ (Under)
S/MMBtu Price S/MMBtu Price Hedge Hedge Budget
6.16 $2,975,307 4.16 $2,017,982 ($933,163) $2,951,145 ($24,162)
6.16 $2,975,307 6.16 $2,967,171 ($8,363) $2,975,534 $227
6.16 $2,975,307 8.16 $3,916,360 $916,437 $2,999,923 $24,616
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Section Four
Factors that Influence the Success of the Hedge

Each of the hedges described above will provide a fixed price for the volume hedged. MTS will
use the fixed price and quantity hedged in the development of its annual budget. Since we have
determined that WACOG can differ from the SoCal FOM Index price in specific months, a
presumed WACOG basis should be added to the hedged price for budget purposes if MTS
remains a SDG&E bundled customer. Once the hedge is in place and the budget is established,
MTS’ budget variance for gas purchases will be substantially reduced. The variance will not,
however, be zero, due to a number of factors that simply cannot be hedged. These factors
include:

¢ Volume Risk
e SoCal /WACOG Basis Risk (for bundled service)
e CPUC Regulatory Risk

Volume Risk

We have examined MTS’ historical gas use Montbly Gas Use s 2 % of

and found that with a few exceptions the 120% - Average Monthly Volume _
volumes are relatively constant month to B e
month. There are monthly variations that
appear from year to year as illustrated in the
chart at right. These variations, which
indicate slightly lower than average use in
the first quarter and slightly above average
use in the third quarter, may be caused by
calendar issues such as the number of days,
weekends or holidays during a month or

[w Fyos @ Fyo7 @ Fyos)

operational changes such as the delivery of
new gas fueled vehicles to MTS’ fleet. Since SoCal border prices, and WACOG prices, vary by
month, MTS should establish its budget and execute its hedge based on a projection of monthly
fuel requirements. To the extent that MTS’ gas use is higher or lower than projected in any
month, MTS may have a gain or loss on the hedge that will not be offset with gas purchases from
SDG&E or a GSP.

We have designed a hedge strategy that is based on MTS’ projected FY 09 gas volume of
461,864 MMBtu. To evaluate the impact of monthly volume risk, we tested the hedge strategy
using a scenario in which MTS’ hedge and budget assumed the three year average for monthly
gas use as a percentage of the annual total and that MTS’ actual monthly volumes were equal in
each month. We found that this outcome resulted in an additional variance to budget of
approximately $8,000 compared to a scenario in which the volume actually was the same as the
three year average. We conclude that while monthly variations from the hedged volumes will
impact the effectiveness of the hedge, this is a very low and acceptable risk.

Of greater importance is a significant deviation in MTS’ annual gas consumption. A labor strike,
severe service cutbacks or a failure to deliver several busses that were expected on time will
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result in a significantly larger variation from budget. If volumes are significantly less than
projected and gas prices have fallen, MTS will have a loss on the hedge. With lower gas prices
and lower volumes, MTS will also have lower gas bills from SDG&E. The lower bills,
combined with the hedge, will result in a total cost that will still be below budget, however the
average cost/MMBtu of gas consumed will be greater than if the volume of gas consumed was
actually as projected. If higher unit costs are a concern to MTS, a portion of the swap can be
terminated (which will stop any additional losses on the excess hedge) at any time that it
becomes apparent that MTS’ volumes will be substantially below the hedged volumes. As the
table below illustrates, if prices have risen, the gain on the additional volumes of hedged gas will
result in additional savings relative to budget.

Impact of 10% Reduction in Annual Consumption
Hedge Based on Projected Volumes for FY 09 and CAT Program
NYMEX Change +/- $2.00/MMBtu, All Other Variables Held Constant

Hedged Gas Praojected Acrual Gas Actual Fotal Cost

Price Consumption  Budgeted Gas Price Consumption Billed Gas  Gain/ (Lossyon Including  Over/(Under)  Average

SINMBtu (MM Bu) Price SINIM B (MM Btu) Price ITedge Hedge Budecet Gas Price
461,864 $2,975,307 415,677 $1,816,526 ($933,163)  $2,749,689 ($225,618)

6.16 461,864 $2,975,307 6.16 415,677 $2,670,796 ($8,363)  $2,679,159 ($296,148) 6.45

6.16 461,864 $2,975,307 8.16 415,677 $3,525,066 $916,437 $2,608,629 ($366,678) 6.28

We have performed an additional analysis to test the impact of hedging less than MTS’ projected
annual volumes. Gas and electric utilities often take this approach to leave a small opportunity
for their ratepayers to gain if energy costs should fall without assuming a large exposure to
higher prices. As illustrated in the chart below, if MTS were to hedge only 90% of its projected
natural gas requirements and MTS’ actual consumption was as projected, MTS can expect to
have a variance to budget of approximately +/- $120,000. Since MTS’ goal is to ensure that its
natural gas budget is not exceeded, we recommend hedging 100% of MTS’ projected volumes.

Impact of 90% Hedge Ratio
Hedge Based on 90% of Projected Volumes for FY 09 and CAT Program
NYMEX Change +/- $2.00/MMBtu, All Other Variables Held Constant

Hedged Gas Hedged Actual Gas AW I'otal Cost

Price Consumption  Budgeted Gas Price Consumption Billed Gas  Gain/ {Loss) on Including  Over/(Under)
S/MNM Btu (MM Btu) Price S/MMBtu (MM Btu) Price Hedae Hedue Budget

413,700 $2,975,307 461,864 $2,017,243 ($834,959)  $2,852,201 ($123,106)
6.16 413,700 $2,975,307 6.16 461,864 $2,966,432 (37,559)  $2,973,990 (51,317)
6.16 413,700 $2,975,307 8.16 461,864 $3,915,621 $819,841 $3,095,779 $120,472

SoCal Border FOM Index — WACOG Basis Risk

If MTS does not transfer service to the CAT program, MTS will experience budget variance
even with a solid hedge in place if the actual variation between the SoCal FOM Index received
on the swap and WACOG vary from what was assumed when the budget is adopted. We have
prepared a sensitivity case in which we assumed that the basis differential for the last twelve
months was used to establish the budget. As illustrated on page 4, over this period, the WACOG
price was $.18/MMBtu below the SoCal FOM Index on average. If the actual basis turned out to
be the same as the average for the last three fiscal years (during which time WACOG was below
SoCal FOM Index by $.04/MMBtu on average), MTS’ actual gas cost would be approximately
$65,000 higher than budget.
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While we believe the variance from basis risk described above is within an acceptable range, we
would advise monitoring SDG&E’s own hedging activities. SDG&E employs certain hedging
products to provide ratepayers and shareholders some protection. These hedges require CPUC

approval and have, in the past, had little impact on the WACOG price since they are designed to °

serve as a cap in the event of significant and abnormal price spikes. However, it is possible that
additional hedging strategies could be authorized in the future, which could impact the
relationship between SoCal Border prices and WACOG. If MTS does not transfer to the CAT
program, MTS should be required to re-evaluate its budget practices as soon as it becomes aware
of any significant change in the way SDG&E procures natural gas or operates its storage
facilities.

Section Seven
Hedge Term and Timing of Execution

MTS has expressed a desire to have a hedge in place by November for the following budget year.
In keeping with MTS’ stated goal that the hedging program be designed for price certainty and
not speculation, it is appropriate to direct staff to execute the program over a defined period so
that market timing will not overly influence execution decisions. Unfortunately, the size of
MTS’ load will necessitate a single hedge per year. Staff should have some flexibility to
minimize the risk that market shocks around the time of execution will result in MTS budgeting,
and paying, significantly more for gas than other SDG&E customers.

There is no premium for forward transactions. The forward prices are simply the market’s
collective view of where prices will be in those future months. Forward prices are often based
on normalized weather conditions and reflect anticipated changes in supply and demand. MTS
should be mindful of the risk that a longer forward period carries with it greater risk that the
locked prices will be different than WACOG prices.

As FY09-10 is fast approaching, it is appropriate for MTS to execute one swap for projected
needs in FY09-10 as soon as possible. The routine hedge program should commence in October
or November for FY10-11.

Section Eight
Implementation

Prior to proceeding with a hedging program, MTS should adopt a formal policy (the “Hedge
Policy”) that will direct the program’s implementation. The Hedge Policy should include:

Authorization to Transact

Delegation to Staff

Counterparty Credit Criteria

Transaction Limits

Frequency of Trades

Monitoring and Reporting Responsibility
Procedures for Mid-Term Corrections or Exceptions

McDonald Partners 14
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Authorization

The Hedge Policy should authorize the Chief Executive Officer, or his or her designee, to
execute trade confirmations that meet the requirements set forth in the policy. Swap prices are
only good for minutes and need to be executed quickly. It is critical to have access to an
authorized individual to telephonically confirm each trade within minutes of receiving quotes.

Delegation to Staff

An effective hedge program requires accountability. Although the commodity swap structure
was specifically selected to reduce administrative burden, management and oversight of the
program should be delegated to an individual in a specific position. Additional responsibility for
monitoring or reporting may be additionally delegated or left to the direction of the program
manager. It may be appropriate for a group of individuals to be involved in the design and
development of the program, however, once the program is underway, accountability is a must.

Counterparty Credit Criteria

As we noted early on, the risk that MTS is hedging is typically in the range of $2.0-2.5
million/year. MTS’ Hedge Policy should include specific credit criteria that will enable the
program manager to determine whether he/she is authorized to transact with a given
counterparty. We recommend that MTS consider only transacting with counterparties who have
executed an ISDA Master Agreement which includes a credit and support annex. Although
credit limits for margin posting are negotiable, the Hedge Policy should contain maximum credit
limits so that staff is authorized to execute with any party willing to accept the maximum limit or
less. Counterparty credit limits in the following amounts are generally acceptable to market
participants:

e $25 million for a A3/A- or better credit

e $15 million for a Baal/BBB+ credit

e $10 million for a Baa2/BBB credit

e $2.5 million for a Baa3/BBB- credit

e $0 for a Baa3/BBB- on credit watch
Transaction Limits

Transactions should initially be limited to 12 months strips whose months fall within a single
fiscal year. MTS may also want to initially establish that no more than 100% of MTS’ projected
gas consumption can be hedged at any single time.

Frequency of Trades
Given the size and purpose of MTS’ hedge program, and the transaction limits outlined above,

the Hedge Policy should limit the frequency of transactions to no more than twice for each fiscal
year. Transactions should also take place no more than 12 months prior to the beginning of a

McDonald Partners 15
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Fiscal Year, and the entire year should be hedged by the first week of December prior to the
fiscal year.

Once executed, the swaps should not be offset or terminated to realize gains or losses. Offsetting
transactions should only be authorized to mitigate the effects of changes in projected
consumption that are in excess of +/- 10% than the amount hedged in any month.

Monitoring and Reporting Responsibility

The Hedge Policy should require that the effectiveness of the hedge be evaluated on at least a
quarterly basis. Monitoring activities might include, but not be limited to, updating MTS’
projected gas requirements, preparing a mark-to-market calculation and a credit check on MTS’
counterparty. If MTS does not transfer to the CAT program, monitoring activities should also
include reviewing CPUC proceedings to determine whether any significant change to the
WACOG price methodology has been introduced, evaluating whether SDG&E has significantly
changed its own hedging policies and reviewing the SoCal FOM Index - WACOG basis.

The hedge strategy discussed herein is intended to be a long term strategy that will significantly
reduce budget volatility. While we acknowledge there will be deviations to budget throughout
the year, over the course of a year the hedge should be very effective. Actual gas costs,
including gains or losses on the hedge, should be compared to budget at least quarterly. Inquiry
should be required if deviations are in excess of 5%.

Procedures for Mid-Term Corrections or Exceptions

While we do not anticipate the need for deviations from the Hedge Policy, procedures should be
established to discuss and/or authorize transactions that may be necessary to mitigate unusual
circumstances. If, for instance, SDG&E announces that it has hedged a significant portion of its
WACOG price, MTS may want to take gains, or limit losses, on a portion of the hedge that
would no longer be necessary. These mid-term corrections will be highly unusual and very
infrequent, however if they should occur they will require immediate attention.

Section Nine
Summary

We have examined the range of techniques and products available to MTS to accomplish the
stated goal of achieving budgetary certainty with respect to the cost of natural gas. Natural gas
prices are among the most volatile of any traded commodity largely due to the impact on both
supply and demand of extreme weather events. Without employing some form of price hedging,
it is highly likely that MTS will continue to experience significant variance between the
budgeted and actual cost of natural gas.

Due to their ease of execution, high efficiency and low transaction costs, we recommend that
MTS use financial products in the form of commodity swaps to hedge its gas price risk. The
commodity swaps will involve MTS paying a fixed price for gas while receiving a variable price.
The variable price will exactly match the price MTS would pay to a GPS under the Cat Program

McDonald Partners 16
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or will closely match the WACOG price MTS currently pays to SDG&E. Through sensitivity
analyses, we have demonstrated that this approach will result in a high degree of budget certainty
irrespective of whether MTS chooses to transfer to the CAT program. We further recommend
that MTS adopt formal policies and procedures that expressly authorize the execution of
commodity swaps and provide guidance for implementing and monitoring the program over
time.

With respect to the CAT program, our analysis shows that MTS could expect savings in the
range of $75,000 to $150,000 per year depending upon the variation between expected and actual
gas consumption as well as the pricing band allowed by the supplier. If this potential savings is
of interest to MTS, we recommend that indicative proposals be solicited from at least three
certified gas suppliers to provide comfort that savings in this range could be achieved prior to
making a final decision.

McDonald Partners 17
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1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619.231.1466, FAX: 619.234.3407

Policies and Procedures No. 59

SUBJECT: Board Approval: 2/19/09

Natural Gas Hedge Policy

PURPOSE

The purpose of this policy (the “Policy”) is to establish guidelines for the execution and management of
the Metropolitan Transit System’s (“MTS") use of hedging instruments and related transactions in
connection with the purchase of natural gas for MTS’s compressed natural gas bus fleet.

Specific objectives of the Policy are as follows:

Achieve a high degree of budget certainty in the purchase of natural gas.

Maintain a high degree of fuel supply reliability.

Ensure no adverse operational impacts.

Ensure no adverse impacts on MTS's credit rating.

Ensure that all hedging instruments are acquired through competitive bidding with credit-worthy
counterparties.

o=

This policy confirms the commitment of MTS management to adhere to sound financial and risk
management practices. The Policy shall govern the execution and management of all hedging
instruments and activities carried out in connection with natural gas purchases for MTS’s compressed
natural gas bus fleet.

59.1 AUTHORIZATIONS AND APPROVALS
The Chief Executive Officer and Chief Financial Officer are the designated administrators of the Policy

(“Hedge Administrators”) and are authorized to execute hedges in accordance with this Policy without
further approval of the Board.

59.2 CONDITIONS FOR THE USE OF HEDGING PRODUCTS

59.2.1 General Usage

Financial commodity swaps may be used to lock in a fixed price for natural gas in
accordance with the conditions and restrictions set forth below. Should MTS elect to
purchase gas from a qualified gas services provider (‘GSP”) as part of the San Diego

Metropolitan Transil System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations,
in cooperation with Chula Vista Transit and National Gity Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Easlern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa. City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee. and the County of San Diego. B_1



Gas and Electric Company’s Core Aggregation Transportation (“CAT”") program, MTS
may accomplish its gas price hedging objectives by converting the price of a
GSP-provided gas supply from a variable market price to a fixed price so long as the
competitive bidding and other provisions of this Policy are met.

59.2.2 Maximum Transaction Volume

The maximum aggregate transaction volume for all financial commodity swaps entered
into for any budget year shall be equal to the volume of natural gas forecast to be used
in connection with the compressed natural gas bus fleet during that year. If, at any time
prior to or during the fiscal year being hedged, the projected volumes change by more
than 10% below or above the amount hedged, additional hedges may be entered into, or
termination of existing hedges may be executed in order to account for the change in
projected volume.

59.2.3 Hedge Freguency

The number of hedge transactions for any fiscal year shall be no greater than four as
determined by the Hedge Administrators except as may be required in response to a
change in the volume of gas projected as provided in Section 59.1 above.

59.2.4 Hedge Timing

Hedging instruments shall be entered into no sooner than 30 months in advance of the
first business day of the fiscal year being hedged. All hedges for any fiscal year will be
in place in advance of the annual budget submission to the Board of Directors for that
fiscal year.

59.2.5 Hedge Termination

The Hedge Administrators may terminate any and ail hedges in whole or in part in
response to changes in the projected volume of gas in any fiscal year as provided in
Section 59.1 above or if required due to any action by the California Public Utilities
Commission or the San Diego Gas and Electric Company, which impacts the
effectiveness of the hedge. Under no circumstance will hedges be terminated for the
sole purpose of generating a profit.

59.2.6 Hedge Term
All hedging instruments will be limited in term to 24 months.

59.2.7 Prohibited Commodity Swap Features

The MTS will not use commodity swaps that: (i) involve any purpose other than hedging
natural gas prices as set forth in this Policy; (i) lack adequate liquidity to terminate
without incurring a significant bid/ask spread; (iii) provide insufficient price transparency
to allow reasonable valuation; or (iv) are used as investments.



59.3 HEDGE INSTRUMENT FEATURES

59.3.1

59.3.2

59.3.3

59.3.4

Hedge Agreement

The International Swap and Derivatives Association, Inc. (‘ISDA”) Master Agreement
shall be used as the basis for the documentation of commodity swaps. The swap
agreement between the MTS and each counterparty shall include payment, term,
security, collateral, default, remedy, termination, and other terms, conditions, provisions
and safeguards as MTS, in consultation with its legal counsel, and/or hedge advisor
deems necessary or desirable.

If MTS takes part in SDG&E’s CAT Program, the hedging objectives of this policy may
be met by execution of an appropriate amendment to the Gas Purchase and Sale
Agreement entered into with a qualified GSP.

Commodity Swap Counterparty Credit Criteria

Qualified commodity swap counterparties will be those having, at the time of execution,
a general credit rating not lower than “A3” or “A-" by at least two of the nationally
recognized rating agencies, unless such party provides a guaranty from a parent or
other guarantor rated “A3”or “A-". The nationally recognized rating agencies are Moody's
Investors Services, Inc., Standard and Poor’s, and Fitch Ratings.

Collateral Requirements

Threshold collateral amounts shall generally be established in accordance with the
guidelines set forth below.

Counterparty
Credit Rating Threshold
Aa3/AA- or better Unlimited
A3/A to A1/A+ $25 million
| Baa1/BBB= $15 million
Baa2/BBB $10 million
Baa3/BBB- $2.5 million

Collateral shall be deposited with a third-party custodian or as mutually agreed upon
between MTS and the counterparty. A list of acceptable securities that may be posted
as collateral and the valuation of such collateral will be determined and mutually agreed
upon during negotiation of the swap agreement with each swap counterparty. Once
collateral has been posted, the market value of the collateral shall be determined at least
weekly.

Security and Source of Repayment

| Commodity swaps will be payable from any lawfully available funds of MTS. Whenever

possible, language will be included in the swap agreement specifying that with respect to
farebox revenues, swap obligations of the MTS are payable on a basis subordinate to
the payment of MTS taxable pension obligation bonds, certificates of participation, or
any other obligation secured on a parity therewith.



59.4 SELECTING AND PROCURING COMMODITY SWAPS

59.4.1 Counterparty Selection

Commodity swap counterparties will be selected by the Hedge Administrators consistent
with the credit and performance criteria set forth in this Policy.

59.4.2 Competitive Bidding

All hedge instruments will be procured through a competitive bidding process that will
provide the lowest commodity price. The nature and timing of the bidding process will
be determined by the Hedge Administrators.

59.5 MONITERING, REPORTING, AND DISCLOSURE

59.5.1 Quarterly Reporting

The hedge program will be monitored to ensure consistency with this Policy. Annual and
quarterly reports will be provided to the MTS Board of Directors in written form which
shall include, but not be limited to, the following:

(a) A description of all outstanding commodity swaps, including terms, rates paid
and received, and current termination value.

(b) Current counterparty credit ratings.

(c) Collateral required and posted by MTS and each commodity swap counterparty,
if any.

(d) Any material event involving outstanding swap agreements, including a default
by a commaodity swap counterparty, counterparty downgrade, or termination.

(e) Updated projection of the volume of gas expected to be required for operational
purposes and compared to the volume hedged.

4] Description of any changes to San Diego Gas and Electric’s hedging practices,
which may impact the hedge program.

59.5.2 Disclosure and Financial Reporting

Steps will be taken to ensure that there is full and complete disclosure of all commodity
swaps to the Board. With respect to its financial statements, MTS adheres to the
guidelines for the financial reporting of commodity swaps as set forth by the Government
Accounting Standards Board.

FEB12-09.C1.AttB.GAS HEDGE.MTHOMPSO .doc
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1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619.231.1466, FAX: 619.234.3407

Agenda ltem No. C2

JOINT MEETING OF THE EXECUTIVE COMMITTEE CIP 11217
for the
Metropolitan Transit System,
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 12, 2009

SUBJECT:
MTS: EL CAJON TRANSIT CENTER DEMOLITION PROJECT STATUS - MOU
EXPIRATION/NEW PROPOSAL

RECOMMENDATION:

That the Executive Committee forward a recommendation to the Board of Directors to:

1. authorize the Chief Executive Officer (CEO) to execute a letter (Attachment A) to
the San Diego Association of Governments (SANDAG) to let the Memorandum of
Understanding (MOU) (MTS Doc. No. L0862.0-09) between SANDAG and MTS
(for construction and construction management services) expire on March 31,
2009, and request that SANDAG return the remaining funds to MTS Capitall
Improvement Project (CIP) 11217 (Blue and Orange Line Station Improvements);
and

2. authorize the CEO to execute a multiyear contract (Attachment B) with The
Kobey Corporation, in partnership with BriceHouse Starboard LLC (the
Partnership), to provide the structural capital improvement necessary to house,
maintain, and manage an on-site convenience store, including accessible public
restroom facilities.

Budget Impact

The $150,000 originally transferred to SANDAG CIP 1129500 (El Cajon Transit Center
Demolition) less the current expenditure by SANDAG of $11,000 would be transferred
back to MTS CIP 11217 (Blue and Orange Line Station Improvements).

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, In¢. nonprofit public benefit corporations,
in cooperation with Chula Vista Transit and Nationa! City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of Et Cajon, City of imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City ot Poway,
City of San Diego, City of Santee, and the County of San Diego.



The Partnership would have operating and maintenance responsibility for the facility
providing MTS with a corresponding budget savings of approximately $37,200 annually.

DISCUSSION:

At its April 10, 2008, meeting, the MTS Board directed the CEO to take the following
actions:

1.

take steps to demolish the building at the El Cajon Transit Center using funds in
CIP 11217 (Blue and Orange Line Station Improvements) and negotiate
relocation of the existing tenants;

work with the City of El Cajon Redevelopment Agency to aggressively pursue a
joint development agreement for the site; and

work with the master concessionaire to retain a mobile food establishment on site
after demolition.

The status of each item is as follows:

1.

The plans and specifications for the El Cajon Transit Center facility demolition,
utilities relocation, hazardous materials survey, and design for new concrete pad
construction have been completed. Based on an early estimate by SANDAG
engineering staff, the Board approved an MOU with SANDAG for construction,
construction management, and transfer of $150,000 from MTS CIP 11217
(Orange and Blue Line Station Improvements) to fund SANDAG CIP 1129500
(El Cajon Transit Center Demolition) at its August 21, 2008, meeting. Currently,
SANDAG is negotiating the construction task order with the job order contractor
for demolition of the facility and construction of a new concrete pad. The
preliminary estimate from the contractor is nearly $300,000 due, in part, to
various concrete pad improvements, including an Americans with Disabilities Act
ramp, railings, and utility access to accommodate a vendor’s food stand and
restroom facility.

MTS and City of El Cajon staff met to discuss joint development prospects for the
property. The City of El Cajon is currently studying the environmental effects of
an amendment to its downtown-specific plan that will include the El Cajon Transit
Center. The update to this plan will define the vision for the area surrounding the
transit center and define the development guidelines for transit-oriented
development at the site. MTS is developing a financial analysis to present to the
Board showing the current development potential.

Staff obtained a proposal from the master concessionaire to position a
prefabricated concession stand, including a restroom facility and utility
accommodations on the new concrete pad surface.



New Proposal

Effective March 1, 2009, the Partnership will assume control of the El Cajon Transit
Center building and provide the structural improvements and interior tenant
improvements to operate and maintain an on-site convenience store business with
accessible restroom facilities for public use.

If approved, the CEO would execute a contract between MTS and the Partnership to
establish a five-year contract with an option for two extensions and a liquidated-
damages provision for early termination of the initial lease term. In consideration of the
capital investment by the partnership, the initial lease term would be rent free, but any
option term would be paid at 25% of gross to MTS. Lease extensions would only be
available in the event that the future redevelopment of the site is postponed or removal
of the subject building is not included inthe scope of the proposed redevelopment.

Liquidated damages for early lease termination or buyout of the base lease for future
redevelopment of the subject parcel would be $5,000 per month for months remaining
on the initial five-year term of the lease agreement.

The anticipated building and tenant improvements are estimated to be approximately
$150,000 to be made at the sole expense of the partnership as follows:

Building

HVAC System replacement

Plumbing and electrical renovation and upgrade
Restroom repair

Repair and repaint roof

Improvements to control bird infestation
Exterior cleanup and surface painting

Repair and upgrade existing T-bar ceiling
Remove and install new interior flooring

Tenant Improvements

. Convenience store build-out
. Installation of a walk-in cooler
. Refrigeration system installation

Proposal Comparisons

The EI Cajon Transit Center was quit claimed by the City of El Cajon to MTDB in May
1989. At that time, Greyhound Bus Lines was an existing tenant who remained housed
at the facility in lieu of $1.00 annual rent for the life of the structure. When demolition of
the facility was planned, arrangements were made to relocate Greyhound to another
facility at a cost to MTS of $1,200 per month for a 14-month term through April 30, 2010.
Under the proposed arrangement with the Partnership, MTS may need to continue to
subsidize the monthly rent for Greyhound until the earlier of: (1) the term of the
Partnership lease, or (2) parcel redevelopment.



1. Demolition of the facility would cost MTS...........cooooooee $316,800.00
2. The Partnership’s proposal over the 5-year term would save MTS....... $114,000.00

Paul C.W
Chief Ex ve Officer

Key Staff Contact: Wayne Terry 619.595.4906, wayne terry@sdmts.com

FEB12-08.C2.ECTC MOU EXPIRE.WTERRY.doc

Attachments: A. Letter of Expiration
B. Draft Lease Agreement



Att. A, Al C2, 2/12/09

DRAFT

February 19, 2009 CiP 11217

Mr. Dennis Wahl

Associate Engineer

San Diego Association of Governments
401 B Street

San Diego, CA 92101

Dear Mr. Wahl:

SUBJECT: TERMINATION OF MEMORANDUM OF UNDERSTANDING (MOU) BETWEEN
MTS AND SANDAG DATED OCTOBER 20, 2008 (MTS DOC. NO. L0862.0-09)

On October 20, 2008, in accordance with the MOU between MTS and SANDAG, MTS transferred
$150,000 from CIP 11217 (Orange and Blue Line Station Improvements) to SANDAG CIP 1129500 to
provide construction and construction management services for demolition of the E| Cajon Transit
Center facility. To date, $8,400 has been spent by SANDAG for these services.

MTS staff has received an alternate and more cost-effective proposal to upgrade the existing facility. In
a meeting of the MTS Board of Directors on February 19, 2009, the Board approved the staff
recommendation to discontinue the EI Cajon Transit Center demolition project and pursue the alternate
plan.

As of this date, MTS is executing its 60-day right to terminate the MOU and requests the return of the
remaining funds to MTS.

Sincerely,

E. Wayne Terry
Chief Operating Officer — MTS Rail

FEB12-09.C2 AttA. TERMINATEMOULTR.WTERRY.doc
CC: P. Jablonski

T. Lorenzen
R. Desai

A-1
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MTS Doc. No.
ADM 160.2
LEASE AGREEMENT
THIS LEASE is made and entered into this day of 2009 (the “Execution

Date”), by and between San Diego Metropolitan Transit Systems (MTS), hereinafter referred to as
"Lessor,” and The Kobey Corporation, hereinafter referred to as "Lessee.”

PREMISES

Lessor hereby leases to Lessee and Lessee leases from Lessor for the term, at the rental, and upon all
of the conditions set forth herein, that certain real property situated in the City of El Cajon, State of
California, commonly known as the transit center building at the El Cajon Transit Center, improved with
a building of approximately 2,350 square feet, containing bathroom facilities, storage space, and
interior area suitable for retail (hereinafter the “Lease Agreement”). The real property is hereinafter
called the “Premises” and as shown on "Exhibit A" attached hereto, and by this reference made a part
hereof.

TERM

The term of this Lease shall be five (5) years (“Initial Term”) commencing on March 1, 2009
("Commencement Date"). Lessee shall have the right to extend this lease for two (2) additional terms
of two (2) years each ("Renewal Term"). Each Renewal Term shall be on the same terms and
conditions as set forth herein with the exception of rental increases as identified in the “Rental
Adjustment” paragraph.

RENT

There will be no rent due during the Initial Term in consideration of improvements to the Premises as
described in this Lease Agreement. On exercise of each Renewal Term, Lessee will pay to Lessor
monthly payments of twenty-five percent (25%) of the gross monthly rent received by Lessee from
approved sublessees. In the event that the Premises are occupied by the Lessee without a sublease,
the monthly rent will be subject to market rates as determined by Lessor. Market rates refers to the
monthly rental amount for which the Premises could be leased between a willing lessor and a willing
lessee, based upon market conditions then in effect for similar properties, located in the same
geographical area as the Premises, determined by a real estate appraiser having not less than 5 years’
experience appraising real estate rental values in the area of the Premises.

Checks payable to MTS shall be mailed to:
MTS
Attn: Manager of Real Estate Assets
1255 Imperial Avenue, Ste. 1000
San Diego, CA 92101-7490

or to such other address as Lessor or Lessor's agent may designate by written notice to Lessee.

B-1



RENTAL ADJUSTMENTS

in the event the Lessee occupies the premises in during the Renewal Terms, the monthly rent shall be
increased annually beginning on the first anniversary of the Renewal Term commencement date of
March 1, 2014 (“Renewal Term Commencement Date”), and every year thereafter (each an
“Anniversary Date”), pursuant to changes in the United States Department of Labor, Bureau of Labor
Statistics Consumer Price Index, for all Urban Consumers, All ltems, Los Angeles region (“CPI”). For
the purpose of this Lease Agreement, the monthly rent payabile for the first month of the Renewal
Term, or the rent payable for the first month after the most recent Anniversary Date, shall be multiplied
by a fraction, the numerator of which shall be the CPI of the calendar month during which the
adjustment is to take effect and the denominator of which shall be the CPI for.the calendar month of
the Commencement Date (or Anniversary Date, whichever is later). R

In no event shall the monthly rent be less than the market rent of the initial Renewal Term. If, for any
reason whatsoever, there is any change of any kind in the method of calculation or formulae of the
aforesaid Index, or, if said Index shall be no longer published, then another index generally recognized
as authoritative shall be substituted by agreement, and if the parties shall not agree, such substituted
index shall be decided by the presiding Judge of the Superior Court of the State of California in and for
the County of San Diego for the time being, upon application of either party.

USE OF PREMISES

The Premises may, during the term of this lease, be used by the Leséée and approved subleeseess for a
convenience store as allowed by the City of El Cajon and those uses permitted under Ordinances and
Policies of Lessor. Lessee shall make no other use of the Premises absent the prior written consent of the
Lessor.

Lessee shall not use or permit said Premises or any portion of said Premises to be improved, developed,
used, or occupied in any manner for any purposes that are‘in-any way in violation of any valid law,
ordinance, or regulation of any federal, state, county, or local government agency, body, or entity.
Furthermore, Lessee shall not maintain, commit, or permit the maintenance or commission of any nuisance,
storage, handling, treatment, transportation, spillage, leakage, dumping, discharge, or disposal (whether
legal or illegal, accidental, or intentional) of hazardous or toxic substances, materials, or wastes regulated
under local, state, or federal law.

Should any discharge, leakage, spillage, emission, or pollution of any type occur upon or from the Premises
due to Lessee's use and occupancy thereof or use or occupancy permitted by Lessee, Lessee at its sole
expense, shall clean all property affected thereby, to the full satisfaction of Lessor and any governmental
body having jurisdiction.

LESSEE ACCESS

Lessor maintains and operates public transportation at the El Cajon Transit Center (‘ECTC”) located
adjacent to the Premises. Lessee shall at all times, during the term of this lease, not interfere with or restrict
the operations of Lessor at the ECTC. Lessor will designate a location for acceptable delivery access and
parking for Lessee and its subleasees that will not interfere with Lessor’s operations, the location of which
may change from time to time.

LESSOR'S WARRANTIES AND REPRESENTATIONS

Lessor makes no warranties or representations of any kind concerning the use, suitability, compliance
with building codes, or fitness of the Premises, including the building thereon, or of available land use
of the Premises. Lessor is not aware of the existence of toxic or hazardous waste on the Premises.
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Lessee is aware that the Premises has been the subject of flooding from the adjacent drainage
channel, and Lessee agrees to provide its own protection against future flooding and will have no
recourse against Lessor for any damage for any reason, including flood damage, to Lessee’s
automobiles, equipment, or other assets of Lessee.

UTILITIES

Through the term of this Lease and any extensions thereto, Lessee shail pay or cause to be paid, and
hold Lessor and the property of the Lessor, including said Premises, free and harmless from all
charges for the furnishings of gas, water, electricity, telephone service, and other public utilities to said
Premises during the term of this Lease and for the removal of refuse and: rubbish from said Premises
during the term of this Lease. Lessee may use a suitable location for trash storage and removal as
designated by the Lessor, location of which may change from time to time. At no time will trash
removal interrupt or impact Lessor’s operations of the ECTC.

TAXES

Lessee shall pay all real and personal property taxes, including possessory interest taxes, general and
special assessments, and other charges of every description levied or assessed against Lessee arising
out of the existence of this Lease Agreement. Lessee recognizes and agrees this Lease Agreement
may create a possessory interest subject to property taxation and that Lessee may be subject to the
payment of taxes levied on such interests and that: Lessee shall pay all such possessory interest taxes
prior to delinquency.

MAINTENANCE, REPAIRS, AND ALTERATION§
Lessee shall maintain the Premises in as good a condition as received, normal wear and tear excepted.

Lessee agrees to keep said Premises free and clear of liens for labor, services, materials, supplies, or
equipment performed on or furnished to the Premises.

Lessee shall make improvements to the Premises with the written consent of the Lessor. Lessee may
not demolish, remove, replace, or relocate any existing improvements or alterations, whether made at
Lessor's or-Lessee's expense, without the prior written consent of the Lessor. All alterations shall be
surrendered with the Premises upon expiration of the lease, unless Lessor requires Lessee to remove
the same.

The anticipated building and tenant improvements to be constructed at Lessee’s and approved
sublessee’s sole expense shall include, but not be limited to: HVAC system replacement, plumbing
and electrical renovation and upgrade, restroom repair, repair and repainting of the Premises roof,
improvements to control bird infestation, exterior cleanup and surface painting, repair and upgrade of
existing T-bar ceiling, removal and installation of new interior flooring, convenience store build-out,
installation of a walk-in cooler, and refrigeration system installation.

Lessee’s and sublessee’s Contractors shall obtain a valid right of entry permit from Lessor as a part of
this lease prior to construction of any improvements on the Premises including, but not limited to,
interior improvements, exterior improvements, and utility connections by a contractor other than Lessee
and sublessee. Contractors shall comply with the terms, conditions, and requirements of said permit,
including the insurance requirements, as a part of this lease. The construction of any improvements on
the Premises shall have the prior written consent of Lessor in all cases.



THIS LEASE DOES NOT GRANT UNLIMITED ACCESS TO THE PREMISES. FAILURE OF
LESSEE’S CONTRACTOR TO OBTAIN AND COMPLY WITH THE REQUIREMENTS OF A VALID
RIGHT OF ENTRY PERMIT WILL BE SUFFICIENT REASON FOR LESSOR TO TERMINATE THIS
LEASE.

INDEMNITY AND INSURANCE

Lessee shall indemnify and hold Lessor and the property of Lessor, including said Premises and any
buildings or improvements now or hereafter on said Premises, free and harmless from any and all
liability, claims, loss, damages, or expenses, including attorneys’ fees and costs; resulting from
Lessee's occupation and use of the Premises, specifically including, without limitation, any liability,
claim, loss, damage, or expense arising by reason of: el

A. The death or injury of any person, including Lessee or any person who is an.employee,
contractor, invitee, or agent of the Lessee, or by reason of the damage to or destruction of any
property, including property owned by Lessee or by any person who is an employee, contractor,
invitee, or agent of Lessee, from any cause whatever while such person or property is in or on
the Premises or in any way connected with the Premises or with any of the improvements or
personal property on the Premises. S

B. Any work performed on the Premises or materiéls furnished to the Premises at the request of
the Lessee or any person or entity acting for or on behalf of the Lessee.

Lessee shall, at Lessee's own cost and expense, promptly secure (after execution of this Lease) and
maintain during the entire term of this Lease a broad form of comprehensive coverage policy of public
liability insurance acceptable to Lessor and issued by an entity authorized to issue liability insurance in
California, insuring Lessee and Lessor against loss or liability caused by or connected with Lessee's
occupation and use of the Premises under this Lease in the amounts not less than:

A. Two million dollars ($2,000,000) for injury to or death to one or more persons as a result of any
accident or incident; and

B. One million dollars ($1,000,000) for damages to or destruction of any property of others.

Lessee will include the contract number on all insurance-related correspondence, i.e., the insurance
certificate itself.

All policies required shall be issued by companies who are licensed to do business in the State of
California and hold a current policyholder's alphabetic and financial-size category rating of not less
than A-VI, in accordance with A.M. Best.

All policies and coverages shall contain a provision for 30 days’ written notice by the Insurer(s) to MTS
Contracts Specialist of any cancellation or material reduction of coverage. A ten-day notice is required
for non-payment of premium.

All such policies shall name the San Diego Metropolitan Transit System (MTS), San Diego
Trolley, Inc. (SDTI), San Diego and Arizona Eastern (SD&AE) Railway Company, San Diego and
Imperial Valley (SD&IV) Railroad, and San Diego Transit Corporation (SDTC), their directors,
officers, agents, and employees as additional insureds as their interests may appear.

Lessee agrees that all general liability coverages required under this insurance section are PRIMARY
and that any insurance of MTS, SDTI, SD&AE, SD&lV, and SDTC shall be excess and noncontributory
(endorsement required).
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QUIET ENJOYMENT

Lessor warrants that it has sufficient title to the property affected by this Lease Agreement to make this
Lease Agreement for the term set forth herein. Lessor covenants and agrees that Lessee shall have
quiet and peaceful possession of the Premises and shall enjoy all the rights herein granted without
interference.

ASSIGNMENT

Lessee has no right of assignment or subletting to others without written consent of Lessor, which
consent may not be unreasonably withheld. Lessor shall review the request of Lessee within five
business days of Lessee’s written request of sublease. The draft sublease shall be submitted with the

written request. Lessor shall be a signatory on any sublease.
DEFAULT

Any of the following events shall constitute a material default under this Lease Agreement The
following shall sometimes be referred to as "events of default". :

A. If payment of any sum including, but not limited to, rent due hereunder, or any part thereof
when the same is due and payable and not paid, and such nonpayment continues for a period
of ten (10) days following written notice thereof by Lessor; or

B. If Lessee fails in the performance of or .in.compliance with any.of the covenants, conditions,
agreements, terms, or provisions contalned in this Lease Agreement which failure is not
capable of being cured; or

C. Any act of bankruptcy caused, suffered, or permitted by Lessee. For purposes of this Lease
Agreement, an "act of bankruptcy” shall include the following:

. any general assignment or general arrangement for the benefit of creditors;
) the filing of any petition by or against Lessee to have Lessee adjudged as bankrupt; and

° the appointment of a trustee or receiver to take possession of substantially all of the
Lessee's interest in this Lease Agreement.

TERMINATION
This Lease may be terminated without further liability on thirty (30) days’ prior written notice as follows:

A. By either Party upon an Event of Default, which Event of Default is not cured within sixty (60)
days of receipt of written notice of such default (except for nonpayment of rent, which default
must be cured within 15 days of written notice); or

B. By Lessee prior to Commencement Date for any reason or for no reason provided Lessee
delivers written notice of early termination to Lessor no later than thirty (30) days prior to the
Commencement Date; or

C. By Lessee, upon thirty (30) days’ written notice to Lessor, if Lessee in good faith pursues all
necessary licenses, permits, or other approvals (including legal rights of access to the
Premises) but fails to obtain or maintain any license, permit, or other approval (including legal
rights of access to the Premises) necessary for the construction and operation of Lessee's
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E.

Facilities, or if Lessee is unable to occupy or utilize the Premises due to a ruling or directive of
any governmental/regulatory agency; or

In the absence of any breach of this Lease by Lessee, during the Initial Term and each
Renewal Term, Lessor shall have the right unilaterally to terminate this Lease with ninety (90)
days’ advance notice to Lessee. If Lessor terminates this lease during the Initial Term, Lessor
shall pay to the Lessor a sum equal to $5,000 per month, or prorated part there of, of the
remainder of the Initial Term. During any Renewal Term, Lessee will not be entitled to any
additional compensation if Lessor terminates this Lease Agreement.

By Lessee, upon thirty (30) days’ notice to Lessor, at any time dur!pg.théfii';ease Agreement.

ATTORNEY'S FEES

In the event either party hereto brings or commences legal proceeding to enforce any.of the terms of
this Lease Agreement, the successful party shall then be entitled to receive from the other party a
reasonable sum as attorneys’ fees and costs, to be fixed by the court in the same action. .

NOTICES

Any notice or demand required or desired to be given in,convn\ection with this Lease shall be in writing
and sent or delivered to the recipient at its notice address. ‘A notice sent by registered or certified mail,
return receipt requested, shall be deemed given five calendar days after deposited in the U.S. mail.

Addresses for notices of the parties are as follows:

Lessor: San Diego Metropolitan Transit System
Attention: Manager of Real Estate Assets
1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490-

Lessee: The Kobey Corporation

EXECUTED in the City of San Diego, County of San Diego, State of California.

LESSOR: LESSEE:
San Diego Metropolitan Transit Sysfem The Kobey Corporation
By: By:

Dated:

' Paul C. Jablonski, Chief Executive Officer

Dated:

Approved as to form:

By:

. Office of General Counsel

Dated:

Attachment: Exhibit A
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1255 Imperial Avenue, Suite 1000

San Diego, CA 92101-7490 Agenda Item No. C3

619.231.1466, FAX 619.234.3407

JOINT MEETING OF THE EXECUTIVE COMMITTEE CIP 11457
for the
Metropolitan Transit System,
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 12, 2009
SUBJECT:

MTS: COMPASS CARD IMPLEMENTATION
RECOMMENDATION:

That the Executive Committee receive a status report on development and
implementation of the Compass Card fare system.

Budget Impact

None.
DISCUSSION:

‘The Compass Card is a multiyear project (under the San Diego Association of
Governments’ [SANDAG's] Capital Improvement Program [CIP] 1145700) that will
create a fare collection system for the San Diego region’s fixed-route bus and rail
operations. Formerly known as “Smart Card,” the Compass Card is being designed by
Cubic to provide a better fare product for transit customers and to allow the area’s transit
operators to collect enhanced ridership and revenue data. The plastic cards will be
reusable and reloadable and will eventually replace all paper fare media for MTS and
North County Transit District (NCTD) operations. Riders will be able to reload the
Compass Cards at transit stores and all ticket vending machines.

In December, SANDAG changed the Regional Fare Ordinance to begin rollout of the
Compass Card on March 1, 2009. It was anticipated that on that date, the Compass
Card would be operational and would replace paper passes for MTS Express Bus
Services and NCTD Coaster and Sprinter Services. However, staffs from the three
agencies have determined that the system will not be ready for initial rollout on March 1.
Equipment and software installation and testing are continuing in order to begin the
phased implementation this spring.

o>

Paul\C, Japtbnski
Chief Executive Officer

Key Staff Contact: Sharon Cooney, 619.557.4513, sharon.cooney@sdmts.com

FEB12-09.C3.COMPASSCARD.COONEY .doc

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, inc. nonprofit public benefit corporations.
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa. City of Lemon Grove, Gity of National City. Gity of Poway.
City of San Diego, City of Santee, and the County of San Diego.
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1255 Imperial Avenue, Suite 1000

San Diego, CA 92101-7490 Agenda Item No. C4

619.231.1466, FAX 619.234.3407

JOINT MEETING OF THE EXECUTIVE COMMITTEE AG 210
for the
Metropolitan Transit System,
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 12, 2009
SUBJECT:

MTS: ECONOMIC STIMULUS UPDATE

RECOMMENDATION:

That the Executive Committee receive an update on federal economic stimulus
legislation and staff's efforts to prepare for possible implications for the agency.

Budget Impact

None.
DISCUSSION:

Congress and the Administration have been working on proposals for providing
economic stimulus through a package of spending programs. The American Recovery
and Reinvestment Plan (ARRP), as it is being called, could potentially include a
significant revenue stream for transit infrastructure improvements. Staff is reviewing
capital needs to determine which projects would be the best candidates to fund as a step
toward being ready to take advantage of the new revenue if it becomes available. Staff
will provide the Executive Committee with a preliminary list at the meeting for its
consideration and input.

S

Paxl.C_Jabi6nski

Chief Executive Officer

Key Staff Contact: Sharon Cooney, 619.557.4513, sharon.cooney@sdmts.com

FEB12-09.C4. ECONOMICSTIMULUS.COONEY .doc

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations.
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of EI Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Powsay.
City of San Diego, City of Santee, and the County of San Diego.
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ff/{”l\\\\\\\\\\\ Metropolitan Transit System

1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619.231.1466, FAX 619.234.3407

Agenda | item No. _(_3_5_

JOINT MEETING OF THE EXECUTIVE COMMITTEE FIN 340
for the
Metropolitan Transit System,
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 12, 2009
SUBJECT:

MTS: REPORT ON SALES TAX REVENUE PROJECTIONS

RECOMMENDATION:

That the Executive Committee receive a report regarding FY 2010 local sales tax
projections.

Budget Impact

None.

DISCUSSION:

Local sales tax subsidies make up a significant portion of the MTS operating budget
each year. In FY 2009, TransNet and Transportation Development Act local sales tax
revenues make up approximately 36% of the agency’s operating revenue. These types
of revenue sources are linked inextricably to the state of the local economy. MTS and
San Diego Association of Governments staffs will discuss projections for sales tax
receipts in FY 2010 and how those projections may impact the agency’s budget.

Comri>

Paul ©_laktbnski

Chief Executive Officer

Key Staff Contact: Sharon Cooney, 619.557.4513, sharon.cooney@sdmts.com

FEB12-09.C5.SALES TAX.TELFER.doc

Metropolitan Transit System (MTS}) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations,
in cooperation with Chula Vista Transit and National Gity Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coranado, City of E| Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, Gity of National City, City of Poway.
City of San Diego, City of Santee, and the County of San Diego.
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1255 Imperial Avenue, Suite 1000

San Diego, CA 92101-7490

619.231.1466 FAX 619.234.3407

Agenda
**JOINT MEETING AND FINANCE WORKSHOP**

JOINT MEETING OF THE BOARD OF DIRECTORS
for the
Metropolitan Transit System,
San Diego Transit Corporation, and
San Diego Trolley, Inc.

February 19, 2009

»» 8:00 a.m. « «

James R. Mills Building
Board Meeting Room, 10th Floor
1255 Imperial Avenue, San Diego

This information will be made available in alternative formats upon request. To request an agenda in an
alternative format, please call the Clerk of the Board at least five working days prior to the meeting to
ensure availability. Assistive Listening Devices (ADLs) are available from the Clerk of the Board/ Assistant
Clerk of the Board prior to the meeting and are to be returned at the end of the meeting.

FINANCE WORKSHOP - 8:00 a.m.
ACTION RECOMMENDED

1. Roll Call

2. MTS: FY 2009 Midyear Budget and FY 2010 Budget Development Possible Action
Action would approve the fiscal year 2009 midyear budget and provide
direction on the report on fiscal year 2010 budget development.

3. Public Comments - Limited to five speakers with three minutes per
speaker. Others will be heard after Board Discussion items. If you have
a report to present, please give your copies to the Clerk of the Board.

Please turn off cell phones and pagers
during the meeting
Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trelley, Inc. nonprofit public benefit corporations,
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista. City ot Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, Cily of Santee, and the County of San Diego.



BOARD MEETING - Meeting will begin when the Finance Workshop ends.
4, a. Roll Call

b. Approval of Minutes - January 15, 2009

c. Public Comments - Limited to five speakers with three minutes
per speaker. Others will be heard after Board Discussion items.
If you have a report to present, please furnish a copy to the
Clerk of the Board.

CONSENT ITEMS

6. MTS: Mission Valley East Legal Services - Contract Award
Action would authorize the Chief Executive Officer (CEO) to execute

MTS Doc. No. M6655.9-07 with Hecht, Solberg, Robinson, Golberg, and

Bagley, LLP for legal services on the Mission Valley East Light Rail
Transit Project.

7. MTS: San Diego and Arizona Eastern (SD&AE) Railway Company_
Quarterly Reports and Ratification of Actions Taken by the SD&AE
Raitway Company Board of Directors at its February 3, 2009, Meeting
Action would: (1) receive the San Diego and Imperial Valley Railroad

(SD&!V), Pacific Southwest Railway Museum Association (Museum), and
Carrizo Gorge Railway, Inc. (Carrizo) quarterly reports; (2) ratify actions
taken by the San Diego and Arizona Eastern (SD&AE) Railway Company

Board of Directors at its February 3, 2009, Meeting; and (3) authorize
Carrizo to decrease its insurance requirements from $50 million to $10
million as it is not currently operating freight in the U.S. (Insurance

requirements would increase accordingly upon resumption of U.S. freight

operations.)

8. SDTI: Neleco, Inc. "SuperLube" Rail Lubricant - Contract Amendment

(Option Year Two)
Action would authorize the CEO to execute San Diego Trolley, Inc.

(SDTI) Doc. No. C.0.018.2-05 with Neleco, Inc. to exercise option year

two to provide Synco SuperLube Rail Lubricant.

Q. MTS: Increased Authorization for Legal Services - Law Offices of
Michael E. Ripley
Action would authorize the CEO to execute MTS Doc. No. G1080.3-07

with the Law Offices of Michael E. Ripley for legal services and ratify prior

amendments entered into under the CEO's authority.

10. MTS: Copier Lease - Contract Award
Action would authorize the CEO to award a contract (MTS Doc. No.
L0856.0-09) to Canon Business Solutions West to lease 12 copiers to
support administrative functions throughout San Diego Trolley, Inc.
(SDTI) for a period not to exceed five years.

Approve

Approve

Ratify/Approve

Approve

Approve

Approve



1.

12.

13.

14.

MTS: Federal Transit Administration 5311 Program of Projects

Action would approve Resolution No. 09-8 authorizing the use of
$256,744 in Federal Transit Administration (FTA) Section 5311 funds for
operating assistance in nonurbanized areas.

MTS: Lease with U.S. Navy for Regional Transit Management System
Repeater Site on Mount Soledad

Action would authorize the CEO to execute a five-year lease with three 5-
year options with the U.S. Navy for its Regional Transit Management
System (RTMS) repeater site on Mount Soledad.

MTS: Office of Homeland Security Grant Applications

Action would approve Resolution No. 09-9 authorizing the CEO to submit
applications for fiscal year 2008-2009 California Transit Security Grant
Program-State Transit Assistance Agencies funding.

MTS: Fiscal Year 2010 Capital Improvement Program (CIP) Revision
Action would: (1) approve the fiscal year 2010 Capital Improvement
Program (CIP) with the amended federal and nonfederal funding levels.
As the federal appropriation figures are finalized and/or other project
funding sources become available, allow the CEO to identify and adjust
projects for the adjusted funding levels (any adjustments in excess of
$500,000 would be brought to the Board's attention); (2) forward a
recommendation to the San Diego Association of Governments
(SANDAG) Board of Directors to approve the submittal of the adjusted
federal Section 5307 and 5309 applications for the MTS fiscal year 2010
CIP now that federal appropriations have been finalized; and (3) forward
a recommendation to the SANDAG Board of Directors to approve the
amendment of the Regional Transportation Improvement Program
(RTIP) in accordance with the fiscal year 2010 CIP recommendations.

CLOSED SESSION

24.

a. SDTI: CLOSED SESSION - CONFERENCE WITH LABOR
NEGOTIATORS Pursuant to California Government Code Section
54957.6 Agency-Designated Representative - Jeff Stumbo
Employee Organization - International Brotherhood of Electrical
Workers 465

b. MTS: CLOSED SESSION - EXISTING LITIGATION Pursuant to
California Government Code Section 54956.9(a): San Diego
Public Transit Riders Alliance v. MTS et al., (San Diego Superior
Court Case Nos. 07-2007-0082217-CU-TT-CTL and 37-2008-
00086580-CU-TT-CTL)

c. MTS: CLOSED SESSION - CONFERENCE WITH LEGAL
COUNSEL - EXISTING LITIGATION Pursuant to California
Government Code Section 54956.9(a): Balfour Beatty/Ortiz
v. Metropolitan Transit System (Superior Court Case No.
GIC 868963)

Approve

Approve

Approve

Approve

Possible Action

Possible Action

Possible Action



d. MTS: CLOSED SESSION — CONFERENCE WITH LEGAL Possible Action
COUNSEL ANTICIPATED LITIGATION SIGNIFICANT
EXPOSURE TO LITIGATION Pursuant to California Government
Code section 54956.9(b) (One Potential Case)

e. MTS: CLOSED SESSION — PUBLIC EMPLOYEE Possible Action
PERFORMANCE EVALUATION (CHIEF EXECUTIVE OFFICER)
Pursuant to California Government Code Section 54957

NOTICED PUBLIC HEARINGS

25. None.

DISCUSSION ITEMS

30. MTS: Sorrento Valley Coaster Connection Approve
Action would consider modification or elimination of the Sorrento Valley

Coaster Connection contingent upon funding, and direct staff to make
the changes on April 1, 2009, or as soon as operationally feasible.

31. MTS: Natural Gas Hedge Program Approve
Action would approve the: (1) Natural Gas Hedge Program; (2) Core
Aggregate Transfer (CAT) Program; and (3) the Natural Gas Hedge
policy, including the designation the Chief Executive Officer and Chief
Financial Officer as the administrators of this policy and authorize
administrators to execute hedges in accordance with this policy.

32. MTS: El Cajon Transit Center Demolition Project Status - MOU Approve
Action would: (1) authorize the CEO to execute a letter to the San Diego
Association of Governments (SANDAG) to let the Memorandum of
Understanding (MOU) (MTS Doc. No. L0862.0-09) between SANDAG
and MTS (for construction and construction management services)
expire on-March 31, 2009, and request that SANDAG return the
remaining funds to MTS Capital Improvement Project (CIP) 11217 (Blue
and Orange Line Station Improvements); and (2) authorize the CEO to
execute a multiyear contract with The Kobey Corporation, in partnership
with BriceHouse Starboard LLC (the Partnership), to provide the
structural capital improvement necessary to house, maintain, and
manage an on-site convenience store, including accessible public
restroom facilities.

REPORT ITEMS

45, MTS: Midyear Performance Monitoring Report Receive
Action would receive a report for information.

46. MTS: SANDAG Presentation on the Navy Transportation Program Receive
Action would receive a report for information.

47, MTS: Chargers 2008 Year-End Summary Receive
Action would receive a report for information.

-4-



48.

60.

61.

62.

63.

64.

65.

66.

MTS: Year-to-Date Operations Budget Status Report through November

2008
Action would receive a report for information.

Chairman's Report

Audit Oversight Committee Chairman's Report

Chief Executive Officer's Report

Board Member Communications

Additional Public Comments Not on the Agenda

If the limit of 5 speakers is exceeded under No. 3 (Public Comments) on
this agenda, additional speakers will be taken at this time. If you have a
report to presént, please furnish a copy to the Clerk of the Board.
Subjects of previous hearings or agenda items may not again be
addressed under Public Comments.

Next Meeting Date: March 12, 2009 - 9:00 a.m. Finance Workshop

Adjournment

Receive

Information
information

Information
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San Diego, CA 92101-7480
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Agenda Item No. __Q

JOINT MEETING OF THE BOARD OF DIRECTORS CIP 10426.12
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc. Executive Committee

February 19, 2009 Review Date: 2/12/09
SUBJECT:

MTS: MISSION VALLEY EAST LEGAL SERVICES - CONTRACT AMENDMENT

RECOMMENDATION:

That the Board of Directors authorize the Chief Executive Officer (CEQO) to execute MTS
Doc. No. M6655.9-07 (in substantially the same form as Attachment A) with Hecht,

Solberg, Robinson, Goldberg, and Bagley, LLP for legal services on the Mission Valley
East Light Rail Transit (MVE LRT) Project.

Budget Impact

The $700,000 for the legal services contract amendment would come from the MVE LRT

Project budget line item (10426-0800 Professional Services) leaving a balance of
$2,391,324.

DISCUSSION:

On March 22, 2007, the Board approved a contract with Hecht, Solberg, Robinson,
Goldberg, and Bagley, LLP for legal services on the MVE LRT Project on an as-needed,
on-call basis. MTS has been utilizing the professional services of James G. Ehlers and
others from the law firm for several years through various MTS contracts.

Additional hours for Mr. Ehler’s legal services are needed for MVE LRT Project issues.
The amount of the contract, which now totals $1,575,000, has been arrived at as follows:

1. The initial $100,000 was approved by the Board on March 22, 2007;

2. Amendment No. 1 for $100,000 was approved by the Board on June 28, 2007;
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Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, inc. nanprofit public benefit corporations,
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of EI Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.



3. Amendment No. 2 for $90,000 was approved by the CEO in August 2007;

4, Amendment No. 3 for $500,000 was approved by the Board on September 13,
2007. :

5. Amendment No. 4 for $90,000 was approved by the CEO on May 25, 2008.

6. Amendment No. 5 for $500,000 was approved by the Board on October 16,
2007.

7. Amendment No. 6 for a no-cost increase to add authorized legal staff was
approved on June 11, 2008.

8. Amendment No. 7 for $95,000 was approved by the CEO earlier in December
2008.

9. Amendment No. 8 for $500,000 was approved by the Board on December 11,
2008.

The hours invoiced by the law firm have reached the contract limit, and staff will require
more legal services from Mr. Ehlers and the claims experts on the MVE LRT Project until
the conclusion of the trial with Balfour Beatty/Ortiz Joint Venture (BBO) for the claim
against MTS. Amendment No. 9 would provide funds for the legal services until the
conclusion of the pending trial estimated to be on May 1, 2009.

Staff is requesting approval of Amendment No. 9 to MTS Doc. No. M6655.0-07,
which would increase the total contract amount to $2,275,000 for legal services from
Hecht, Solberg, Robinson, Goldberg, and Bagley, LLP in the defense of contractor
claims by BBO against MTS on the MVE LRT Project.

PaM.C. Jabi6nski

Chief Executive Officer

Key Staff Contacts: Dennis L. Wahl, 619.235.2635, dwa@sandag.org
Ramon A. Ruelas, 619.699.6944, rrue@sandag.org

FEB 19-09FEB19-09.6. MVE LEGAL SVCS.EHLERS.DWAHL.doc

Attachment: A. Draft MTS Doc. No. M6655.9-07



Att. A, Al 6, 2/19/09
DRAET

February 19, 2009 MTS Doc. No. M6655.9-07
CIP 10426

Mr. James Ehlers

Hecht, Solberg, Robinson, Goldberg, & Bagley, LLP
600 West Broadway, 8th Floor

San Diego, CA 92101-3542

Dear Mr. Ehlers:
Subject: AMENDMENT NO. 9 TO MTS DOCUMENT NO. M6655.0-07; LEGAL SERVICES FOR THE

MISSION VALLEY EAST LRT PROJECT

This letter will serve as Amendment No. 9 to MTS Document No. M6655.0-07 for professional services
as further described below.

SCOPE OF SERVICES

The approved contract amount is hereby increased by $700,000 for all expenditures outlined in the
original contract not to exceed $2,275,000.

SCHEDULE

There shall be no changes in the contract schedule for services outlined in the original contract and
prior amendments, including this amendment.

PAYMENT

Payment shall be based on actual costs not to exceed $700,000 (WBS 10426-0800) in accordance with
the original contract provisions. There shall be no change in the basic hourly billing rate or contract
amount, up to and including this Amendment No. 9, other than those allowed in the original contract.
Addition authorization is contingent upon written approval of MTS. The total value of MTS Document
No. M6655.0-07, including this amendment, is $2,275,000. All other conditions of the original contract
shall remain the same.

If you agree with the above, please sign below, and return the document marked “original’ to the
Contracts Specialist at MTS. The other copy is for your records.

Sincerely, Accepted:
Paul C. Jablonski James Ehlers
Chief Executive Officer Hecht, Solberg, Robinson, Goldberg, & Bagley, LLP

FEB19-09.6.AtA.MVELRT LEGAL SVCS.EHLERS.DWAHLdoc  Date:

cc: Tiffany Lorenzen - MTS
Jim Linthicum, Bill Prey, John Haggerty, Dennis Wahl - SANDAG
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j:/{[_m\\\\\\\\‘% Metropolitan Transit System

1255 Imperial Avenue, Suite 1000

San Diego, CA 92101-7490

619.231.1466, FAX: 619.234.3407

SUBJECT:

Agenda Item No. /

JOINT MEETING OF THE BOARD OF DIRECTORS SDAE 710 (PC 50771)
for the
Metropolitan Transit System,
San Diego Transit Corporation, and

San Diego Trolley, Inc. Draft for
February 19, 2009 Executive Committee
Review Date: 2/12/09

MTS: SAN DIEGO AND ARIZONA EASTERN (SD&AE) RAILWAY COMPANY
QUARTERLY REPORTS AND RATIFICATION OF ACTIONS TAKEN BY THE SD&AE

RAILWAY COMPANY BOARD OF DIRECTORS AT ITS FEBRUARY 3, 2009,
MEETING

RECOMMENDATION:

That the Board of Directors:

1.

receive the San Diego and Imperial Valley Railroad (SD&IV), Pacific Southwest
Railway Museum Association (Museum), and Carrizo Gorge Railway, Inc.
(Carrizo) quarterly reports (Attachment A);

ratify actions taken by the San Diego and Arizona Eastern (SD&AE) Railway

Company Board of Directors at its meeting on February 3, 2009 (Attachment A)
and

authorize Carrizo to decrease its insurance requirements from $50 million to
$10 million as it is not currently operating freight in the U.S. (Insurance
requirements would increase accordingly upon resumption of U.S. freight
operations.)

Budget Impact

None.

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations.
in cooperation with Chula Vista Transit and National Gity Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Raitway Company.

MTS member agencies include: City of Chula Vista, City of Coronado. City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, Citv of Poway,
City of San Diego, City of Santee, and the County of San Diego.



DISCUSSION:

Quarterly Reports

Pursuant to the Agreement for Operation of Freight Rail Services, SD&IV, Museum, and
Carrizo have provided the attached quarterly reports of their operations during the fourth
quarter of calendar year 2008 (Attachment A).

SD&AE Property Matters

Under its adopted policy for dealing with the SD&AE Railway, the MTS Board of
Directors must review all property matters acted on by the SD&AE Board. At its meeting
of February 3, 2009, the SD&AE Board:

) received a report on the documents processed by staff since its last meeting on
October 10, 2008 (Attachment A);

o approved forwarding a recommendation to the MTS Board of Directors to
approve an amendment to MTS Document No. S200-06-291 (Attachment B) to
cover impacts to the Coronado Branch and future obligations of the City of
National City relating to the redevelopment of the area west of Interstate 5 at Bay
Marina Drive (Attachment A); and

) replaced the Treasurer position vacated by Alejandro De La Torre with Linda
Musengo (Attachment A).

Additional Action Recommended by the SD&AE Railway Company Board of Directors

In a letter to the SD&AE Railway Board of Directors dated October 9, 2008, Carrizo
Gorge Railway placed an embargo on its U.S. freight operations on the Desert Line. At
its February 3, 2009, meeting, the SD&AE Railway Company approved a motion to
forward a recommendation to the MTS Board of Directors to reduce Carrizo’s insurance
requirements from $50 million to $10 million as Carrizo is not conducting freight
operations in the U.S. The action taken was contingent on insurance requirements
increasing accordingly upon resumption of freight operations in the U.S.

Paul CJabtoRski
Chief Executive Officer

Key Staff Contact: Tiffany Lorenzen, 619.557.4512, tiffany.lorenzen@sdmts.com

FEB19-09.7.SDAE RPTS.TLOREN.doc

Attachment: A, SD&AE Meeting Agenda & Materials (Board Only Due to Volume)



San Diego & Arizona Eastern

Railway Company

A Nevada Nonprofit
Corporation

1255 Imperial Avenue,
Suite 1000

San Diego, CA 92101-7490
619.231.1466

BOARD OF DIRECTORS
Ray Stephens, Chairman
Peter Jespersen

Paul Jablonski

OFFICERS

Paul Jablonski, President
Ray Stephens, Secretary
Alejandro De La Torre,
Treasurer

OF COUNSEL
Tiffany Lorenzen

Att.A, Al 7, 2/19/09

AGENDA

San Diego and Arizona Eastern (SD&AE) (PC 50771)
Railway Company
Board of Directors Meeting

February 3, 2009
9:00 a.m.

Executive Committee Room
James R. Mills Building
1255 Imperial Avenue, 10th Floor

This information will be made available in alternative formats upon request. To
request an agenda in an alternative format, please call the Clerk of the Board at
least five working days prior to the meeting to ensure availability. Assistive
Listening Devices (ADLs) are available from the Clerk of the Board prior to the
meeting and are to be returned at the end of the meeting.

RECOMMENDED ACTION

1. Approval of the Minutes of October 10, 2008 Approve
Action would approve the SD&AE Railway Company
minutes of October 10, 2008.

2. Statement of Railway Finances (Linda Musengo) Receive
Action would receive a report for information.

3. Report on San Diego and Imperial Valley (SD&IV) Receive
Railroad Operations (Jose Ramos)
Action would receive a report for information.

4. Report on Pacific Southwest Railway Museum Receive
(Jim Lundquist)
Action would receive a report for information.

5. Report on the Desert Line Receive
Action would receive a report for information.

6. Real Property Matters (Tim Allison)
a. Summary of SD&AE Documents Issued Since Receive
October 10, 2008
Action would receive a report for information.

b. Bay Marina Drive Widening Impacts to Cleveland Approve
Avenue Crossing
Action would forward a recommendation to the
MTS Board of Directors to approve an amendment
to MTS Doc. No. S200-06-291 to cover impacts to
the Coronado Branch and future obligations of the
City of National City relating to the redevelopment
of the area west of Interstate 5 at Bay Marina
Drive.

A-1
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10.

11.

12.

Election to Fill Vacant Position of SD&AE Railway
Treasurer (Tiffany Lorenzen)

Action would forward a recommendation to the MTS
Board of Directors to elect Linda Musengo as Treasurer
to replace the position vacated by Alejandro De La
Torre.

Old Business

New Business

Public Comments

Next Meeting Date: April 21, 2009

Adjournment

Approve

A-2
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MINUTES OF THE
BOARD OF DIRECTORS MEETING OF THE
SAN DIEGO & ARIZONA EASTERN RAILWAY COMPANY

SPECIAL MEETING

October 10, 2008

- SD&AE Railway Board Meeting
Al 1, 2/3/09

A Special Meeting of the Board of Directors of the San Diego & Arizona Eastern (SD&AE) Railway
Company, a Nevada corporation, was held at 1255 imperial Avenue, Suite 1000, San Diego, California

92101,

on October 10, 2008, at 1:02 p.m.

The following persons, co'nstitufing the Board of Directors, were present. Pete Jespersen, Bob Jones,
and Paul Jablonski. Also in attendance were:

MTS staff: Tiffany Lorenzen, Tim Allison, Linda Musengo

SD&IV staff: o ' - John Hoegemeier, Matt Domen -

Pacific Southwest Railway Museum: Jim Lundquist, Diana Hyatt

Carrizo Gorge Railway, Inc.: Armando Freire, Chas McHaffie

Carrizo Investor: R. L. Scheuerman

RailAmerica: Mark Bader

International Border Rail Institute: Richard Borstadt, Roger Chalberg

Short Line Tijuana Tecate: Jorge O. Monraz, Gaspar Metzler |

San Diego Electric Railway: Dave Slater

EB Property: Brian Martins

Public: Michael Renean, Geoffrey Scheuerman

1. Approval of Minutes
Mr. Jones moved to approve the Minutes of the July 15, 2008, meeting and August 15, 2008,
Special Meeting of the SD&AE Railway Board of Directors. Mr. Jablonski seconded the motion,
and it was unanimously approved.

Follow-up on Carrizo Gorge Railway Action from the August 15, 2008, Special Meeting

Chas McHaffie reported that Carrizo has placed an embargo on the U.S. side of the Desert Line
(as outlined in the attached letter from Carrizo to the Board dated October 9, 2008).

Mr. McHaffie added that Carrizo reached this decision due to the need for additional time for
rehabilitation of the line and to address safety concerns. Mr. Jablonski responded that it has
never been the Board's intent to stop Carrizo’s operations but instead to address all safety
issues regarding operations. He asked if Carrizo has a plan to resume operations, and

Mr. McHaffie responded that Carrizo has a comprehensive plan with two or three scenarios.

Mr. McHaffie stated that traffic volume is down significantly, which makes it easier to start an
evaluation to determine the best plan of action. Mr. Jones requested that the Board be kept

informed of Carrizo’s progress and time lines. Discussion ensued regarding how Carrizo should
address prioritizing repairs.

Armando Freire explained his efforts to date and the challenges ahead. He stated that the basis
of all the rehabilitation work will be taken from the Osmose report. He will submit his findings
and plans to the Board as Carrizo would like to get the line up and running as soon as possible.

A-3



SD&AE Railway Company Board Meeting Special Meeting on October 10, 2008

Board members stated their appreciation for Carrizo’s actions. Mr. Jablonski added that it is the
responsible thing to do, and the Board will work with Carrizo as much as possible.

Mr. Jespersen clarified for Mr. Lundquist that it is Carrizo’s responsibility to make a formal filing
of the embargo on the line and that it will not affect the Museum'’s operations. Mr. Freire added
that Carrizo does not want to be responsible for the Museum’s passenger safety on mile post
66.77 (in the yard). Mr. Lundquist responded that Carrizo has completed the repairs on that
portion of the line, and the Museum had it inspected and is satisfied. He added that the
Museum has its own insurance. Mr. Freire requested a release from responsibility in writing.

Mr. Jespersen stated that it is his recollection that the Board discussed this issue at an SD&AE
meeting wherein it was stated that the repairs were a bandage, and current traffic under the
slow order was acceptable. Mr. Jespersen suggested having an engineer inspect mile post
66.77 again to determine if is safe for the Museum’s current trainloads. Mr. Allison agreed that
there are some issues out there that need to be revisited.

Mr. Lundquist explained to the Board that the Museum’s normal operations go between mile
posts 60 and 74. Mile post 66.77 is east of the Museum’s yard, and Mr. Lundquist stated that
the Museum could operate only to the west if necessary, which would be a minor inconvenience
but could be done. Mr. Jablonski stated that the Museum should hire Osmose or a certified
engineer to inspect the eastern portion of the line to certify that it is safe for passenger
operations. He suggested the Museum run west until the inspection is completed.

Mr. Lundquist responded that the Museum will get an inspection.

Mr. Lundquist asked if Carrizo would continue providing dispatching access for the Museum,
Carrizo, and the Border Patrol. He also inquired about the funding and responsibility for grade-
crossing repairs. Mr. Jones responded that the embargo has to do with traffic only—the rest of
the railroad should continue to be maintained as it is currently.

Mr. Freire inquired as how to resolve dispatching payment issues between the Museum and
Carrizo. Board members agreed that the operators should meet to work out their problems.

In regard to the Desert Line repairs, Mr. Jablonski reiterated that the highest priorities are the
2s. He asked that Carrizo recap the 2s, refer to the Osmose report as much as possible, and
outline a list that is checked off as repairs are made until all of the 2s are completed. In
addition, certified engineer inspection reports must be submitted. Mr. Jablonski clarified that if
Carrizo is going to deviate from the Osmose report, it is Carrizo’s responsibility to have a
certified expert attest to the fact that improvements are acceptable. Ms. Lorenzen added that
before a contractor begins works, the Board needs to see the plans, and a right of entry permit
must be filed with Tim Allison. Mr. Allison recommended that Carrizo submit all work to be done

and a list of the contractors and also that SD&AE have representation at the site to ensure that
the materials are adequate.

Mr. Jablonski responded that he does not want to commit more of SD&AE’s time and money.
He added that the work has to be done by a qualified contractor and in accordance with
Osmose’s report, which is Carrizo’s obligation—the Board can always conduct an inspection.

3. Statement of Railway Finances
Linda Musengo reviewed the financial statement (attached to the agenda item). Ms. Musengo

stated that RailAmerica has been preparing corporate tax returns for SD&AE since the

-2- A-4



SD&AE Railway Company Board Meeting Special Meeting on October 10, 2008

beginning of its inception. SD&AE has never reported a profit, so no there is tax liability. The
solution was to file a final return tax return for calendar years 2006 and 2007. Ms. Musengo
explained that if the Internal Revenue Service inquires, staff will prepare a statement that
SD&AE is not required to file a tax return as it is not for profit and is associated with a
government agency.

Ms. Musengo informed the Board that tax returns for California are $800 per year. It is staff's
position that RailAmerica should pay the two final returns for 2006 and 2007. She added that
RailAmerica has paid the returns in the past when it should not have been filing them.

Mr. Jespersen agreed to have RailAmerica submit a wire transfer reimbursement to SDEAE for

the total amount.
Action Taken

Mr. Jablonski moved to receive the report for information. Mr. Jones seconded the motion, and
it was unanimously approved.

4. Report on SD&IV Operations

Matt Domen reviewed the Periodic Report for the third quarter of calendar year 2008 (attached
to the agenda item). Mr. Domen noted that the numbers listed on the Summary of Freight on
page 4-4 are incorrect (a revised Summary of Freight is attached).

Action Taken

" Mr. Jones moved to receive the report for information. Mr. Jablonski seconded the motion, and
it was unanimously approved.

5. Report on Pacific Southwest Railway Museum Operations

Diana Hyatt stated that she will be running unopposed for President with the Museum, and she
will be repr_esenting the Museum during the SD&AE meetings.

Action Taken

Mr. Jones moved to receive the report for information. Mr. Jablonski seconded the motion, and
it was unanimously approved.

6. Report on the Desert Line

Mr. Freire reviewed the report for the 3" quarter of 2008 (attached to the agenda item).
Ms. Lorenzen stated that she did not receive a check for the August and September payments

and requested that one check be submitted for August through the embargo date. Mr. Freire
agreed to submit a final check.

Public Speaker

Rich Borstadt — Mr. Borstadt voiced concern regarding historic items being scrapped at
Jacumba and requested that someone from the Museum or Border Rail Institute be included in
the inspection to help earmark those items that have historic significance. Mr. Freire stated that
an inventory of the line will be conducted; however, not in the near future due to other priorities.

-3-
A-5



SD&AE Railway Company Board Meeting Special Meeting on October 10, 2008

Action Taken

Mr. Jones moved to receive the report for information. -Mr. Jablonski seconded the motion, and
it was unanimously approved.

7. Real Property Matters

a. Summary of SD&AE Documents Issued Since July 15, 2008

$200-08-352: Right of Entry Permit to Rand Engineering for sewer construction
west of SR 125 in the City of La Mesa.

S$200-08-359: Radio License with the Federal Communications Commission.

$200-08-366: Lease to CCRT Properties for parking under the Jackson Drive
Bridge (east side) in the City of La Mesa.

$200-08-367: License to Marina Gateway Development Corporation for use of

the Coronado Branch right-of-way in the City of National City south of Bay Marina
Drive.

S200-08-368: Easement to the City of La Mesa for a sewer line replacement
west of SR 125 in the City of La Mesa.

$200-08-371: Right of Entry Permit to Bike the Bay for the Bike to Bay bike ride.

S200-09-372: Right of Entry Permit to Davis / Reed Construction, Inc. for
construction of the Marina Gateway Hotel Project in National City on the
Coronado Branch. ‘

$200-08-373: Easement to SDG&E for a meter box at the Grossmont Station
platform in the City of La Mesa.

S200-09-376: Right of Entry Permit to HAR Construction for the Bayshore

Bikeway Project in the City of San Diego south of the Salt Works on the
Coronado Branch.

S200-09-377: Right of Entry Permit to Earth Tech for soils investigation adjacent
to Building B on Commercial Street in the City of San Diego.

S200-09-378: Right of Entry Permit to SDG&E for pole and guy removal near E! '
Cajon Boulevard in the City of Ei Cajon.

$200-09-379: Right of Entry Permit to David Evans and Associates for surveying
at the 27™ Street and Palm Avenue crossings in the City of San Diego.

S200-09-380: Right of Entry Permit to Tri-County Drilling for soils investigation
adjacent to Building B on Commercial Street in the City of San Diego.
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SD&AE Railway Company Board Meeting Special Meeting on October 10, 2008

.. $200-09-381: Right of Entry Permit to John Tessitore Construction, Inc. to
construct a parking lot under the Jackson Drive Bridge (east side) in the City of
La Mesa.

. $200-09-382: Right of Entry Permit to Penhall Construction to repair the SR 94
Campo Creek Bridge in Campo on the Desert Line.

Mr. Jones moved to receive the report for information. Mr. Jespersen seconded the
motion, and it was unanimously approved.

b. Bayshore Bikeway Project — Segment North of the Salt Works

Tim Allison described the Bayshore Bikeway Project and introduced Stephan Vance of
SANDAG. Mr. Vance explained that this project is being guided by an advisory
committee at SANDAG, which prefers an alignment alternative that is within the

San Diego Gas and Electric (SDG&E) right-of-way. Mr. Vance added that the project
team is working with SDG&E and will include SD&IV staff as well. He projects that the
Environmental Impact Report will go to the public in March.

Action Taken

Mr. Jablonski moved to receive the report for information. Mr. Jones seconded the
motion, and it was unanimously approved.

c. Marriott Ballpark Village Reguest for Additional License Area and Emergency Access
Easement

Mr. Allison stated that JMI Realty obtained approval for a license from SD&AE to aliow
for tiebacks under the rail between the Bayside platform and the new Park Boulevard to
accommodate shoring for the Marriott Project. JMI anticipates the need for additional
tiebacks on another piece of SD&AE right-of-way on the west side of JM’s building just
north of the operating right-of-way. Staff would include this in the license authorized at
the April SD&AE meeting. In addition, JMI needs to create an easement for the

San Diego Fire Department to access the back of the building, which impacts a portion
of the SD&AE right-of-way west of the Bayside platform. Mr. Allison clarified that the
easement would have to be compensated at market value and that the tiebacks would
be de-tensioned and left in place after construction.

Action Taken

Mr. Jablonski moved to approve an addition to the approved license area to JMI Reaity
for the construction of tiebacks in the railroad right-of-way and approve issuance of an
easement to JMI Realty for emergency access. Mr. Jones seconded the motion, and it
was unanimously approved.

A-7



SD&AE Railway Company Board Meeting Special Meeting on October 10, 2008

10.

1.

12.

Approval of the 2009 SD&AE Board of Directors Meeting Schedule

Ms. Lorenzen presented the proposed meeting and agenda materials submittal dates for 2009
as follows:

Tuesday, January 20,2009  9:00 am. (Fourth Quarter 2008 Reports)

Tuesday, April 21, 2009 9:00 a.m.  (First Quarter 2009 Reports)
Tuesday, July 21, 2009 9:00a.m. (Second Quarter 2009 Reports)
Tuesday, October 20,2009  9:00 a.m.  (Third Quarter 2009 Reporis)
Materials Due to the Clerk Materials Mailed
Friday, January 9, 2009 Wednesday, January 14, 2009
Friday, April 10, 2009 ‘ Wednesday, April 15,2009
Friday, July 10, 2009 Wednesday, July 15, 2009
Friday, October 9, 2009 Wednesday, October 14, 2008
Action Taken

Mr. Jones moved to approve the 2009 SD&AE Board of Directors meeting schedule.
Mr. Jablonski seconded the motion, and it was unanimously approved.

Old Business
None.

New Business

Mr. Jespersen stated that he had intended to add an action item to this agenda to replace

Ray Stephens with Bob Jones and add Mark Bader as Mr. Jones’ replacement. Mr. Jones
informed members that RailAmerica has realigned its staff, and he is now the President of the
West Coast region and Ray Stephens is the President of the Central Region. Mr. Jones added
that Mark Bader is on his staff and works on a majority of the projects.

Ms. Lorenzen will calendar the nomination for the Treasurer position at the next meeting in
January.

Action Taken

Mr. Jespersen moved to: (1) replace Ray Stephens with Bob Jones as a Board member; and
(2) add Mark Bader of RailAmerica as Mr. Jones' alternate. Mr. Jablonski seconded the motion,
and it was unanimously approved (Mr. Jones abstained from voting).

Public Comments

Rich Borstadt — Mr. Borstadt reported that the Christmas Train fundraiser was very successful.
The Border Rail Institute is working in conjunction with the Museum, Viejas, and the Latino
Peace Officers Association in getting gifts to children in Tecate. He added that the Christmas
Train has been in existence for the 11 years. Mr. Borstadt announced that Charlie Coval is
losing his battle with cancer and is at home under Hospice’s care. He acknowledged Margaret
Coval and stated that she will remain active with the Christmas Train and 3 Kings activities.

-6- | A-8



SD&AE Railway Company Board Meeting Special Meeting on October 10, 2008

13.

14.

Brian Martins — Mr. Martins noted the following corrections to the Minutes of the Special Meeting
on August 15, 2008, regarding his comments:

1. Mr. Martins’ objection to the SANDAG design put forth at the prior SD&AE meeting was
not included in the minutes.

2. Mr. Martins corrected his statement that SD&IV, not RailAmerica, is under contract to
repair the line and tunnels;

3. The revenue that Mr. Martins mentioned in regard to increased freight was beneficial to
SD&IV, SD&AE, and Carrizo; and

4. RailAmerica sent a letter to Mr. Martins alleging there was no provision in his design for
transload. The design that he referenced at the prior meeting showed no transload, so
Mr. Martins was confused as to why he was cited for having no transload.

Closed Session (taken out of order)

The Board convened to Closed Session at 2:13 p.m.

CONFERENCE WITH REAL PROPERTY NEGOTIATORS PURSUANT TO CALIFORNIA
GOVERNMENT CODE SECTION 54956.8

Property: Assessor’s Parcel No. 628-120-63, San Diego, California

Agency Negotiators: Tiffany Lorenzen and Tim Allison

Negotiating Parties: Muraoka Enterprises, Inc.

Under Negotiation: Price and Terms of Payment

Oral Report of Final Actions Taken in Closed Session - The Board received a report and gave
direction to agency negotiators.

The Board reconvened to open session at 2:25 p.m.
Next Meeting Date
January 20, 2009, at 9:00 a.m.

Adijournment

The meeting adjourned at 2:27 p.m.

President Of Counsel

JGarde/MINUTES-SDAE-SPECIAL MTG 10-10-08.doc

Attachments: Letter to the Board from Carrizo dated 10/9/08

Revised Periodic Report submitted by SD&IV
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CARRIZO GORGE RAILWAY
2295 FLETCHER PARKWAY #101
EL CAJON, CA 92020
(619)938-1943

QOctober 9, 2008

Mr. Paul Jablonski, President

San Diego & Arizona Eastern Railway
San Diego Metropolitan Transit System
1255 Imperial Avenue, Suite 1000

San Diego, California 92101

Re: CZRY Embargo of the SD&AE Desert Line

Dear Mr. Jablonski,

Carrizo Gorge Railway has spent a significant amount of time and effort in evaluation,
research and inspection of the Desert Line. This effort led us to the conclusion that
additional action is needed to improve safety and rehabilitate the line.

Therefore, at this time, we have concluded that the prudent course of action is for Carrizo

Gorge Railway to place an embargo of all Desert Line revenue freight of the San Diego
& Arizona Eastern Railway in order to complete this rehabilitation.

This embargo will be in effect on October 17, 2008 from Campo mile post 67.1 to Plaster
City mile post 129.61. Additionally, the track will be out of service to all non essential

maintenance equipment, expediting the rehabilitation process. Yard limits will be kept in
effect from Division to Campo.

Carrizo Gorge Railway maintains our commitment of continued financial investment in
the Desert Line, increasing capacity and profitability. Furthermore, significant regional
economic development will result by maintaining this critical international freight
corridor of the San Diego/Baja California region, as envisioned by John D. Spreckles.

We will keep you advised of our progress.
o
Smcercly, /
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REVISED

October 2, 2008
SD&AE Board
C/OMTS
1255 Imperial Avenue, Suite 1000
San Diego, California 92101

Periodic Report
In accordance with Section 20 of the Agreement for Operational Freight Service and

Control through Management of the San Diego and Arizona Eastern Railway Company;
activities of interest for the 3rd Quarter of 2008 are listed as follows:

1. Labor

At the end of September 30, 2008 the San Diego & Imperial Railroad had 14
employees:

1 General Manager
1 Trainmaster

1 Asst. Trainmaster
1 Office Manager

1 Manager - Marketing & Sales
1 Mechanical Officer

2 Maintenance of Way Employees

6 Train Service Employees
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REVISED

. Marketing

In the 3rd Quarter of 2008 versus 2007, US lumber and paper carloads declined.
Mexican traffic remained steady, with a slight increase in LPG and grain.

Reportable Injuries/Environmental

Through year to date, September 30, 2008, there were no FRA Reportable injuries
on the SDIY Railroad.

Days FRA Injury Free: 6520
Days FRA Incident Free: 8894
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4. Summary of Freight

REVISED

2008

2007

2006

Total rail carloads that
moved by SDIY Rail
Service in the quarter.

1,688

1,651

1,859

Total railroad carloads
Terminating/Originating
Mexico in the quarter.

1,326

1,320

1,487

Total railroad carloads
Terminating/Originating El
Cajon, San Diego, National
City, San Ysidro, California
in the quarter.

331

330

372 |

Total customers directly
served by SDIY in the
quarter

12

12

12

Regional Truck trips that
SDIY Railroad Service
replaced in the quarter

5,471

5,448

6,135

Respectfully,

Pete Jespersen

General Manager
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Agenda Item No. _2

San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 50771)
Railway Company
Board of Directors Meeting

February 3, 2009
SUBJECT:

STATEMENT OF RAILWAY FINANCES

RECOMMENDATION:
That the SD&AE Board of Directors receive a report for information.

Budget Impact

None.

DISCUSSION:

The SD&AE operating statement for fiscal years 2008 and 2009 is attached for
information. Linda Musengo will give an update during the meeting.

2-RAILWYFINANCES.doc

Attachment:  Fiscal Years 2008 & 2009 Operating Statement
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SD&AE operating statement FY2009 and FY2008

2009
Q1 Q2 Total
Revenue.
Right of entry permits $30,178 $ 10,900 $ 41,078
Lease income 9,820 14,783 24,603
SD&IV 1% freight fee - - -
Carrizo Gorge 213 99 312
Other income - - -
Total revenue 40,211 25,782 65,993
Expense .
Admin wages 18,279 15,295 33,574
Workers' compensation 498 498 995
Professional services 7,196 13,273 20,469
Outside services - - -
Telephone - - -
Insurance premium 9,114 8,783 17,896.15
Other miscellaneous expense 6,666 1,772 8,437.43
Depreciation - - -
Total expense 41,752 39,620 81,372
Net income/(loss) $(1,5641) _$(13,837) _$ (15379)
Other miscellaneous expedse includes $7,012.59 paid to Baker & Miller
related to petition filing
Reserve balance 2008 $ 890,451
Allocated interest earnings - estimated 777
Operating profit/(loss) (15,379)
Improvement expense 2009 -
Reserve balance 2009- estimated $ 875,849

SDAE financial statement Q2.xls
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2008

Q1 Q2 Total
$ 5,000 $ 8,650 $13,650
5,047 " 8,568 13,615
- 38,720 38,720
570 5,696 6,266
10,617 61,634 72,251
16,636 15,753 32,389
1,005 1,005 2,010
3,898 10,631 14,529
1,250 - 1,250
145 - 145
10,533 10,373 20,906
543 845 1,388
34,010 38,607 72,617
$(23,393) _$23,027 $ (366

SDAE financial statement Q2.xls
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Agenda ~ Item No. _§

San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 50771)
Railway Company
Board of Directors Meeting

February 3, 2009

SUBJECT:

REPORT ON SAN DIEGO AND IMPERIAL VALLEY (SD&IV) RAILROAD OPERATIONS
RECOMMENDATION:

That the SD&AE Board of Directors receive a report.for information.

Budget iImpact

None.
DISCUSSION:

An oral report will be given during the meeting.

Attachment: Periodic Report for the 4th Quarter of 2008



January 20, 2008

SD&AE Board

C/O MTS

1255 Imperial Avenue, Suite 1000
San Diego, California 92101

Periodic Report

In accordance with Section 20 of the Agreement for Operational Freight Service and
Control through Management of the San Diego and Arizona Eastern Railway Company;
activities of interest for the 4th Quarter of 2008 are listed as follows:

1. Labor
At the end of December 31, 2008 the San Diego & Imperial Railroad had 14
employees:
P 1 General Manager

1 Trainmaster
1 Asst. Trainmaster
1 Office Manager

1 Manager - Marketing & Sales
1 Mechanical Officer

2 Maintenance of Way Employees

6 Train Service Employees
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Marketing
In the 4th Quarter of 2008 versus 2007, we had a decrease in Liquified Petroleum
Gas (LPG) mainly due to warm weather. There was a decrease in Lumberduetoa .

slow housing and construction market, the decrease in paper was aftributed to
diversion to trucks and grain due to logistical issues delaying the shipments.

Reportable Injuries/Environmental

Through year to date, December 31, 2008, there were no FRA Reportable injuries
or incidents on the SDIY Railroad.

Days FRA Injury Free: 6609
Days FRA Incident Free: 8986

FRA 4™ Qtr. inspection report attached,
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4. Summary of Freight

2008

2007

2006

Total rail carloads that
moved by SDIY Rail
Service in the quarter.

1,488

1,762

1,905

Total railroad carloads
Terminating/Originating
Mexico in the quarter.

1190*

1,410*

1,524

Total railroad carloads
Terminating/Originating El
Cajon, San Diego, National
City, San Ysidro, California
in the quarter.

298

352

381

Total customers directly
served by SDIY in the
quarter

12

12

12

Regional Truck trips that
SDIY Railroad Service
replaced in the quarter

4,910

5,815

6,287

*Estimate only

Respectfully,

Pete Jespersen

General Manager
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DEPARTMENT OF TRANSPORTATION
FEDERAL RAILROAD ADMINISTRATION (FRA)

INSPECTION REPORT

OMB Approval No.: 2130-0509

Inspector’s Name Inspector’s Signature insp r's IDNo. | Report No. Date
yy mm dd
MUFFLEY, GERALD S0603 2 2009 1] 08
Railroad/Company Name & Address R/IC Division RR/Co. Rep (Receipt Ack dged)
V. Y
SAN DIEGO & IMPERIAL VALLE R SYSTEM Name PETER A. JESPERSEN
1501 NATIONAL AVE., SUITE 200 RRICo
Code | Subdivision Title OPERATIONS SUPERINTENDENT
SAN DIEGO CA 92113-1029 SDIY | SYSTEM Signature
Com EL CAJON Codes yggo | Destination City & County Codes | From Latitude
State  CA 06 City From Longitude
County SAN DIEGO Cco73 County To Latitude
Mile Post: From (017.91 To 0017.65 Inspection Point FIELD To Longitude
Activity ‘
Code: RWP HGCS TCSO
Units: 1 18 il
Ftem Initials/Milepost Equipment/Track # {Type/Kind |49 CFR/ [Defect |Subrule Speed  |Class |Train #/Site SNFR* JRCL** {# of Activity
USC Oce.*** [Code
1 17.91 234 662013D N N 1
Description
NO DEFECTS FOUND AT FESLER STREET.
Violation Recommended D Yes No Latitude: Longitude:

Written Notification to
FRA of Remedial Action is:

Railroad Action Code

ftem |initials/Milepost Equipment/Track # [Type/Kind [49 CFR/ |Defect [Subrule Speed |Class |Train #/Site SNFR* |RCL** [#of  [Activity v
USC Occ.*** |Code
2 17.81 234 662011P N N 1
Description
INO DEFECTS FOUND AT FLETCHER PKWY.
Violation Recommended D Yes No Latitude: Longitude:

Written Notification to
FRA of Remedial Action is:

Railroad Action Cod

Ttem |Initials/Milepost Equipment/Track # |Type/Kind {49 CFR/ |Defect [Subrule Speed  [Class | Train #/Site SNFR* [RCL** [# of Activity
USC Occ.*** |Code
3 17.8117.6 234 NOTPSTD N N {
Description
NO DEFECTS FOUND AT PETREE STREET.
Violation Recommended D Yes No Latitude: [Longitude:
Written Notification to

FRA of Remedial Action is:

Railroad Action Code

FORM FRA F 6130.96 (Revised 10/02) *SNFR-Special Notice for Repairs

Page 1 of 1

RAILROAD/COMPANY COPY
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Agenda item No. _4_

San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 50771)
Railway Company
Board of Directors Meeting

February 3, 2009

SUBJECT:
REPORT ON PACIFIC SOUTHWEST RAILWAY MUSEUM
RECOMMENDATION:
That the SD&AE Board of Directors receive a report for information.
Budget Impact
None.
DISCUSSION:

A report will be presented during the meeting.

Attachment: Fourth Quarter Report for 2008

FEB3-09.4.MUSEUM RPT.JLUNDQUIST.doc
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Pacific Southwest Railway Museum
4695 Nebo Drive
La Mesa, CA 91941-5259

January 7, 2009

SD&AE Board
C/O MTS ‘
1255 Impenai A #1 000,
San Dlegm Chw

the $25, 000 pa‘ .,
Pete Jespersen to seek f
conveyed to us that we S

Athe féquest, i
_ -..u_}ntil the‘r inspection

3.  Weran imited’s-from the: Campo-De tothie North Pole
this Christmas AN _

A California Non-Profit, Public Benefit Corporation, IRS Tax # 95-2374478

Owners and operators of the Railroad Museum in Campo,
San Diego & Arizona Railway and the La Mesa Depot Museum
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SD&AE January 7, 2009

4, We remain uncertain of the public’s response for the Campo to Tecate trains
given the current negative press on the ongoing drug wars in Mexico. We certainly
hope the public remains interested in our trips to Tecate, as we have never experienced
any security problems on these trips.

5. We hope to finish up two long term projects at the Campo Depot this next quarter —
the new restroom at the Campo Depot and relocating the giftshop upstairs in the Depot.

6. We have relocated the PSRM tank car, long stored on timbers east of the depot,
onto Museum property.

7. We will once again be supporting the annual “Three Kings Train” (aka “The
Christmas Train”) as we take presents to the children of Tecate in a cooperative event
with all involved.

8. We were pleased to be able to host a portion of the CZRy Christmas party onboard
the private car Robert Peary during one of our North Pole Limited trains in December.
One of our tallest Santa Clause’s was able to join them for a while during the train trip
to the North Pole.

To all the Board members and staff of the SD&AE, | would like to thank you for all your
support of both myself and our Museum over these past six years. It was an interesting
time sorting out the PSRM activities from the other events ongoing at Campo and along
the line. | appreciate your help and patience as this was worked out. Our new Museum
President, Diana Hyatt, comes onboard this month. | wish we could have hosted the
SD&AE Board and/or the MTS Board or Board members at our Museum during my
tenure. Perhaps that may yet occur under our new leadership.

Sincerely,
Jim Lundquist
President Emeritus, Pacific Southwest Railway Museum

20f2
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‘Agenda ltem No. O
San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 50771)

Railway Company
Board of Directors Meeting

February 3, 2009
SUBJECT:

' REPORT ON THE DESERT LINE

RECOMMENDATION:

That the SD&AE Board of Directors receive a report for information.

Budget impact

None.

Attachment: No reports submitted
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Periodic Report

To the San Diego & Arizona eastern Railway Company

Fourth Quarter 2008

Page 1
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The periodic Report to the SD&AE Railway Company is produced
‘quartely by the Carrizo Gorge Railway, Inc for the SD&AE Board, in
fulfillment of contractual requirements and to document activity in the
restoration of the line to regional service along with its ongoing
improvement for future generations.

Carrizo Gorge Railway
Accomplishments during fourth quarter

« Completed a thorough inspection from Division to Plaster City.
o Considerable advancement of weed abatement.

Fourth Quarter 2008

Carrizo Gorge Railway, Inc.

Page 2
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CONTENTS

4™ QUARTER 2008 ACTIVITY
Appendix A- MOW Summary

Appendix B- Desert Line Track Rehabilitation
Offset Financial Summary

Appendix C- Deserte Line Freigth Revenues
Financial Summary

Fourth Quarter 2008

Carrizo Gorge Railway, Inc.
CARRIZO GORGE RAILWAY,INC

Page 3
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2295 Fletcher Parkway, Suite 101,El Cajon Ca 92020
Phone (619) 938-1943
Fax(619) 561-4367

December 315, 2008

Metropolitan Transit Development Board
San Diego & Arizona Eastern Railway Board
1255 Imperial Avenue 10" floor

San Diego,California 92101

Pursuant to reporting agreement, here is the summary of 4™ Quarter activity for 2008

PERIODIC REPORT

I Labor

As of December 31, 2008, the Carrizo Gorge Railway has 21 employees to cover
overall administration of the road and operations in the U.S. on the Desert Line.

Administration
Marketing
Purchasing Agent
Train Master

Track Maintenance
Division Engineer
Train Crew
Railroad police
Railroad police chief

DWW AN

II.  Marketing

Carrizo Gorge Railway has continued an aggressive marketing effort attempting to
draw new business from a variety of different areas, from moving agricultural product
from the Imperial Valley to Mexico, to connecting with the new efforts being made by
the port of Ensenada in moving intermodal traffic to the interior of Mexico and the
USA. Page 4
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Carrizo Gorge Railway has completed negotiations with Baja California government
and it is moving forward to establishing a new cooperative agreement.

Carrizo Gorge Railway is working diligently to promote new shippers in an effort to
make up for the ex_pected reduction in traffic do to the current economic situation.

Iti. Desert Line

Carrizo Gorge Railway is the rail freight operator on the Desert Line by contractual
agreement with Rail America/ SD&IV and with the approval of SD&AE/ MTDB.

On October 17™ 2008, Carrizo Gorge Railway placed an embargo with the purpose to

start a rehabilitation program to improve safety, capacity and reliability on the Desert
Line.

We carried out a study of all the objectives that fall into the track infrastructure (main
track, secondary track, bridges and tunnels) in order to establish a work plan to
schedule the line’s rehabilitation. The Objective of this study is to rehabilitate and
increase capacity and safety of the Desert Line.

During this period we have continued to perform regular track maintenance as well as
continue to remove weed to mitigate the fire hazardous during this critical period.

There is no sand hauling operation currently taking place on the Desert Line.
On December 17, 2008 we had a severe weather storm that caused numerous debris

related incidents that required immediate attention. All such debris has been cleaned
up and the line is currently in normal operating condition.

4™ Quarter 2008
Carrizo Gorge Railway, Inc

Page 5
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IV.  Reportable Injuries /| Environmetal Incidents

There were no reportable injuries during the fourth Quarter of 2008.
There were no reportable accidents in the fourth Quarter of 2008.

There were no environmetal incidents during the fourth Quarter of 2008.

V. Freight Activity

From October 1%, 2008 to December 31%, 2008.
MOW Sand carloads moved on the Desert Line 0
Revenue Sand carloads moved on the Desert Line 0

Revenue Freight carloads moved to/from Seeley
Via interchange with UPRR, on the Desert Line 2

Non-Revenue Freight carloads moved from UPRR
and USG, on the Desert Line

Revenue Freigth carloads terminating/originating in
Mexico to/from San Ysidro via interchange with SD&IV
Railroad 1286

Total overall fourth Quarter 2008 Carloads Moved 1288

Fourth Quarter 2008

Carrizo Gorge Railway, Inc

Page 6
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VI. Mexican Railroad

Carrizo Gorge Railway, Inc. with the assistance of its subsidiary Ferrocarriles CZRY
de Baja California SA de CV provide technical support as well as operate the Tijuana-
Tecate line on behalf of ADMICARGA a paraestatal of the State of Baja California,
Mexico and the designee of such line.

Carrizo Gorge Railway has completed negotiations with the government of Baja
California and it is moving forward to establishing a new cooperative agreement.

CURRENT MEXICO PERSONNEL

2 Manager

1 Administrative Assistant

1 Trainmaster

3 Dispatchers

3 Train Engineers

6 Conductors

1 Mechanic

1 Car Inspector

1 Division Engineer

1 Track Inspector

2 Track Supervisor

10 Track laborer
Respectfully,

Armando Freire
Chief Operations Officer
Carrizo Gorge Railway, Inc

Page 7

A-36



Page 1 of 2

Appendix A
M.O.W. SUMMARY

Carrizo Gorge Railway, Inc

DESERT LINE

October- November- December 2008

2peamerisey evim-

TRACK
Ties Installed (6" x 8" x &) 0~ each
(7" x 9" x 9") 127 each
Stringers 15 each
90 Ib. Rail Change Out 0 ft
113 Ib. rail Change Out 0 ft
Repair Open Joints 0 each
Track Regaging 5 each
Separator Rails (4" x 8" x 20") 0 each
Replace Missing Track Bolts 5 each
Rail Anchors Replaces 15 each
Repair Broken angle bars (60 Ib.) 0 each
(75 1b.) 2 each
(90 1b.) 5 each
Track Surfaced 120 ft
Track Spikes Used (new) 358 each
Switch Ties Installed 0 each

BRIDGE & TUNNEL

The following bridge is currently under repair.

We worked on the bridge located at MP 95.08 and these were the repairs that were

made:

15 each Stringers
16 each Shim

16 each Shim chord
61 each Bridge ties

101 each 32" Bolt
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Page 2 of 2

Appendix A

M.O.W. SUMMARY

Carrizo Gorge Railway, Inc

DESERT LINE
GENERAL RIGHT OF WAY
WEED ABATE PROGRAM REPORT
Conclude
Date of conclude From MP To MP Miles
27-Nov 67.0 67.1 0.1
25-Nov 70.5 71.0 0.5
25-Nov 74.0 74.9 0.9
24-Nov 75.8 76.0 0.2
20-Nov 76.5 80.3 3.8
14-Oct 80.4 81.0 0.6
13-Oct 81.5 82.3 0.8
7-Oct 85.0 85.4 0.4
6-Oct 86.1 87.4 1.3
10-Oct 88.4 88.8 0.4
3-Oct 88.9 90.1 1.2
27-Nov 95.1 95.4 0.3
27-Nov 95.8 96.0 0.2
Total Miles 10.6

in this last quarter we have concluded the weed abetement from MP 59.9 to MP 96.0
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Appendix B
OFFSET FINANCIAL SUMMARY

Carrizo Gorge Railway, Inc
DESERT LINE

October- November- December 2008

There was no production or commercial sale of sand from M.O.W. activity on the
Desert Line during Fourth Quarter 2008. :
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Page 1 of 1

Appendix C
FINANCIAL SUMMARY
Carrizo Gorge Railway, Inc
DESERT LINE
October- November- December 2008
REVENUE FREIGTH HAULED
Railcar loads to/from UP Interchange, Seeley /Plaster City 2
Railcar loads revenue sand from Dixie (Plaster City) to Campo 0
Non-revenue Freigt
USG Cars
Total 2

Track Use Fees:

Interchange freigth to/from UPRR over the Desert Line

SD&AE / MTS 1% payment $ 6.00
SD&IV / Rail America payment 6.9 $ 4140

Revenue Sand from Dixie to Campo

SD&AE / MTS 1% payment 0.00
SD&IV RailAmerica payment (0 cars at $0.00 each) 0.00
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SUBJECT:

Agenda ltem No. 0@

San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 50771)
Railway Company
Board of Directors Meeting

February 3, 2009

SUMMARY OF SD&AE DOCUMENTS ISSUED SINCE OCTOBER 10, 2008

. RECOMMENDATION:

That the SD&AE Railway Company Board of Directors receive a report for information.

Budget Impact

None.

DISCUSSION:

Since the October 10, 2008, SD&AE Railway Company Board of Directors meeting, the
documents described below have been processed by staff.

S200-09-384: Right of Entry Permit to Good & Roberts, Inc. to reconstruct a
driveway and fix slopes in the City of EI Cajon.

$200-09-385: Right of Entry Permit to Nolte & Associates, inc. to perform pothole
surveys at 28™ Street in the City of San Diego.

S200-09-386: Right of Entry Permit to 3-D Enterprises, Inc. to construct a storm
drain south of Bay Marina Drive on the Coronado Branch in the City of National
City.

S200-09-388: Right of Entry Permit to HP Communications to construct an aerial
fiber-optic line at 16™ Street in the City of National City.

S200-09-389: Right of Entry Permit to David Evans & Associates, Inc. to perform
surveys along the south line to support SANDAG contract CIP No. 11281.
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Agenda Item No. OD

San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 50771)
: Railway Company
Board of Directors Meeting

February 3, 2009

SUBJECT:

BAY MARINA DRIVE WIDENING IMPACTS TO CLEVELAND AVENUE CROSSING
~ RECOMMENDATION:

That the SD&AE Railway Company Board of Directors forward a recommendation to the
MTS Board of Directors to approve an amendment to MTS Document No. S200-06-291
to cover impacts to the Coronado Branch and future obligations of the City of
National City relating to the redevelopment of the area west of Interstate 5 at Bay Marina
Drive.
Budget Impact
The City of National City’s cost to reconstruct the crossing could be between $100,000
and $200,000. SD&AE would save any potential costs to maintain the crossing if the
crossing infrastructure is removed.

DISCUSSION:

The City of National City, MTS, and SD&AE have entered into MTS Document

No. S200-06-291 as amended to cover impacts to the Coronado Branch and future
obligations of the City of National City relating to the redevelopment of the area west of
interstate 5 at Bay Marina Drive.

The City of National City has asked for consideration of removing the rails, ties, and
crossing equipment at Cleveland Avenue as part of its project to widen Bay Marina Drive.
In exchange, the City of National City would commit to pay for the reconstruction of the
intersection rail improvements and railroad signals in the future if the Coronado Branch
service is restored.

In addition, the SD&AE Board approved the construction of a private drainage structure
on Marina Way at the entrance to the hotel project to the south of Bay Marina Drive as
part of a license issued to Marina Gateway Development. The City of National City
intends to construct this facility now instead of the developer. SD&AE would amend the
existing license to remove this improvement and create a new license issued to the City
of National City to cover this installation.

A-43



Therefore, staff recommends forwarding a recommendation to the MTS Board of
Directors to approve an amendment to MTS Document No. S200-06-291 to cover
impacts to the Coronado Branch and future obligations of the. City of National City relating
to the redevelopment of the area west of Interstate 5 at Bay Marina Drive. '

FEB3-09.6b.BAYMARINAWIDENAMDMT.TALLISON.doc
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Agenda Item No. [

San Diego and Arizona Eastern (SD&AE) SDAE 710.1 (PC 40099)
Railway Company
Board of Directors Meeting

February 3, 2009

SUBJECT:

ELECTION TO FILL VACANT POSITION OF SD&AE RAILWAY TREASURER

_ RECOMMENDATION:

That the SD&AE Board of Directors forward a recommendation to the MTS Board of

Directors to elect Linda Musengo as the Treasurer to replace the position vacated by
Alejandro De La Torre.

Budget Impact

None.

DISCUSSION:

Alejandro De La Torre has vacated the position of Treasurer; therefore, staff proposes

forwarding a recommendation to the MTS Board of Directors to replace Mr. De La Torre
with MTS Finance Manager Linda Musengo

FEB3-09.ELECTTREASURER.TLOREN.doc
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QWi

MTS

z]//"\\\\\\\\\% Metropolitan Transit System

1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490

619.231.1466 FAX 619.234.3407 Agenda Item No. _8

JOINT MEETING OF THE BOARD OF DIRECTORS OPS 970.6
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc. Executive Committee
February 19, 2009 Review Date: 2/12/09
SUBJECT:

SDTI: NELECO, INC. “SUPERLUBE” RAIL LUBRICANT — CONTRACT AMENDMENT
(OPTION YEAR TWO)

RECOMMENDATION:

That the Board of Directors authorize the Chief Executive Officer (CEO) to execute
San Diego Trolley, Inc. (SDTI) Doc. No. C.0.018.2-05 (Attachment A) with Neleco, Inc.
to exercise option year two to provide Synco SuperLube Rail Lubricant.

Budget Impact

The not-to-exceed amount of $112,814.00 for this product (for one year) would come
from the FY 09 SDTI operating budget line item 370-54310 (SDTI Track Lubricant and
Grease). This would be the final option year; staff is currently working on a new
procurement.

DISCUSSION:

On March 1, 2005, the MTS Board of Directors approved a three-year base contract
(SDTI Doc. No. €.0.0180.0-05) with an option for two single-year extensions. Staffis
recommending that option year 2 be exercised, starting in March, for calendar year 2009
through March 2010. The current provider, Neleco, Inc., has met its duties and
responsibilities by providing this product to SDTI in a timely manner. Staff is satisfied
with the contractor and the product and would like to exercise option 2 for one year.
Staff believes that the pricing (Attachment B) for option year 2 is fair and reasonable,
and, therefore recommends approval of the 2nd option year of this agreement.

Paul S..lablorfski

Chief Executive Officer

Key Staff Contact: Fred Byle, 619.595.4937, fred.byle@sdmts.com

FEB19-09.8.RAIL LUBE.SOVERTON.doc

Attachments: A. Draft SDTI Doc. No. C.0.018.2-05
B. Sole-Source Justification and Vendor Pricing

Metropolitan Transit System (MTS) is comprised of the Metropelitan Transit Development Board (MTDB} a California public agency, San Disgo Transit Corp., and San Diego Trolley, Inc.,
in coaperation with Chula Vista Transit and National City Transit. MTS is Taxicab Administrator for eight cities. MTDB is owner of the San Diego and Arizona Eastern Hailway Company.

MTDB Member Agencies include: City of Chula Vista, City of Coronado, City of El Cajon, City of imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.



Att. A, Al 8, 2/19/09

February 19, 2009 SDTI Doc. No. C.0.018.2-050
OPS 970.6

Mr. Paul DiBenedetti,
President

Neleco, Inc

675 VFW Parkway MS-334
Chestnut Hill, MA 02467-3656

Dear Mr. DiBenedetti:
Subject: AMENDMENT NO. 2 TO SDTI DOC. NO. C0.018.0-05

This shall serve as Amendment No. 2 to our agreement for San Diego Trolley, Inc. (SDTI) to procure
“Synco SuperLube” Rail Lubricant as further described below.

SCOPE OF PROCUREMENT

Provide Synco SuperlLube Rail Lubricant in accordance with the original SDTI Contract Doc.
No. C.0.018.0-05.

SCHEDULE

This amendment extends the contract term by one year from March 1, 2009, to March 31, 2010.
PAYMENT

The total value of this option shall not exceed $112,814.00. All other conditions remain unchanged. If
you agree with the above, please sign below, and return the document marked “Original” to the

Contracts Specialist at MTS. The other copy is for your records.

Sincerely, Accepted:

Paul C. Jablonski
Chief Executive Officer Paul DiBenedetti
Neleco, Inc.

FEB19-09.8.AttA.NELECO SUPERLUBE AMD2.SOVERTON.doc
Date:
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Date: 1/21/09

To: Procurement File

From: Sandra Overton

Subject: Sole Source Justification and Determination of Fair and Reasonable Cost for Rail Lubricant
Background

San Diego Trolley (SDTI) recommends the procurement of “Synco” SuperLube, which is distributed by Neleco,
Inc. This product has been successfully used by San Diego Trolley for noise suppression and rail and wheel
wear reduction. This procurement will be sole source and, therefore, requires staff to perform a cost analysis to
determine if the cost is fair and reasonable.

Cost Justification

The staff reviewed last year’s FY08 procurement for this product. The FY 08 price was $333.00 per pail. A
price increase has been avoided for (4) four years.

The price, with a (1) one-year extension in FY09, would be $349.00, per pail. This reflects a $19.00 per pail or
5.75% increase, over the current price. The current public list-price for this SuperLube Rail Lubricant is
$392.00 per pail (effective January 1, 2009). Most other transit agencies with contracts have been paying
$364.00 - $374.00 per pail. Neleco is offering the SuperLube Rail Lubricant to SDTI at a lower unit price than
offered to other transit agencies.

Conclusion

The procurement staff has determined the cost for the Rail Lubricant is fair and reasonable.

See Attached Sole Source Justification Memorandum

FEB19-09.8. AttB.NELECO SOLESOURCE.SOVERTON.doc
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N NELECO INCORPORATED

Telephone: 781-341-5050 E-mail: paul050@aol.com Fax: 781-341-1866

January 21, 2009

Ms Sandra Overton Telephone: 619-557-4562
Procurement Department Fax: 619-696-7084
San Diego Trolley

100 16™ Street

San Diego, California 92101

Dear Sandra:
This letter is in reply to your inquiry regarding an extension of the Rail Lubricant contract.

We could accept a one (1) year extension of the contract, with an approximate 5.75% price increase.
We have held the price at $330.00 per 40 pound pail for four (4) years. Unfortunately, in these difficult
times of constantly rising prices, we will have to increase the price to $349.00 per 40 pound pail. All
other conditions remain the same.

We try everything practical, to maintain level prices, for as long as possible. In today's economic
environment, it becomes increasingly difficult. The current list price for SuperLube Rail Lubricant is,
$392.00 per 40 pound pail, effective January 1, 2009. Most other transit agencies, with contracts prior
to January 1, 2009, are paying $364.00 to $374.00 per pail. New contracts will be written at higher prices
as of January 1, 2009.

Thank you for this opportunity to quote on this extension. We greatly appreciate your business. We

will always strive to maintain the best service and prices possible. If | can be of further assistance, or
service please call me.

Best regards,

Pawl E. R. DiBenedeltc

Paul E. R. DiBenedetti
President
Neleco, Incorporated

Exclusive Authorized Distributor of SuperLube Railroad Lubricants

675 VFW Parkway MS-334 Chestnut Hill, Massachusetts 02467-3656

B-2
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SUBJECT:

Agenda Item No. Q

JOINT MEETING OF THE BOARD OF DIRECTORS LEG 491 (PC 50633)
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc. Executive Committee
February 19, 2009 Review Date: 2/12/09

MTS: INCREASED AUTHORIZATION FOR LEGAL SERVICES - LAW OFFICES OF
MICHAEL E. RIPLEY

RECOMMENDATION:

DISCUSSION:

That the Board of Directors authorize the Chief Executive Officer (CEO) to execute MTS
Doc. No. G1080.3-07 (in substantially the same form as Attachment A) with the Law
Offices of Michael E. Ripley for legal services and ratify prior amendments entered into
under the CEO’s authority.

Budget Impact

Not to exceed $55,000 for the Law Offices of Michael E. Ripley. The recommended
amounts are contained within the proposed midyear fiscal year 2009 budget.

On January 18, 2007, the Board approved a list of qualified attorneys for general liability
and workers’ compensation for use by MTS, San Diego Trolley, Inc. (SDTI), and

San Diego Transit Corporation (SDTC) (hereinafter referred to as the Agencies) staffs on
an as-needed basis. Thereafter, MTS began to contract with approved attorneys for
various amounts depending upon current and anticipated needs.

Pursuant to Board Policy No. 52 (Procurement of Goods and Services), the CEO may
enter into contracts with service providers for up to $100,000. The Board must approve
all agreements in excess of $100,000. All attorneys listed have multiple cases that are

Metropolitan Transit System (MTS} is comprised of the Metropolitan Transit Development Board (MTDB} a California public agency. San Diego Transit Corp., and San Diego Trolley, Inc.,
in cooperation with Chula Vista Transit and National City Transit. MTS is Taxicab Administrator for eight citiss. MTDB is owner of the San Diego and Arizona Eastern Railway Company.

MTDB Membar Agencies include: City of Chula Vista, City of Coronado, City of Et Cajen, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, Gity of Santee, and the County of San Diego.



scheduled to proceed to trial, and the total cost of their legal services will exceed the
CEO’s authority.

The Law Offices of Michael E. Ripley is currently under contract with the Agencies for
$100,000. Attorney Michael Ripley has successfully defended the Agencies in a number
of tort liability matters. Pending invoices for recent and current services are anticipated
to exceed current contract authority due to legal defense costs.

The CEO has approved contracts up to the $100,000 authority level. Staff is requesting
Board approval of MTS Doc. No. G1080.3-07 with the Law Offices of Michael E. Ripley

for legal services and ratification of prior contracts/amendments entered into under the

CEO’s authority.

Paul &, Jablongki
Chief%%?ﬁx?:komcer

Key Staff Contact: James Dow, 619.557.4562, jim.dow@sdmts.com

FEB19-09.9.LEGAL SVCS RIPLEY.JDOW.doc

Attachment: A. MTS Doc. No. G1080.3-07
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February 19, 2009 MTS Doc. No. G1080.3-07
LEG 491 (PC 50633)

Mr. Michael Ripley

Law Offices of Michael E. Ripley
12520 High Bluff Drive, Suite 360
San Diego, CA 92130

Dear Mr. Ripley:

Subject: AMENDMENT NO. 3 TO MTS DOC. NO. G1080.0-07: LEGAL SERVICES — GENERAL
LIABILITY

This letter will serve as Amendment No. 3 to MTS Doc. No. G1080.0-07. This contract amendment
authorizes additional costs not to exceed $55,000 for professional services. The total value of this
contract, including this amendment, is $155,000. Additional authorization is contingent upon MTS
approval.

If you agree with the above, please sign below and return the document marked “Original” to Contract
Specialist at MTS. The other copy is for your records.

Sincerely, Accepted:

Paul C. Jablonski Michael Ripley

Chief Executive Officer Law Offices of Michael E. Ripley
Date:

FEB19-09.9.AttA.G1080.3-07RIPLEY.JDOW.doc
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1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619/231-1466

FAX 619/234-3407

Agenda Item No. 10

JOINT MEETING OF THE BOARD OF DIRECTORS OPS 970.6
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc.
9 y Executive Committee

February 19, 2009 Review Date: 2/12/09

SUBJECT:

SDTI. COPIER LEASE - CONTRACT AWARD
RECOMMENDATION:

That the Board of Directors authorize the Chief Executive Officer (CEO) to award a

contract (MTS Doc. No. L0856.0-09) to Canon Business Solutions West (in substantially

the same format as Attachment A) to lease 12 copiers to support administrative functions

throughout San Diego Trolley, Inc. (SDTI) for a period not to exceed five years.

Budget Impact

Federal funding of $175,000 for this project would come from Project Code 59620.
DISCUSSION:

In response to a Request for Bids (RFB) to lease office machines, the County of

San Diego (County) awarded a five-year contract on May 27, 2004 (ending on May 25,
2009), to Canon Business Solutions West, the lowest responsive, responsible bidder (out
of four bidders).

In accordance to the Special Terms and Conditions, paragraph 10, “Public Agency
Participation Option (February 2003)” of the RFB, other public agencies are allowed to
piggyback on the County’s contract. After reviewing the pricing offered on the County’s
contract and performing a lease-versus-purchase analysis, it was determined that the
lease pricing (Attachment B) offered on the County’s contract would be the most
advantageous option for SDTI.

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprafit public benefit corporations,
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of EI Cajon, Gity of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.



Therefore, staff recommends Board approval of a five-year contract with Canon Business
Solutions West (MTS Doc. No. L0856.0-09) to lease copiers for SDTI, in an amount not

to exceed $175,000.

(st

Pau\C. JaBlonski

Chief Executive Officer

Key Staff Contact: Rebecca Zelt, 619.595.4902, Rebecca.Zelt@sdmts.com

FEB19-09.10.COPIER LEASE.JMILLER.doc

Attachments: A. Draft MTS Standard Services Agreement Doc. No. L0856.0-09
B. Canon Price Schedule
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STANDARD SERVICES AGREEMENT L0856.0-09
CONTRACT NUMBER
OPS 970.2
FILE NUMBER(S)
THIS AGREEMENT is entered into this day of 2009, in the state of

California by and between San Diego Metropolitan Transit System (“MTS”), a California public agency,
and the following contractor, hereinafter referred to as "Contractor":

Name: _Canon Business Solutions West Address: 9330 Scranton Road

Form of Business: _Corporation San Diego, CA 92121
(Corporation, partnership, sole proprietor, etc.)

Telephone: _858-202-3921

Authorized person to sign contracts: _Leon Moranville Government Account Executive
Name Title

The attached Standard Conditions are part of this agreement. The Contractor agrees to furnish to MTS
services and materials, as follows:

Per MTS requirements and in accordance to the County of San Diego Contract Number 114/237 as amended;
MTS Standard Services Agreement, including the Standard Conditions for Services, Federal Requirements, and
Canon Business Solutions West's Price Schedule dated October 13, 2008, the Contractor is to provide the
following:

Equipment Lease Five-Year Term April 1, 2009, through March 31, 2014:

2 each Canon Image Runner Model 5055 includes 12,000 black and white copy allotment per month per machine
4 each Canon Image Runner Model 5075 includes 15,500 black and white copy allotment per month per machine.
5 each Canon Image Runner Model 3225 includes 6,000 black and white copy allotment per month per machine.
1 each Canon Image Runner Model 4080i includes 8,500 black and white copy allotment per month per machine.

Included in the Lease: Pooled Monthly Allotment (Black and White Copies):

Model 5055 12,000 x 2 machines = 24,000
Model 5075 15,500 x 4 machines = 62,000
Model 3225 6,000 x 5 machines = 30,000
Model 4080i 8,500 x 1 machine = _8,500
Total pooled monthly allotment = 124,000 copies per month

Overage Charges:

Black and white copies outside of the allotted 124,500 copies per month = $0.018 per copy.
All color copies = $0.08 per color copy.

If there are any inconsistencies between the County of San Diego Contract No. 114/237, Canon Business
Solutions West's Price Schedule dated October 13, 2008, and MTS's Standard Services Agreement, including
Standard Conditions for Services and Federal Requirements, the following order of precedence will govern the
interpretation of this contract:

1. County of San Diego Contract Number 114/237 as amended, and Canon Business Solution West's Price
Schedule.
2. Standard Services Agreement including Standard Conditions for Services, and Federal Requirements.
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This contract shall be for a five-year base period effective April 1, 2009, through March 31, 2014. Total contract
amount shall not exceed $175,000.00.

SAN DIEGO METROPOLITAN TRANSIT SYSTEM CONTRACTOR AUTHORIZATION
By: Firm:

Chief Executive Officer
Approved as to form: By:

Signature

By:

Office of General Counsel Title:
AMOUNT ENCUMBERED BUDGET ITEM FISCAL YEAR
$175,000 59620 2009-2013
By:

Chief Financial Officer Date

( total pages, each bearing contract number) FEB19-09.10.AttA.CANON LEASE.JMILLER.doc
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PRICE SCHEDULE

CANON BUSINESS SOLUTIONS WEST FIVE-YEAR LEASE

Pooled Monthly

Location Copier Allotment (Copies) Price

Operations Contro! Center Canon IR 5075 15,500 $302.25

9" Floor Canon IR 5075 15,500 $302.25

9" Floor Canon CIR 4080i 8,500 $250.00

Revenue and Recovery Canon IR 3225 6,000 $108.00

Revenue and Recovery Canon IR 3225 6,000 $108.00

MOW Canon IR 5055 12,000 $217.20

Assignments Canon IR 5075 15,500 $302.25

Yard Tower Canon IR 3225 6,000 $108.00

LRV Maintenance Canon IR 5055 12,000 $217.20

Security Canon IR 5075 15,500 $302.25

Facilities Canon IR 3225 6,000 $108.00

Facilities 2 Canon IR 3225 6,000 $108.00

Totals 124,500 $2,433.40
Total Monthly Cost (Copiers) $2,433.40
Total Pooled Copies Per Month 124,500
Overage Charge per Black & White Copy $0.018
Cost Per Color Copy $0.08
Total Annual Cost (Copiers) $29,200.80
Total Annual Cost (Color Copies) $5,799.20
Total Contract Value (5 Years) $175,000.00

FEB19-09.10.AttB.CANON PRICE LIST.JMILLER.doc

B-1



\\\\\‘“““II///

3
—
—

§
§|

>, =
leﬂl\\\\\\\\\% Metropolitan Transit System

1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619/231-1466

FAX 619/234-3407 , Agenda Item No. 1 1
JOINT MEETING OF THE BOARD OF DIRECTORS OPS 950.7
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc.
Executive Committee

February 19, 2009
ebruary Review Date: 2/12/09
SUBJECT:

MTS: FEDERAL TRANSIT ADMINISTRATION 5311 PROGRAM OF PROJECTS

RECOMMENDATION:

That the Board of Directors approve Resolution No. 09-8 (Attachment A)
authorizing the use of $256,744 of Federal Transit Administration (FTA) Section
5311 funds for operating assistance in nonurbanized areas.

Budget Impact

None at this time.

DISCUSSION:

The FTA provides funds for capital and operating assistance to agencies providing
rural transportation through the Section 5311 Nonurbanized Area Formula
Program. These funds do not come directly to the region but are apportioned to
the states. The California Department of Transportation (Caltrans), on behalf of
the state, in turn reapportions the funds to the region based solely on the regional
rural population as a share of the state total rural population. San Diego
Association of Governments (SANDAG) allocates the funds to both North County
Transit District (NCTD) and MTS based on the relative rural population in each
service area. As shown within Attachment A, FTA 5311 funding would provide
$256,744 in operating assistance for MTS.

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benelit corporations,
in cooperation with Chula Vista Transit and National Gity Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies include: City of Chula Vista, City of Coronado, City of E! Gajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.



Recommendation

Grant requirements include submission of a resolution by the Board of Directors
authorizing its submittal and project programming. Therefore, staff recommends
that the Board approve, by resolution, submission of a grant application and project
programming. Caltrans requires that SANDAG certify that it would amend the
Regional Transportation Improvement Program in the event of a grant award.

Pal-C.-Jabtbnski

Chief Executive Officer

Key Staff Contact: Nancy Dali, 619.557.4537, nancy.dall@sdmts.com

FEB19-09.11.FTA 5311 PROJ.NDALL.doc

Attachment; A. Resolution No. 09-8
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SAN DIEGO METROPOLITAN TRANSIT SYSTEM
RESOLUTION NO. 09-8

Resolution Authorizing Federal Funding Under FTA Section 5311
(49 U.S.C. Section 5311) with the California Department of Transportation

WHEREAS, the U.S. Department of Transportation is authorized to make grants to states
through the Federal Transit Administration (FTA) to support capital and operating assistance projects
for nonurbanized public transit services under Section 5311 of the Federal Transit Act; and

WHEREAS, the California Department of Transportation has been designated by the Governor
of the State of California to administer Section 5311 grants for public transportation projects; and

WHEREAS, MTS desires to apply for said financial assistance to operate rural transit service in
San Diego County; and

WHEREAS, MTS has, to the maximum extent feasible, coordinated and consulted with other
transportation providers and users in the region; NOW, THEREFORE, BE IT RESOLVED,
DETERMINED, AND ORDERED that MTS does herby authorize the Chief Executive Officer, or
designated representative, to file and execute any actions necessary on behalf of MTS with the

California Department of Transportation to aid in the financing of operating or capital assistance
projects pursuant to Section 5311 of the Federal Transit Act of 1964, as amended.

1. General Counsel, or designated representative, is authorized to execute and file all
assurances or any other documents required by the California Department of Transportation.

2. The Chief Financial Officer, or designated representative, is authorized to provide
additional information as the California Department of Transportation may require in connection with
the application for Section 5311 projects.

PASSED AND ADOPTED, by the Board of Directors this day of 2009, by the
following vote:

AYES:

NAYS:

ABSENT:

ABSTAINING:

A-1



Chairperson
San Diego Metropolitan Transit System

Filed by:

Clerk of the Board
San Diego Metropolitan Transit System

FEB18-09.11.AttA.RESO 09-8 PROJ GRANT.NDALL .doc

Approved as to form:

Office of the General Counsel
San Diego Metropolitan Transit System

A-2
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619.231.1466, FAX 619.234.3407

SUBJECT:

Agenda Item No. 12

JOINT MEETING OF THE BOARD OF DIRECTORS OPS 901
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc. " Executive Committee
February 19, 2009 Review Date: 2/12/09

MTS: LEASE WITH U.S. NAVY FOR REGIONAL TRANSIT MANAGEMENT SYSTEM
REPEATER SITE ON MOUNT SOLEDAD

RECOMMENDATION:

DISCUSSION:

* That the Board of Directors authorize the Chief Executive Officer (CEO) to execute a

five-year lease (Attachment A) with three 5-year options with the U.S. Navy for its
Regional Transit Management System (RTMS) repeater site on Mount Soledad.

Budget Impact

The total cost for the entire five-year agreement would be $191,128.89, which would be
borne equally by MTS and North County Transit District (NCTD). MTS’s total expense
would be approximately $95,564.45.

The Mount Soledad RTMS repeater site provides MTS and NCTD with operationally
critical voice and data radio communications over a wide coverage area. For MTS, the
site provides voice and data coverage for buses and support vehicles in the La Jolla,
University Towne Center, University of California San Diego, University City, and
Clairemont Mesa areas, including the Interstate 5 and western State Route 52 freeway
corridors. For NCTD, the site provides coverage along the entire coastal area from

La Jolla to southern Orange County.

Since the implementation of the RTMS, repeater equipment has been at this site under a
temporary rental arrangement negotiated between the San Diego Association of

Metropolitan Transit System {MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations.
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company.

MTS member agencies inciude: City of Chula Vista. City of Coronado. City of El Cajon, City of imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.



Governments and the site’s owner, the U.S. Navy. Entering into a lease agreement
would ensure continued repeater presence at this essential location.

The Mount Soledad repeater site is shared by MTS and NCTD, and both agencies have
a formal RTMS Memorandum of Understanding to equally share this repeater’s
expense. Under the terms specified, MTS would be reimbursed by NCTD for 50% of the
site’s ongoing costs.

=

Paul C.Jablopseki
Chief Executive Officer

Key Staff Contact: Jim Byrne, 619.238.0100, jim.byrne@sdmts.com

FEB19-09.12.RTMS SITE MT SOLEDAD.JBYRNE.doc

Attachment: A. Draft Lease (Board Only Due to Volume)
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Contract No. N6247309RP00005
Supersedes Contract N6871105RPO5P28
Activity/UIC N63406

DEPARTMENT OF THE NAVY
GENERAL PURPOSE OUTLEASE

BETWEEN

THE UNITED STATES OF AMERICA
AND
METROPOLITAN TRANSIT SYSTEM

THIS LEASE, executed this __15 _ day of January, 2009 by and between THE
UNITED STATES OF AMERICA, acting by and through the Department of the Navy,
hereinafter called the "Government" and, Metropolitan Transit System (MTS), hereinafter
referred to as “Lessee”.

WITNESSETH:

WHEREAS, the Government owns that certain real property known as the Mount Soledad
Signal Station, which is located in La Jolla, California and is under the control of the
Department of the Navy, Naval Base Point Loma.

WHEREAS, the Leased Premises covered by this Lease and described in Section 1 of this
Lease is a portion of the Mount Soledad Signal Station, and

WHEREAS, the Leased Premises are not excess property as defined in section 3 of the
Federal Property and Administrative Services Act of 1949, as amended, (40 U.S.C. §102);
and

WHEREAS, the Secretary of the Navy, pursuant to the provisions of 10 U.S.C. §2667, has
determined that the proposed use of the Leased Premises, subject to the terms and
conditions of this Lease will promote the national defense or be in the public interest.

NOW THEREFORE, in consideration of the terms, covenants, and conditions hereinafter
set forth, Government and Lessee hereby agree as follows:

1. LEASED PREMISES.

A. Government does hereby lease, rent, and demise to Lessee, and Lessee does hereby
hire and rent from the Government four racks, and one microwave dish at the Leased

NAVFAC 11011/43 (08/04) 3
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Contract No. N6247309RP00005
Supersedes Contract N687110SRPOSP28
Activity/UIC N63406

Premises, as more particularly described as the Consolidated Area Radio Trunking System
(CARTS 2) as shown in Attachment A, attached hereto and made a part hereof, together
with all improvements and all related Personal Property as described and/or shown in
Attachment A, and with all rights of access to the Leased Premises for ingress, egress,
parking, and utilities as provided in accordance with Paragraphs 10 and 30 below.

B. Property Condition, Lessee understands that the Leased Premises are offered
and leased on an “as is, where is” basis, without representation or warranty on the part of
the Government as to suitability for any purpose. Lessee has inspected the Leased
Premises, knows the extent and condition of said Leased Premises, and acknowledges
receipt of the Leased Premises as is, where is, from the Government. The Government is
under no obligation to make any repair, alteration, or addition to the Leased Premises orto
perform any act of maintenance or upkeep thereto.

2. TJERM.

The term of this Lease shall be for a period of five (5) years beginning on 15 January, 2009
and ending on 14 January, 2014 unless sooner terminated in accordance with the
provisions of Paragraph 14, Termination. At the discretion of the Government, the term of
this Lease may be extended for three (3) additional periods of five (5) years each by
delivery to the Local Government Representative of written notice of Lessee’s request to
extend no later than ninety (90) days prior to the expiration of the then current term,
provided no extension shall be granted which creates a total term in excess of twenty (20)
years. Each succeeding lease term shall be on the same terms and conditions as the
initial term, except with respect to expiration date and rent. Per 10.U.S.C. §2695, Lessee
will provide funding at least nine months prior to the termination of the Lease to have a fair
market rent value appraisal of the property perfformed by the Navy, and the future rent shall
be modified accordingly based on the completed appraisal and prior to the beginning of the
new term. Rent for any succeeding term shall not be less than the preceding term.

3. CONSIDERATION.

Lessee shall pay rent for a total of four racks, and one microwave dish in the amount of
$3,000.00 per Month, payable annually in advance. Lessee shall pay the annual rent due
no later than 15 January of each year. The rent shall increase each year thereafter by 3%
as stated in the rent schedule below:

NAVFAC 11011/43 (08/04) 4

A-4



Att. A, Al 12, 2/19/09

Contract No. N6247309RP00005
Supersedes Contract N6871105RP05P28

Activity/UIC N63406
Rent Schedule:
Lessee Year 1 Year 2| Year3 Year 4 | Year 5
Rent Rent Rent Rent Rent
MTS $36,000.00 | $37,080.00 192.40 |$39.338.17 | $40.518.32

Rent check shall be made payable to “The Treasurer of the United States”, citing the
Contract Number appearing at the top right corner of this Lease Agreement.
The check (s) shall be delivered to the following address:

Commanding Officer

Naval Facilities Engineering Command Southwest
1220 Pacific Highway

San Diego, CA 92132-5190

Attn: Asset Management, Real Estate Branch (RES.JP)

4. USE OF LEASED PREMISES.

A. Purpose. The purpose for which the Leased Premises may be used, in the
absence of prior written approval by the Government, is a lease for the installation,
operation, maintenance and removal of racks and antennas and communication equipment
in conjunction with the Lessee’s primary business of mobile communications service. The
Lessee shall be responsible for all labor, materials, equipment and supplies and associated
costs used in conjunction with the construction, installation, operation, maintenance and
removal of antennas and communications equipment. The Lessee understands and
acknowledges that this Lease is not and does not constitute a commitment by the
Government with regard to any fee title conveyance of the Leased Premises, in whole orin
part, to Lessee or any agency or instrumentality thereof, or to any sublessee.

B. Design Criteria. Lessee shall comply with design criteria and guidelines
established in the Base Exterior, Architecture Plan (BEAP) in all site planning, architecture
landscape, street and parking standards, signage and other improvements made on lands
leased for their use. The Lessee shall not erect any cards, signs, or billboards containing
advertising on Government propenty.
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C. Waming Signs. At each wireless antenna facility constructed, the Lessee shall
post easily readable Waming Signs, located at prominent locations that can be easily seen
from all avenues of approach on all four sides of the facility. Warning Signs shall be in
designed in accordance with the latest version of the BEAP. Such, signs shall be posted
and legible at distances and locations sufficient to forewarn personnel before they breach
the required Safety Standoff distance for the specific emitter(s).

D. Historic/Archeological Property. Lessee shall not undertake any activity that may
affect a historic or archeological property, including excavation, construction, alteration or
repairs of the Leased Premises, without the prior written approval of the Government and
compliance with Section 106 of the National Historic Preservation Act, 16 U.S.C. §470, and
the Archeological Resources Protection Act of 1979, 16 U.S.C. §470 aa. Buried cultural
materials may be present on the Leased Premises. If such materials are encountered,
Lessee shall stop work immediately and notify the Govemment. The Government has no
knowledge of any designated historical or archeological property or sites on the Leased
Premises; in the event that it becomes aware of such property, the Government will
immediately notify the Lessee. The Lessee shall, upon discovering Native American
Human remains, funerary objects, sacred objects, or object of cultural patrimony, as those
terms are defined in 43 C.F.R. 10.2(d) immediately notify by telephone the Base
Archaeologist, Natural and Cultural Resources Manager, Andy Yatsko, at 619-532-2800,
followed by written confirmation within 5 days of discovery. The Lessee shall cease all
activities in the area of the inadvertent discovery until directed otherwise by the Base
Archaeologist. Additionally, the Lessee shall make a reasonable effort to protect any such
Native American Human remains, funerary objects, sacred objects, or objects of cultural
patrimony so discovered.

E. Natural/Cultural Resources. Lessee shall manage the natural and cultural
resources on the lands leased for their use consistent with the philosophies and supportive
of the objectives of the Activity Integrated Natural Resource Management Plan and the
Integrated Cultural Resource Management Plan.

5. ASSIGNMENT AND SUBLEASING

A. Lessee shall neither transfer, assign, or sublet this Lease or any interest therein
or any property on the Leased Premises, or grant any interest, privilege or license
whatsoever in connection with this Lease without the prior written consent of Government.
Consent to any assignment, sublease, or license will be conditioned on the new operator
presenting proof of appropriate licensing by the Federal Communications Commission
(FCC) to the Real Estate Contracting Officer.
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B. Any sublease granted by Lessee shall contain a copy of this Lease as an
attachment and be identical to the terms and conditions of this Lease and shall terminate
immediately upon the expiration or any earlier termination of this Lease, without any liability
on the part of the Government to Lessee or any sublessee, except as specifically provided
in this Lease. No sublease shall relieve Lessee of any of its obligations hereunder. Under
any sublease made with or without consent of the Government, the sublessee shall be
deemed to have assumed all of the obligations of the Lessee under this Lease. Every
sublease shall be subject to, and shall be deemed to contain, the Environmental Protection
provisions set forth in Paragraph 13 below.

C. Lessee shall submit to the Government for its prior written consent, a copy of
each sublease Lessee proposes to execute. Such consent may include a requirement that
 Lessee renegotiate and revise the sublease to conform to the provisions of this Lease.
Consent to the sublease shall not be taken or construed to diminish or enlarge any of the
rights or obligations of either of the parties to this Lease. Should a confiict arise between
the provisions of this Lease and a provision of the sublease, the provisions of this Lease
shall take precedence. Upon its execution, a copy of each sublease shall be immediately
furnished to the Government.

D. As additional rent, the Lessee agrees to pay the Government on an annual
basis, 50% (fifty percent) of any and all rents, fees, or other payments, for use of the
Leased Premises or any improvements thereon, received from third parties under a
sublease/license or other arrangement as approved by the Government. The Lessee will
be responsible for providing an accounting of all sublease/license payments made to the
Lessee to the Government on a quarterly basis and/or otherwise transterred use of the
Leased Premises to another without charge or for less than fair market rental, Lessee shall
pay to the Government on an annual basis 50% (fifty percent) of the Government’s Fair
Market Rental appraisal for the interest or use so transferred by Lessee.

6. JOINT INSPECTION AND INVENTORY REPORT (NON-ENVIRONMENTAL).

A. Prior to use and occupancy of the Leased Premises by the Lessee or any
sublessee, a Joint Inspection and Inventory Report (JIIR) thereof will be conducted by
representatives of the Government and the Lessee and a complete inventory of
Government real and personal property located thereon shall be made. JiiR shall describe
the condition of the Leased Premises and will note any deficiencies found to exist. The
report is attached to the Lease and made a part thereof as Attachment B.
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B. Each inventory contained in the JIIR shall be identified by building number or
facility number and signed and dated by the parties to this Lease. All personal property in
a building, unless specifically exempted by the terms and conditions of this Lease shall
remain with the building.

C. The Leased Premises shall be delivered to the Lessee on an “As Is, Where Is”
basis, and, as such, Government makes no warranty relative to the Leased Premises as to
its usability generally or as to its fitness for any particular purpose.

7. ENVIRONMENTAL CONDITION OF PROPERTY REPORTS

Environmental Condition of Property (ECP) is attached to this Lease and made a part
hereof as Attachment C. The ECP describes the existing environmental conditions of the
Leased Premises as represented by a baseline survey conducted by the Government, and
sets forth the basis for the Government’s determination that the Leased Premises are
suitable for leasing. Lessee and each sublessee are hereby made aware of the
notifications contained in the ECP and shall comply with all restrictions set forth therein.

8. ALTERATIONS/RESTORATION

. A. Lessee, or any sublessee, shall not construct or make any construction,
alterations, additions, modifications, excavations, betterments, or improvements to,
installations upon, or otherwise modify or alter the Leased Premises in any way
(hereinafter called “work”), including those that may adversely affect human health or the
environment, without the prior written consent of the Government. Such consent shall not
be unreasonably withheld. Further, such consent may involve a requirement to provide the
Government with a performance and payment bond satisfactory to the Government in all
respects and other requirements deemed necessary to protect the interests of the
Govemment. For such work in the proximity of any known Installation Restoration Program
(IRP) site, such consent may also include a requirement for the written approval of the
Government’s Remedial Project Manager in addition to approval by the Real Estate
Contracting Officer. All such work shall be done in a workmanlike manner and be subject
to the requirements of all applicable state and local building codes. Lessee shall provide
Government with prior written notification and a full description of the proposed work
including any other information on the proposed work on the Leased Premises requested
by Government. Except as provided herein or provided in the Government’s written
approval, all such approved work affixed to the Leased Premises shall, upon expiration or
termination of the Lease, become the property of the Government. Upon expiration or
termination of the Lease or by expiration, termination, revocation or surrender of any
sublease, to the extent directed by the Government, Lessee or sublessee shall either:
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(1) Remove, at no cost or expense to the Govemment within 30 days of the
termination, revocation, surrender or expiration of the Lease, all alterations, additions,
betterments, and improvements made or installed without the consent of the Government
or which were previously noted by the Government to be removed, and restore the Leased
Premises, to the same or as good condition as existed on the date of entry under this
Lease; subject to reasonable wear and tear and loss or damages for which the Lessee is
not responsible hereunder; or

(2) Abandon such work and/or improvements in place, at which time title to said
work and/or improvements shall vest in the Government; provided, in either event all
personal property and trade fixtures of Lessee or any third party may be removed and
Lessee or such third party shall at no cost or expense to the Govemment repair any
damages to the Leased Premises resulting from such removal.

9. ACCESS BY GOVERNMENT.

At all reasonable times throughout the term of this Lease, the Govermnment shall be allowed
access to the Leased Premises for any purpose upon reasonable notice to Lessee or
sublessee. Govemment normally will give Lessee or any sublessee 24-hour prior notice of
its intention to enter the Leased Premises, unless it reasonably determines the entry is an
emergency required for safety, health, environmental, operations or security purposes, in
which event no notice shall be required. Lesses or sublessee shall have no claim on account
of any entries against the Government or any Govemment officer, agent, employee or
contractor, provided, however, that nothing herein shall be deemed to prejudice the rights of
the Lessee or any sublessee under any contract, other agreement or law including, but not
limited to the Federal Tort Claims Act, as to the Government. However, public access shall
be limited to normal hours with alternative arrangements made for after hours access with
the designated Government Representative. All necessary keys to the buildings, and Leased
Premises occupied by Lessee or any sublessee shall be made available to the Govemment
upon request.

10. UTILITIES AND SERVICES.

Provision to the Leased Premises of any utilities such as gas, water, steam, sewer,
telephone, trash removal, etc., shall be at the cost or expense and the responsibility of the
Lessee and any sublessee. In the event that the Lessee shall request and the
Government shall fumish Lessee with any utilities and services maintained by the
Government that Lessee may require in connection with its use of the Leased Premises.
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Lessee shall pay the Government the agreed charges therefore in addition to the rent
required under this Lease. Such charges and the method of payment thereof shall be
determined by Government or the appropriate supplier of such service, in accordance with
applicable laws and regulations, on such basis as the Government or appropriate supplier
of such service may establish, and may include a requirement for the installation of
adequate connecting and metering equipment at the sole cost and expense of the Lessee.
It is expressly agreed and understood that the Government in no way warrants the
continued maintenance or adequacy of any utilities or services fumished by it to the
Lessee. Lessee shall have the right, subject to Paragraph 8 above herein, to install such
utilities or make improvements to existing utilities on the Leased Premises, including but
without limitation, the installation of emergency power generators, as may be necessary for
the operation of Lessee's equipment.

In accordance with this section, the supplier of such utilities and services is Space and
Naval Warfare Systems Center, San Diego (SSC SD). SSC SD has determined that the
charges for utilities and services and the method of payment under this Lease shall be
governed by a Memorandum of Agreement (MOA) between SSC SD and the Lessee.

11.  NON INTERFERENCE WITH GOVERNMENT OPERATIONS.

A. Lessee or any sublessee shall not conduct operations or activities, nor make any
alterations, that would interfere with or otherwise. restrict Government operations,
environmental clean-up or restoration actions by the Government, U. S. Environmental
Protection Agency (EPA), state environmental regulators, or their contractors. Cleanup,
restoration, or testing activities for environmental purposes by these parties shall take
priority over Lessee's or any sublessee’s use of the Leased Premises in the event of any
conflict. However, the Govemment will take reasonable steps to prevent interference with
the Lessee’s or the sublessee’s use of the Leased Premises.

B. Lessee shall not install or use any equipment or device that emits or transmits
electronic signals of any kind without obtaining express prior written permission from the
Naval Base Point Loma Commanding Officer and the Government’s Frequency Manager.
No device will be allowed that conflicts with the findings of the Joint Spectrum Center
Analysis. Approved equipment and devices shall be operated in such a manner as to
produce electronic emissions only at the frequency or frequencies specified in said written
permission. In the event the Government determines that any electronic emissions
represent a hazard to aircraft or interference with Government operations, Lessee will,
upon notification, immediately cease operating the device or equipment causing such
emissions regardless if it was previously approved.
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C. The Lessee shall not itself conduct nor permit its contractors to conduct, any
subsurface excavation, digging, drilling, or other disturbance of the surface without prior
written approval from Mr. Bruce Thomas, Facility Manager, SSC SD at 619-553-3835;email

bruce.w.thomas @navy.mil.

D. Lessee covenants and agrees that in the event Lessee’s telecommunications
transmission system is damaged, or full service of the system is otherwise in any way
interrupted or disrupted, by any action of the Govermment or its agents, employees, or
contractors, the liability, if any, of the Government shall be limited, and only as authorized
by applicable federal law, to the cost of repair of the physical damage to the system, and
shall specifically exclude any liability for consequential damages to Lessee or any customer
of Lessee or any other third party resulting from any loss, interruption or disruption of
telecommunication service. Lessee agrees to indemnify, defend, and hold harmless the
Govermnment, its agents, employees, and contractors, of, from, and against any and all
claims, demands, and suits by any third party for loss or damages alleged to have been in
any way caused by or in any way result from, any such damage to, or disruption of service
from Lessee’s telecommunication transmission system.

12. PROTECTION AND MAINTENANCE OF LEASED PREMISES.

A. Protection/Maintenance. Lessee shall, at its own expense, protect, preserve,
maintain, and repair the Leased Premises such that it will be kept at all times in at least as
good condition as when the Lessee received it as reflected in the JIR, attached hereto and
made a part hereof as ATTACHMENT B, normal wear and tear and Acts of God excepted.

Lessee’s responsibilities shall include, but are not limited to, removal of trash, litter, broken
glass and other hazards/obstructions from the Leased Premises that are generated by
Lessee, its agents, contractors or employees. Lessee shall ensure the Leased Premises
are maintained free of any noxious or nuisance causing condition. Lessee is responsible
for the maintenance and repair of all buildings or structures built on the Leased Premises
by Lessee.

B. Exterior Utility Systems. The Lessee is responsible for the repair and
maintenance of all exterior utility distribution lines, connections, and equipment that solely
support Lessee's facilities. This responsibility extends from the facilities leased to the point
of connection with the utility system that serves users other than the Lessee. These
systems include but are not limited to: heating plants, steam lines, traps, high voltage
transformers, substations, power distribution lines (overhead and underground), poles,
towers, gas mains, water and sewage mains, water tanks, fire protection systems,
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hydrants, lift stations, manholes, isolation valves, meters, storm water systems, catch
basins, etc.

C. Refuse Removal. Debris, trash and other undesirable materials shall be
promptly removed from the Leased Premises, and the Leased Premises shall be kept
reasonably clean and free of undesirable materials at all times. Attermination or expiration
of the Lease, the Leased Premises shall be left without containers, Lessee's equipment,
and other undesirable materials, and in an acceptably clean condition.

D. Security Protection. Lessee shall provide security to assure security and safety
of the Leased Premises. Any crimes or other offenses, including traffic offenses and
crimes and offenses involving damage to or theft of Govemment property, shall be
reported to the appropriate state or local municipal authorities for investigation and
disposition and to the Government as property owner.

E. Emergency Contact. In the event of an emergency, or during non business hours,
Lessee shall contact the following: Mr. Bruce Thomas, Facility Manager, SSC San Diego at
619-553-3835, or cell 619-913-8787; email: bruce w.thomas. @ navy.mil, and the Regional
Public Works Trouble Desk at 619-556-7341. Lessee shall notify Mr. Timothy Waeiss,
Facilities Tenant Liaison, at Naval Base Point Loma, at 619-524-8517, on the first working
day after contacting the above emergency number.

13. ENVIRONMENTAL PROTECTION PROVISIONS.

A. Lessee, any sublessees and contractors shall comply with the applicable
Federal, state and local laws, regulations and standards that are, or may become,
applicable to Lessee's activities on the Leased Premises.

B. Lessee and any sublessee shall be solely responsible for obtaining, at its own
cost and expense, any applicable environmental permits required for its operations under
the Lease, independent of any existing permits held by the Govemment. Any and all
environmental permits required by the Lessee or any sublessee for its operations on the
Leased Premises shall be subject to prior written approval by the Government. Copies of
all permits obtained shall be provided to the Government.

C. Government's rights under this Lease specifically include the right for
Government officials to inspect, upon reasonable notice, the Leased Premises for
compliance with environmental, safety, and occupational health laws and regulations,
whether or not the Government is responsible for enforcing them.
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Such inspections are without prejudice to the right of duly constituted enforcement
officials to make such inspections.

The Government normally will give the Lessee or sublessee twenty-four (24) hours
prior notice of its intention to enter the Leased Premises unless it determines that entry is
required for safety, environmental, operations, or security purposes. The Lessee shall
have no claim on account of any entries against the United States or any officer, agent,
employee or contractor thereof.

D. The Government, United States EPA, and the State of California, its officers,
agents, employees, contractors, and subcontractors have the right, upon reasonable notice
to Lessee and any sublessee, to enter upon the Leased Premises for the purposes
enumerated below and for such other purposes consistent with needs associated with
execution of the Government's Installation Restoration Program (IRP);

(1) To conduct investigations and surveys, including, where necessary, drilling, soil
and water sampling, test pitting, testing soil borings, and other activities related to the IRP;

(2) To inspect field activities of the Government and its contractors and
subcontractors in implementing the IRP;

(3) To conduct any test or survey required by the United States EPA or state or
otherwise relating to the implementation of the IRP or other assessment of environmental
conditions on the Leased Premises or to verify any data submitted to the United States
EPA or state relating to such program or conditions;

(4) To construct, operate, maintain, or undertake any other response or remedial
action as required or necessary under the IRP, including, but not limited to, monitoring
wells, pumping wells, and treatment facilities. '

E. The Lessee agrees to comply with the provisions of any Government health or
safety plan in effect under the IRP during the course of any of the above described
response or remedial actions. Any inspection, survey, investigation, or other response or
remedial action will, to the extent practicable, be coordinated with representatives
designated by the Lessee and any sublessee. The Lessee and any sublessees,
assignees, licensees, or invitees shall have no claim on account of such entries against the
Government or any officer, agent, employee, contractor, or subcontractor thereof. In
addition, the Lessee shall comply with all applicable federal, state and local occupational
safety and health regulations.
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Nothing herein shall obligate the Government to compensate Lessee or any third person
for any lost profits, lost opportunities, wages or operating expenses or any other costs
incurred as a result of Lessee's compliance with this provision.

F. The Lessee shall strictly comply with all applicable hazardous waste
management and permitting requirements under the Resource Conservation and Recovery
Act (RCRA) and/or its applicable state equivalent. Except as specifically authorized by the
Government in writing, the Lessee must provide at its own expense all necessary
hazardous waste management facilities in compliance with applicabie laws and
regulations. Any existing Government hazardous waste management facilities will not be
made available to the Lessee or any sublessee. Any DoD component accumulation points
for either hazardous or non-hazardous wastes shall not be used by the Lessee nor shall
the Lessee or any sublessee permit its hazardous wastes to be commingled with
hazardous waste of any DoD component. Any violation of the requirements of this
condition may, depending upon their severity and at the discretion of the Government, be
deemed a material breach of this Lease.

G. The Lessee shall have a Government-approved plan for responding to
wastewater, hazardous waste, fuel, or toxic chemical spills prior to commencement of
operations on the Leased Premises. Such plan shall be independent of any existing
Government plan and, unless expressly agreed to by the Government otherwise, shall not
rely on use of Government personnel or equipment for necessary fire response and/or spill
containment. Should the Government provide fire response and/or spill containment
services upon request of the Lessee, or because Lessee was not, in the opinion of the
Real Estate Contracting Officer, conducting timely cleanup actions, the Lessee shall
reimburse the Government for the full cost of such services.

H. The Lessee shall not conduct or permit any sublessee(s) to conduct any
subsurface excavation, digging, drilling or other disturbance of the surface without the prior
written approval of the Government. If, after receipt of written approval by the Govemment,
the Lessee undertakes any subsurface excavation, digging, drilling, or other disturbance of
the surface, the Lessee shall immediately notify the Govemment should any buried debris,
or foreign, potentially hazardous material be encountered during this work.
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l. Lessee shall indemnify and hold harmless the Government from any costs,
expenses, liabilities, fines or penaities resulting from discharges, emissions, spills, storage,
or disposal, arising from Lessee's occupancy, use or operations, or any other action by
Lessee or any sublessee giving rise to Government liability, civil or criminal, or
responsibility under Federal, state, or local environmental laws. This provision shall survive
the expiration or termination of the Lease, and Lessee's obligations hereunder shall apply
whenever Government incurs costs or liabilities for Lessee's or any sublessee’s actions.

J. The Lessee and any sublessee shall provide prior written notification to the
Government of any articles, tools, equipment, or devices brought on-site that contain
radioactive material. Examples of potential radiological sources include radium-containing
dials, gauges, and illuminators; tritium in illuminators and exit signs; thorium in optical
lenses or welding consumables; abrasive blasting material; or any radioactive source used
for calibration, medical diagnosis or therapy, or industrial radiography. The Lessee is
responsible for removal of any such potential radiological sources upon termination of the
Lease.

K. Storage, treatment, or disposal of toxic or hazardous materials on the Leased
Premises is prohibited except as authorized by the Government in accordance with 10
U.S.C. §2692.

14. TERMINATION.

A. Termination by Government. The Govermment shall have the right to terminate
this Lease in whole or part, without liability, and regardless of any lack of breach by Lessee
of any of the terms and conditions of this Lease and for any reason upon ninety (90) days
written notice to Lessee.

B. Federal Communication Commission (FCC) License. The Government may

terminate this Lease immediately upon written notice to the Lessee if Lessee fails to
maintain its license from the FCC to provide wireless telecommunication service in the
service area of which the Leased Premises is a part.

C. National Emergency. In the event of a national emergency declared by the
President or the Congress, the Government may terminate this Lease immediately, without
notice to Lessee.
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D. Breach of Terms By Lessee. In the event of breach by Lessee of any of the
terms, conditions, or obligations hereof, the Lessee shall be afforded thirty (30) calendar
days from the receipt of Government's notice of intent to terminate for Breach of Terms to
complete the performance of the obligation or otherwise cure the subject breach and avoid
termination of this Lease, unless Government determines in its sole discretion that a
shorter period of time is required for safety, environmental, operational or security
purposes. The Government may grant a reasonable extension of time to complete the
cure. In the event that the Government shall elect to terminate this Lease on account of
the breach by the Lessee of any of the terms and conditions, the Government shall be
entitled to recover and the Lessee shall pay to the Govemment:

(1) The reasonable costs incurred in resuming possession of the Leased Premises;

(2) The costs incurred by the Government in performing any obligation on the part of
the Lessee to be performed hereunder; and.

(3) An amount equal to the aggregate of any maintenance obligations, and charges
assumed hereunder and not paid or satisfied, such amounts shall be due and payable at
the time when such obligations and charges would have accrued or become due and
payable under this Lease.

E. Sale or Transfer of the Property. If the property upon which the Leased

Premises is located is to be sold or transferred by the Govemment during the term of this
Lease, the Government may terminate this Lease by providing ninety (90) days written
notice to Lessee.

F. Federal Reguirement. In the event the property is required for Federal use, or if
Lessee’s use of the Leased Premises is not consistent with Federal program purposes, the
Government may terminate the Lease upon issuance of ninety (90) days written notice to
Lessee.

G. Termination by Lessee. Lessee may terminate this Lease at any time upon
ninety (90) days written notice to the Real Estate Contracting Officer at address listed
under Section 19.
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15. INDEMNIFICATION.

Lessee shall indemnify, defend and save Government harmless and shall pay all costs,
expenses, and reasonable attorney’s fees for all trial and appellate levels and post-
judgment proceedings in connection with any fines, suits, actions, damages, liability and
causes of action of every nature whatsoever arising or growing out of, or in any manner
connected with, the occupation or use of the Leased Premises by Lessee, its employees,
servants, agents, guests, invitees, and contractors. This includes, but is not limited to, any
fines, claims, demands and causes of action of every nature whatsoever that may be made
upon, sustained or incurred by the Government by reason of any breach, violation,
omission or non-performance of any term, covenant or condition hereof on the part of the
Lessee, its employees, servants, agents, guests, invitees, or contractors. This
indemnification also applies to claims arising out of the furnishings of any utilities or
services by the Government or any interruption therein or failure thereof, occasioned by the
negligence or lack of diligence of Lessee or its respective officers, agents, servants or
employees. However, this indemnity shall not extend to damages due to the sole fauit of
the Government or its employees, agents, servants, guests, invitees or contractors. This
covenant shall survive the termination of this Lease.

16. DAMAGE

Lessee covenants and agrees that in the event Lessee’s telecommunications transmission
system is damaged, or full service of the system is otherwise in any way interrupted or
disrupted, by any action of the Govemment or its agents, employees, or contractors, the
liability, if any, of the Government shall be limited and only to the extent authorized by
applicable federal law, to the cost of the repair of the physical damage to the system, and
shall specifically exclude any liability for consequential damages to Lessee or any customer
of Lessee or any other third party resulting from any loss, interruption or disruption of
telecommunication service. Lessee agrees to indemnify, defend, and hold harmless the
Government, its agents employees, and contractors, of, from, and against any and all
claims, demands, and suits by any third party for loss or damages alleged to have been in
any way caused by or in any way resuilt from, any such damage to, or disruption of service
from Lessee’s telecommunication transmission system.

17. INSURANCE.

A. Atthe commencement of this Lease, the Lessee shall obtain, from a reputable
insurance company or companies satisfactory to the Government, comprehensive general
liability insurance.
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The insurance shall provide an amount not less than a minimum combined single limit of
$4.000.000 for any number of persons or claims arising from any one incident with respect
to bodily injuries or death resulting therefrom, property damage or both, suffered or alleged
to have been suffered by any person or persons resulting from or related to the presence
or operations of the Lessee, its employees, agents, contractors or invitees under this
Lease. The Lessee shall require the insurance company or companies to fumish the
Government with a certified copy of the policy or policies, or certificates of insurance
evidencing the purchase of such insurance. Each policy of insurance required under this
Paragraph shall contain an endorsement reading as follows:

“The insurer waives any right of subrogation against the United States of
America which might arise by reason of any payment made under this policy.”

B. Allinsurance required of the Lessee hereunder shall be in such form, for such
periods of time and with such insurers as the Government may require or approve. All
policies or certificates issued by the respective insurers for public liability and property
insurance shall name the United States of America as an additional insured, shall provide
that any losses shall be payable notwithstanding any act or failure to act or negligence of
the Lessee or the Government or any other person, shall provide that no cancellation,
reduction in amount or any material change in coverage thereof shall be effective until at
least thirty (30) calendar days after receipt by the Government of written notice thereof.

C. If and to the extent required by law, the Lessee shall provide workman’s
compensation or similar insurance in such forms and amounts required by law.

D. During the entire period the Lease shall be in effect, Lessee shall require its
contractors or sublessees or any contractor performing work at Lessee’s or sublessee’s
request on the Leased Premises to carry and maintain the insurance required below:

(1) Comprehensive general liability insurance in the amount of $4,000,000.

(2) Workman’s compensation or similar insurance in the form and amount required
by law.
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E. The Lessee and sublessees shall deliver or cause to be delivered promptly to the
Contracting Officer a certificate of insurance or a certified copy of each renewal policy
evidencing the insurance required by this Lease and shall also deliver no later than thirty
(30) calendar days prior to expiration of any such policy, a certificate of insurance
evidencing each renewal policy covering the same risks.

18. LABOR PROVISIONS.

A. Equal Opportunity. During the term of this Lease, Lessee and each sublessee
agree as follows with regard to all employees located at, or involved with, the Leased
Premises:

(1) Lessee and each sublessee shall not discriminate against any employee or
applicant for employment because of race, color, age, marital status, handicap, religion,
sex, or national origin. Lessee and each sublessee shall take affirmative action to ensure
that applicants are employed, and that employees are treated during employment, without
regard to their race, color, age, marital status, handicap, religion, sex, or national origin.
Such action shall include, but not be limited to the following: employment, upgrading,
demotion, or transfer, retention or recruitment advertising, layoff or termination, rate of pay
or other forms of compensation, selection for training, including apprenticeship. Lessee
and each sublessee agree to post in conspicuous places available to employees and
applicants for employment, notices to be provided by the Government setting forth the
provisions of this nondiscrimination clause.

(2) Lessee and each sublessee shall, in all solicitations or advertisements for
employees placed at the Leased Premises by or on behalf of Lessee and each sublessee,
state that all qualified applicants will receive consideration for employment without regard
to age, marital status, handicap, race, color, religion, sex, or national origin.

(3) Lessee and each sublessee shall send to each labor union or representative of
workers for the Leased Premises with which it has a collective bargaining agreement or
other contract or understanding, a notice to be provided by Government, advising the labor
union or worker's representative of commitments under this Equal Opportunity Clause and
shall post copies of the notice in conspicuous places available to employees and
applicants for employment.

(4) Lessee and each sublessee shall comply with all provisions of Executive Order
11246 of September 24, 1965, as amended by Executive Order 11375 of October 13,
1967, and of the rules, regulations, and relevant orders of the Secretary of Labor as they
relate to the Leased Premises.
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(5) Lessee and each sublessee shall furnish all information and reports required by
Executive Order 11246 of September 24, 1965, as amended by Executive Order 11375 of
October 13, 1967, and by the rules, regulations, and orders of the Secretary of Labor or
pursuant thereto, and will permit access to its books, records, and accounts by
Government and the Secretary of Labor for purposes of investigating to ascertain
compliance with such rules, regulations, and orders.

(6) In the event of Lessee's or any sublessee’s noncompliance with the Equal
Opportunity Clause or with any of said rules, regulations, or orders, this Lease or such
sublease may be canceled, terminated, or suspended in whole or in part and Lessee or
such sublessee may be declared ineligible for further Government contracts in accordance
with procedures authorized in Executive Order 11246 of September 24, 1965, as amended
by Executive Order 11375 of October 13, 1967, and such other sanctions may be imposed
and remedies invoked as provided in Executive Order 11246 of September 24, 1965, as
amended by Executive Order 11375 of October 13, 1967, or by rule, regulation, or order of
the Secretary of Labor, or as otherwise provided by law.

(7) The Lessee shall include the above provisions in every sublease unless
exempted by rules, regulations, or orders of the Secretary of Labor issued pursuant to
Section 204 of Executive Order 11246 of September 24, 1965, as amended by Executive
Order 11375 of October 13, 1967, so that such provisions will be binding upon each
sublessee. Lessee will take such action with respect to any sublessee as Government
may direct as a means of enforcing such provisions including sanctions for noncompliance;
provided, however, that in the event Lessee becomes involved in, or is threatened with,
litigation with sublessee as a result of such direction by Government, Lessee may request
the Government to enter into such litigation to protect the interests of the Government.

B. Contract Work Hours and Safety Standards Act (40 U.S.C.§§327-330). This

Lease and each sublease, to the extent that it is a contract of a character specified in the

Contract Work Hours and Safety Standards Act (40 U.S.C.§§327-330) and is not covered

by the Walsh-Healy Public Contracts Act (41 U.S.C. §§35-45), is subject to the following

provisions and exceptions of said Contract Work Hours and Safety Standards Actand to all

Ithher provisions and exceptions of said law as they apply to employment at the Leased
remises:
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(1) Lessee and each sublessee shall not require or permit any laborer or mechanic in
any workweek in which he/she is employed on any work on the Leased Premises to work in
excess of 40 hours in such workweek on work subject to the provisions of the Contract
Work Hours and Safety Standards Act unless such laborer or mechanic receives
compensation at a rate not less than one and one-half times his/her basic rate of pay for all
such hours worked in excess of 40 hours in such workweek. The "basic rate of pay", as
used in this clause, shall be the amount paid per hour, exclusive of the employer's
contribution or cost for fringe benefits and any cash payment made in lieu of providing
fringe benefits, or the basic hourly rate contained in the wage determination, whichever is
greater.

(2) In the event of any violation of the provision of the preceding sub-paragraph,
Lessee or sublessee shall be liable to any affected employee for any amounts due, and to
the Government for liquidated damages. Such liquidated damages shall be computed with
respect to each individual laborer or mechanic employed in violation of the provisions of
paragraph 18.B.1 above, in the sum of $10.00 for each calendar day on which such
employee was required or permitted to be employed on such work in excess of the
standard workweek of 40 hours without payment of the overtime wages required by the
preceding sub-paragraph.

C. Convict Labor. In connection with the performance of work required by this
Lease or any sublease, Lessee or such sublessee agrees not to employ any person
undergoing a sentence of imprisonment at hard labor.

19. SUBMISSION OF NOTICES. Notices shall be sufficient under this Lease if made in
writing and submitted in the case of Lessee to:

MTS

1255 Imperial Ave, Ste. 1000

San Diego, CA 92101

Attn: Manager of Real Estate Assets

and in the case of the Government to:
Naval Facilities Engineering Command Southwest
1220 Pacific Highway, Bldg 127
San Diego, CA 92132-5190

Attn: Teresa Rios, Asset Management, Real Estate Branch
619-556-9873
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The above-named individuals shall be the representatives of the parties and the points of -
contact during the period of the Lease. Such notice shall be deemed to have been given
unless delivered personally, when deposited in the U.S. mail, postage pre-paid, certified
mail, return receipt requested and addressed as set forth above or to such other address
as either party shall have provided to the other by like notice, or upon confirmation of
receipt if sent by facsimile on a regular business day and addressed as set forth above, or
within twenty-four (24) hours, or the next business day if sent by an ovemight delivery
service such as Federal Express.

20. AUDIT.

This Lease and any sublease shall be subject to audit by any and all cognizant
Government agencies. Lessee and each sublessee shall make available to such agencies
for use in connection with such audits all records that it maintains with respect to this Lease
or any sublease and copies of all reports required to be filed hereunder or thereunder.

21. INTEREST.

Notwithstanding any other provision of this Lease, unless paid within thirty (30) calendar
days, all amounts that become payable by Lessee to Government under this Lease (net of
any applicable tax credit under the Intemal Revenue Code) shall bear interest from the
date due. The rate of interest will be the Current Value of Funds Rate published by the
Secretary of the Treasury pursuant to 31 U.S.C. §3717 (Debt Collection Act of 1982).
Amounts shall be due upon the earliest of (a) the date fixed pursuant to this Lease, (b) the
date of the first written demand for payment, consistent with this Lease, including demand
consequent upon default termination, (c) the date of transmittal by Government to Lessee
of a proposed supplemental agreement to confirm completed negotiations fixing the
amount, or (d) if this Lease provides for revision of prices, the date of written notice to
Lessee stating the amount of refund payable in connection with a pricing proposal or in
connection with a negotiated pricing agreement not confirmed by lease supplement.

22. AGREEMENT.

This Lease shall not be modified unless in writing and signed by both parties. No oral
statements or representation made by, for, or on behalf of either party shall be a part of this
Lease. Should conflict arise between the provisions of this Lease and any attachment

hereto, or any other agreement between Government and Lessee, the provisions of this
Lease shall take precedence.
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23. FAILURE TO INSIST ON COMPLIANCE.

The failure of Government to insist, in any one or more instances, upon performance of
any of the terms, covenants, or conditions of this Lease shall not be construed as a waiver
or relinquishment of Government's right to the future performance of any such terms,
covenants, or conditions and Lessee’s obligations in respect to such future performance
shall continue in full force and effect. '

24. DISPUTES.

A. This Lease is subject to the provisions of the Contract Disputes Act of 1978, as
amended, (41 U.S.C. §§601-613), the “Act”.

B. Except as provided in the Act, all disputes arising under or relating to this Lease
shall be resolved under this clause and the provisions of the Act.

C. "Claim", as used in this clause, means a written demand or written assertion by
the Lessee or the Government seeking, as a matter of right, the payment of money in a
sum certain, the adjustment or interpretation of Lease terms, or other relief arising under or
relating to this Lease. A claim arising under this Lease, unlike a claim relating to this
Lease, is a claim that can be resolved under a Lease clause that provides for the relief
sought by the claimant. However, a written demand or written assertion by the Lessee
seeking the payment of money exceeding $100,000 is not a claim under the Act until
certified as required by subparagraph 24 C.(2) below. A voucher, invoice, or other routine
request for payment that is not in dispute is not a claim under the Act. The request may be
converted to a claim under the Act, by complying with the submission and certification
requirements of this clause, if it is disputed either as to liability or amount or is not acted
upon in a reasonable time.

(1) Aclaim by the Lessee shall be made in writing and submitted within six (6) years
after accrual of the claim to the Commanding Officer, Naval Facilities Engineering
Command Southwest, for a written decision. A claim by the Government against the
Lessee shall be subject to a written decision by the Commanding Officer, Naval Facilities
Engineering Command Southwest.

(2) Lessee shall provide the certification stated in subparagraph (2)(b)(ii) immediately
below, when submitting any claim:

(a) Exceeding $100,000; or
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(b) Regardless of the amount claimed, when using:
(i) Arbitration conducted pursuant to 5 U.S.C. §§575-580; or

(ii) Any other alternative means of dispute resolution (ADR) technique that the
agency elects to handle in accordance with the Administrative Dispute Resolution Act
(ADRA).

"| certify that the claim is made in good faith; that the supporting data is accurate
and complete to the best of Lessee's knowledge and belief; that the amount
requested accurately reflects the Lease adjustment for which the Lessee believes
the Government is liable; and that | am duly authorized to certify the claim on behalf
of the Lessee."

(3) The certification requirement does not apply to issues in controversy that have
not been submitted as all or part of a claim.

(4) The certification may be executed by any person duly authorized to bind the
Lessee with respect to the claim.

D. For Lessee claims of $100,000 or less, the Commanding Officer, Naval
Facilities Engineering Command Southwest, must, if requested in writing by the Lessee,
render a decision within sixty (60) days of the request. For Lessee-certified claims over
$100,000.00, the Commanding Officer, Naval Facilities Engineering Command Southwest,
must, within sixty (60) days decide the claim or notify the Lessee of the date by which the
decision will be made.

(1) The decision of the Commanding Officer, Naval Facilities Engineering Command
Southwest shall be final unless the Lessee appeals or files a suit as provided in the Act.

E. Atthe time a claim by the Lessee is submitted to the Commanding Officer, Naval
Facilities Engineering Command Southwest, or a claim by the Government is presented to
the Lessee, the parties, by mutual consent, may agree to use altemative means of dispute
resolution. When using arbitration conducted pursuant to 5 U.S.C. §§575-580 or when
using any other ADR techniques that the agency elects to handle in accordance with
ADRA, any claim, regardless of amount, shall be accompanied by the certification
described in Paragraph 24.C(2)(b)(ii) above and executed in accordance with Paragraph
24.C(4) above.
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F. The Government shall pay interest on the amount found due and unpaid by the
Government from (1) the date the Commanding Officer, Naval Facilities Engineering
Command Southwest received the claim (properly certified if required), or (2) the date
payment otherwise would be due, if that date is later, until the date of payment. With
regard to claims having defective certifications, as defined in (FAR) 48 CFR 33.201,
interest shall be paid from the date that the Commanding Officer, Naval Facilities
Engineering Command Southwest initially receives the claim. Simple interest on claims
shall be paid at the rate, fixed by the Secretary of the Treasury, as provided in the Act,
which is applicable to the period during which the Commanding Officer, Naval Facilities
Engineering Command Southwest receives the claim and then at the rate applicable for
each six (6) month period as fixed by the Treasury Secretary during the pendency of the
claim.

G. Notwithstanding anything herein to the contrary, the Lessee shall proceed
diligently with the performance of the Lease, pending final resolution of any request for
relief, claim, appeal, or action arising under the Lease, and comply with any decision of the
Commanding Officer, Naval Facilities Engineering Command Southwest.

25. COVENANT AGAINST CONTINGENT FEES.

Lessee warrants that no person or agency has been employed or retained to solicit or
secure this Lease upon an agreement or understanding for a commission, percentage,
brokerage, or contingent fee, excepting bona fide employees or bona fide established
commercial agencies maintained by Lessee for the purpose of securing business. For
breach or violation of this warranty, Government shali have the right to annul this Lease
without liability or in its discretion to require Lessee to pay, in addition to the rental or
consideration, the full amount of such commission, percentage, brokerage, or contingent
fee.

26. QFFICIALS NOT TO BENEFIT.

No member of or delegate to Congress, or Resident Commissioner, shall be admitted to
any share or part of this Lease or to any benefit to arise therefrom, but this provision shall
not be construed to extend to this Lease if made with a corporation for its general benefit.
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27. LIENS.

Lessee and each sublessee shall promptly discharge or cause to be discharged valid lien,
rightin rem, claim, or demand of any kind, except one in favor of Government, which at any
- time may arise or exist with respect to the Leased Premises or materials or equipment
furnished thereof, or any part thereof, due to the Lessee’s or such sublessee’s use of the
Leased Premises, and if the same shall not be promptly discharged by Lessee or such
sublessee, or should Lessee or any sublessee be declared bankrupt or make an
assignment on behalf of creditors, or should the leasehold estate be taken by execution,
Government reserves the right to take immediate possession without any liability to Lessee
or any sublessee. Lessee and any sublessee shall be responsible for any costs incurred
by Government in securing clear title to its property due to their acts or omissions clouding
the title.

28. TAXES.

Lessee shall pay to the proper authority, when and as the same become due and payable,
all taxes, assessments, and similar charges that, at any time during the term of this Lease
may be imposed with respect to the Leased Premises. Title 10 U.S.C. §2667 (e) contains
the consent of Congress to the taxation of Lessee's interest in the Leased Premises,
whether or not the Leased Premises are in an area of exclusive Federal jurisdiction.
Should Congress consent to taxation of Government's interest in the Leased Premises, this
Lease will be renegotiated.

29. SUBJECT TO EXISTING AND FUTURE EASEMENTS AND RIGHTS-OF-WAY.

This Lease, and each sublease, is subject to all outstanding easements and rights-of-way
for location of any type of facility over, across, in, and upon the Leased Premises, or any
portion thereof, and to the right of Government to grant such additional easements and
rights-of-way over, across, in and upon the Leased Premises as it shall be deemed to be in
the public interest; provided that (i) the Government coordinates with the Lessee to
minimize any impact to the Lessee’s operations, and (ii) any such additional easement or
right-of-way shall be conditioned on the assumption by the grantee thereof of liability to
Lessee for such damages as Lessee shall suffer for property destroyed or property
rendered unusable on account of the grantee's exercise of its rights thereunder. There is
hereby reserved to the holders of such easements and rights-of-way as are presently
outstanding or which may hereafter be granted, to any workers officially engaged in the
construction, installation, maintenance, operation, repair, or replacement of facilities
located thereon, and to any Federal, state, or local official engaged in the official inspection
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thereof, such reasonable rights of ingress and egress over the Leased Premises as shall
be necessary for the performance of their duties with regard to such facilities subject to
Paragraph 9 (Access by Government) above.

30. INGRESS, EGRESS, PARKING AND SECURITY.

A. Lessee and any sublessees, and their employees, will be granted reasonable
access to the Leased Premises under this Lease. As a condition, Lessee and sublessee,
and their employees agree to adhere to all Government rules and regulations regarding
Government security, ingress, egress, safety and sanitation as may be prescribed from
time to time by the Commanding Officer. Lessee and any sublessee and their employees
shall coordinate parking with the appropriate office of the Government.

B. Security. The Lessee and any sublessee(s) are required to comply with all
applicable security rules, regulations, and procedures issued by the Commanding Officer.
Any and all employees of the Lessee or sublessee(s) that are required by the Government
to do so, shall obtain a security clearance to access the Leased Property. Failure to obtain
the required security clearance shall result in denial of access to the Leased Premises of
the Lessee’s or sublessee’(s) employees. Lessee and any sublessese(s) agrees to hold
harmless the Government from any liability of any nature for financial or other losses
incurred by the Lessee or any sublessee(s) by reason of Lessee’s or any sublessee’(s)
employees failure to obtain security clearance for access to the Leased Premises.

31. ADMINISTRATION.

Except as otherwise provided for under the Lease, the Real Estate Contracting Officer of
the Naval Facilities Engineering Command Southwest shall have complete charge of the
administration of this Lease, including granting any consents and/or approvals hereunder,
and shall exercise full supervision and general direction thereof insofar as the interests of
Government are affected.

32. DAMAGE TO THE LEASED PREMISES.

In the event the Leased Premises or any portion of the Leased Premises is damaged either
directly or indirectly as a result of Lessee’s use or occupancy of the Leased Premises,
whether during the construction, operation, maintenance, or replacement or removal of
improvements or otherwise, due to acts or omissions of Lessee, its agents, contractors or
employees, Lessee shall upon demand, and at the sole discretion of the Government
either compensate the Government for such loss or damage, or rebuild, replace or repair
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the item or items of the Leased Premises or facilities so lost or damaged, as the
Government may elect.

33. APPLICABLE RULES AND REGULATIONS

A. Lessee and any sublessee shall comply with all Federal, State, and local laws,
regulations, and standards that are applicable or may become applicable to Lessee’s or
sublessee’s activities on the Leased Premises. This includes, but is not limited to, laws
and regulations concerning the environment, construction of facilities, health, safety, food
service, water supply, sanitation, and any licenses and permits to conduct business.
Lessee and any sublessee are responsible for obtaining and paying for permits required for
their operations under the Lease.

B. Further, all activities authorized hereunder shall be subject to such rules,
regulations, and procedures regarding security, supervision or otherwise, as may, from
time to time, be prescribed by the Commanding Officer.

34. SUBCONTRACTORS AND AGENTS FOR LESSEE.

All work involving Lessee Facilities must be performed by skilled tradesmen who are
accomplished at their craft and bonded against loss due to damages resulting directly or
indirectly from work performed.

35. SURRENDER.

Upon the expiration of this Lease or its prior termination, Lessee shall quietly and
peacefully remove itself and its personal property from the Leased Premises and surrender
the possession thereof to Government; provided, in the event Government shall terminate
this Lease upon less than thirty (30) days notice, Lessee shall be allowed a reasonable
period of time, as determined by the Real Estate Contracting Officer, but in no event to be
less than thirty (30) days from receipt of notice of termination, in which to remove all of its
personal property from and terminate its operations on the Leased Premises. During such
period prior to surrender, all obligations assumed by Lessee under this Lease shall remain
in full force and effect; provided, however, that if the Government shall in its sole discretion,
determine that such action is equitable under the circumstances, it may suspend, in whole
or in part, any further accruals of rent if any, or maximum amount to be expended between
the date of termination of the Lease and the date of final surrender of the Premises.
Government may, in its discretion, declare any personal property that has not been
removed from the Leased Premises upon expiration or termination provided for above, as
abandoned personal property upon thirty (30) days notice.
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36. ATTACHMENTS.
Attachments to this Lease are set forth below:
A. The Leased Premises :

B. Joint Inspection and Inventory Report (JIIR)
C. Environmental Baseline Survey

NAVFAC 11011/43 (08/04) 29

A-29



Att. A, Al 12, 2/19/09

Contract No. N6247309RP0O000S
Supersedes Contract N6871105RPO5P28
Activity/UIC N63406

IN WITNESS WHEREOF, the parties hereto have, on the respective dates set forth below
duly executed this Lease as of the day and year first above written.

WITNESSES: THE UNITED STATES OF AMERICA, acting
by and through the Departiment of the Navy

By:
Signature . Real Estate Contracting Officer

Date:

(Printed Name)

LESSEE
By:
(szﬁeadﬂ N‘i L)D(U\%ﬂ’\ Name: TDa ul (. \'Tablon%\(\
Te: Chied Byecutwe Of\cer
Date:
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FOR CORPORATE COMPANY, CERTIFICATION BY SECRETARY OR ASSISTANT
SECRETARY OF THE CORPORATION

| certify that the person who signed this Lease on behalf of the Company, was then the
Officer indicated, and this Lease was duly signed for and on behalf of the said corporation
by authority of its governing body and is within the scope of its corporate powers.

bbbt leins

Signature
(CORPORATE SEAL HEREUNDER)
Clerk of the Board
| HEREBY CERTIFY that this Title
Witlams, Clerk of the Hoand Q;an | Williams
BY:
CONCURRENCE
COMMANDING OFFICER
NAVAL BASE POINT LOMA
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JOINT INSPECTION AND INVENTORY REPORT (JIIR)

N r
N6247309RP00005
Activi L.

Naval Base Point Loma
Mt Soledad Signal Station
San Diego, CA

Location Lease
Mount Soledad Signal Station
Facility

Photographer/Inspector
Lambert, C. Shem CIV SPAWAR

ATTACHMENT (3)
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Description of Leased Premises

Parcel/Site Location and Description: Consolidated Area Radio Trunking System
(CARTS). The premises contains approximately 5.75 acre parce! of land, located
on Via Casa Alta Rd., La Jolla, Califomia, on top of the Mount Soledad Signal
Station Facility.

CARTS/Mount Soledad has been used continually since at least the 1940s for
communications towers. Activities at the site are limited to operations of
communications towers and equipment. There are seven (7) buildings located at
the site. Four buildings are maintained by Space and Naval Warfare Systems
(SSC SD). The City of San Diego maintains one building and the Federal
Aviation Administration maintains two buildings.

General Condition of Leased Premises

Overall the grounds and buildings are well maintained and in good condition and
present no apparent problems. All buildings house communications equipment
connected to one of several towers and antennas located on the property. The
property is currently maintained by SSC SD.

The Navy has determined that current tenant operations at the site are
compatible with the Navy's mission.

Exhibit A to this report shows the Leased Premises as described.
Any known environmental issues are addressed in the Environmental Condition
of Property (ECP) checklist associated with the lease and are therefore not

discussed in this Condition Report. The ECP Checklist was prepared by the
Coastal Integrated Product Team, in April 2008.
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CERTIFICATE OF ACCEPTANCE

This report covering the premises located at: Via Casa Alta Road, La Jolla,
Califomia.

And consisting of 5 pages has been examined and represents a true condition of
the property herein described:

Date Signature of Lessee

Date Signature of Government’s Representative
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1. Information regarding site uses and any hazardous materials, contamination, or conditions. All available and
pertinent files, records, reports and aerial photographs were reviewed and, where necessary, a site inspection and/or
personal interviews were conducted to document the environmental conditions of the property to support the proposed
real estate action. A summary of the conditions, sources of information (including location), and any required use
restrictions are provided for each environmental condition.

utyre ;. icati 10

— R———— R
B. Contaminants: D Yes @ No D Unknown
It yes, identify contaminam and media:

Source of information; Site visit and di

Restricuons or Land Use Controls: [_] Yes & No
if yes, please idenu& and cxglnin in detail in Seclio_n 2 below.
C. Hazardous Materials Use: [ Yes OnNo 3 Unknown
Hazardous Materials Storage: [ ] Yes B No [ Unknown
e : N 1me 9 AC afterie a o .

DRLICTICS ArC

Restrictions or and Use Controls: D Yes E No
It yes, piease idenufy and explain in detail in Section 2 below.

ATTACHMENT {2)



Restnctions or Land Use Controls: [} Yes {X] No

If yes, please idenlify and explain Wl in Secuo_x: 2 below.

UST No. Gals.

Rcstm.uons or l.and Usc Comrols O Yes B No
) yes. H xdennf! and exglmn in detail in Section 2 bel&w.

E. Underground Storage Tanks: [ ] Yes B No

F. Above-Ground Storage Tanks: B Yes
MT No.3 Gals mmL&lnmanm

NO' v"

Restrictions or Land Use Controls: [ ] Yes [X] No
] i yes, please identify and explain in dewil in Section 2 below,
G. Presence of Polychloriaaled Bipbcnyl’s (PCB’ s). EI Yes

Restrictions or Land Use Controls: ] Yes B No

If yes. please identify and gplain in detail in Section 2 below.

H. Asbestos: B Yes [ No ﬁjnknown '
If ves: [] Friable  [X] Non-friable [J Unknown

Restrictions or Land Use Controls: D Yes [XINo

If yes, please ldennty and eielam in deml in Section 2 below.

lLesdl‘nmtEYes DNo DUnknown

Rulm,uons or Lmd Use Commls D Yes E No
if yes, please identify and explain in detail in Section 2 below.

‘J‘Rudon:DYes B3d No [ Unknown
Source of information: Site visit g i j

Restrictions or Land Use Controls: [[] Yes E No

Il yes. please identify and explain in detil in Jin Section 2 2 below.

K. Radiological M-tcrhk l:] Yes E No

Source of informa

Restrictions or Land Use Controls: [ ] Yes [ No

It yes. please identify and cxplain in detail in Section 2 below.




Restrictions or Land Use Controls: [_] Yes X No
I yes, please identity and explain in detail in Section 2 below

M. MuniﬂonsdexplodvesolConeern DYes ENO DUnknown

Resitrictions or Land Use Controls: D Yes [XNo
Il yes, please identify and explain in detail in Section 2 below

N'nlruteuedorEndnngeredSpedes DYes ENO L] Unknown

Restrictions or Lund Use Controls: [J Yes Q No
If yes, please identify and explain in detsil in Section 2 below.

0. Natural or Lulmnl nemrm 0 Yes BNo [] Unknown

Restrictions or Land Use Controls: [ Yes X No
If yes. please identify and explain in detail in Section 2 below.

P. Use of Adjacent Property:
Current Use: Residentjal
Pust Use: m:_ﬂm.gs;jmm

S() ITCe

Restricuons or Land Use Controls: ] Yes & No

If yes, please identify and explain in detail in Section 2 below.

Q- Has the site had any Notices of Violation? [ ] Yes  [X] No.
1£ yes, plegse explain:

Reslriclions or Land Use Controls: [] Yes B No
11 yes, please identity and explain in detil in Section 2 below.

R. Additional information or comments regarding questions shown above (attach sheet(s) if additional room is needed):

Source of informatjon:

Restrictions or Land Use Controls: {_] Yes X No
If yes, please identify and explain in detail in Section 2 below.

2. List of Land Use Controls required for Real Estate Action:
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3. Signature:
Based on records reviews, site inspections, and interviews, the environmemtal professional(s) certify that the
environmental conditions of the property are as stated in this document and this property is suitable for outgrant.

Environmental Professignal:
\_T — Environmental BLTL
Signature Title
Terence Martin ry’/a"/l/’ 9
Print Name Date

The 1eal extate professional(s) acknowledge these restrictions and/or LUCs identified above and will ensure they are
made i part of the outgrant document.

Real Estate Professional:
r~

< i) Realty Specialist
Signature Title

Teresa Rios 2//'?//’;7
Print Name Date

Property Owner (Activity acknowledges and accepts the foregoing statement of environmental

conditions and(hBlan at will be required for this real estate outgrant:
A W A WA Commanding Officer NBPL,

Signature Title
Mark D Patton CAPT USN 23 Anh 09
Print Name Date
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f/{ ”l\\\\\\\\\\\§ Metropolitan Transit System

-1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490

619.231.1466, FAX: 619.234.3407 Agenda Item No. 1 3

JOINT MEETING OF THE BOARD OF DIRECTORS AG 210.9 (PC 50102)
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for

San Diego Trolley, Inc. Executive Committee
February 19, 2009 Review Date: 2/12/09
SUBJECT:

MTS: OFFICE OF HOMELAND SECURITY GRANT APPLICATIONS

RECOMMENDATION:

That the Board of Directors approve Resolution No. 09-9 (Attachment A) authorizing the
Chief Executive Officer (CEO) to submit applications for fiscal year 2008-2009 California
Transit Security Grant Program—State Transit Assistance Agencies funding.

Budget Impact

None.

DISCUSSION:

Resolution No. 09-9 would authorize filing applications with and requesting
reimbursements from the California Office of Homeland Security (OHS) and would
satisfy requirements of fiscal year 2008-2009 California Transit Security Grant
Program—State Transit Assistance Agencies. MTS'’s allocation for fiscal year 2009 is

$2,779,445; the funds would be used to enhance security at MTS trolley stations and on
MTS buses.

Pal( C. Japlohski

Chief Executive Officer

Key Staff Contact: Sharon Cooney, 619.557.4513, sharon.cooney@sdmts.com

FEB19-09.13.HOMELAND SECURITY GRANT APPL.NDALL.doc

Attachment. A. Resolution No. 09-9

Metropolitan Transit System (MTS) is a California public agency and is comprised of San Diego Transit Corporation and San Diego Trolley, Inc. nonprofit public benefit corporations,
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities and the owner of the San Diego and Arizona Eastern Railway Company;.

MTS member agencies include: City of Chula Vista, City of Coronado, City of EI Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, City of Santee, and the County of San Diego.
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SAN DIEGO METROPOLITAN TRANSIT SYSTEM
RESOLUTION NO. 09-9

Resolution Approving the Submittal of Applications and Requests for Reimbursements
for Fiscal Year 2008-2009 California Transit Security Grant Program Funding

WHEREAS, the San Diego Metropolitan Transit System (MTS) is a public entity
established under the laws of the State of California for the purpose of providing transportation
services in the County of San Diego who desires to apply for and obtain funding for transit security
purposes.

THEREFORE, BE IT RESOLVED, DETERMINED, AND ORDERED that MTS does herby
authorize the Chief Executive Officer, or designated representative, to execute any actions necessary
on behalf of MTS for the purpose of obtaining state financial assistance provided by the Governor's
Office of Homeland Security

PASSED AND ADOPTED by the Board of Directors this day of 2009,
by the following vote:

AYES:

NAYS:

ABSENT:

ABSTAINING:

Chairperson
San Diego Metropolitan Transit System

Filed by: Approved as to form:
Office of the Clerk of the Board Office of the General Counsel
San Diego Metropolitan Transit System San Diego Metropolitan Transit System

FEB19-09.13 AttA.HOMELAND SEC GRANT RESOQ 09-9.NDALL.doc
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1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619.231.1466 FAX 619.234.3407

Agenda Item No. 1_4_

JOINT MEETING OF THE BOARD OF DIRECTORS FIN 340
for the
Metropolitan Transit System,
San Diego Transit Corporation, and Draft for
San Diego Trolley, Inc. Executive Committee
February 19, 2009 Review Date: 2/12/09

SUBJECT:
MTS: FISCAL YEAR 2010 CAPITAL IMPROVEMENT PROGRAM (CIP) REVISION

RECOMMENDATION:
That the Board of Directors:

1. approve the fiscal year 2010 Capital Improvement Program (CIP) with the
amended federal and nonfederal funding levels (Attachment A). As the federal
appropriation figures are finalized and/or other project funding sources become
available, allow the Chief Executive Officer (CEQ) to identify and adjust projects
for the adjusted funding levels (any adjustments in excess of $500,000 would be
brought to the Board'’s attention);

2. forward a recommendation to the San Diego Association of Governments
(SANDAG) Board of Directors to approve the submittal of the adjusted federal
Section 5307 and 5309 applications for the MTS fiscal year 2010 CIP (shown in
Attachment A) now that federal appropriations have been finalized; and

3. forward a recommendation to the SANDAG Board of Directors to approve the
amendment of the Regional Transportation Improvement Program (RTIP) in
accordance with the fiscal year 2010 CIP recommendations.

Budget Impact

Due to revised federal funds offset by additional CNG credits, the FY 2010 CIP funding
levels has declined by $1.18 million.

Metropolitan Transit System (MTS} is comprised of the Metropelitan Transit Devslopment Board {MTDB;] a California public agency, San Diego Transit Corp., and San Diego Troilsy. Inc.,
in cooperation with Chula Vista Transit and National City Transit. MTS is Taxicab Administrator {or eight citiess, MTDB is owner of the San Diego and Arizona Eastern Railway Compary.
MTDB Member Agencies include: City of Chula Vista, City of Corenado, City of Et Cajon, City of Imperial Beach, City of L.a Mesa, City of Lemon Grove. City of National City, City of Poway,
City of San Diego, City of Santee, and the Gounty of San Diego.



DISCUSSION:

On Friday, January 23, 2009, SANDAG staff advised MTS that the apportioned amount
for FY 10 CIP had been overstated. Federal Sections 5307 and 5309 would remain at
the same level as the previous year’s CIP. This development has resulted in a

$3.9 million deficit for FY 10 CIP.

As indicated within Attachment A, the estimated allocation for the MTS Section 5307
program is now $37.8 million, which would be matched with local funds of $9.5 million.
Section 5309 funds estimated allocation to MTS is $13.6 million and would be matched
with local funds of $3.4 million.

In addition, there has been confirmation that the federal legislation has been extended,
which allows compressed natural gas (CNG) providers to receive a rebate of $.50 per
therm of CNG as part of an incentive for providers to increase infrastructure of this
cleaner fuel. This rebate program is administered through the Internal Revenue Service
(IRS) and is expected to run through federal fiscal year 2009. The total financial rebate
for fiscal year 2010 is estimated at $2.8 million.

As a result, the funding for MTS projects has declined by $1.18 million.

Under the newly apportioned budget constraints, staff has been forced to remove
funding from two capital project categories. The category of major facility and
construction projects were previously funded for a total of $14.6 million and will now
receive $13.8 million for approved projects. The category of other facility and operating
equipment budgeted amount was also decreased from $1.6 million to $1.2 million in
available funding.

Project FY 10 Funding % of Total
40 foot CNG Vehicles (38 vehicles [13 years old]} 15,950.0 17.0%
Rail Infrastructure (Blue Line Project) 43,441.6 46.4%
Other Rail Infrastructure (Catenary, Traction Motors, Other) 6,000.0 6.4%
Major Facility & Construction Projects 13,870.4 14.8%
LRV Components (Tires, Body Rehab, Other) 5,325.0 5.7%
Security Projects 7,315.4 7.8%
Other Facility and Operating Equipment 1,233.5 1.3%
Miscellaneous Operating Capital 500.0 0.5%
Total Project Funding Available $93,635.9 100.0%

e —

PallC. Jabldnski
Chief Executive Officer

Key Staff Contact: Lisa Fowler, 619.557.4510, lisa.fowler@sdmts.com

FEB19-09.14.FY 2010 CIP REVISION.LFOWLER ¢

Attachment: A. Fiscal Year 2010 Detailed CIP Revised
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