MINUTES OF MEETING OF THE
NORTH HARRIS COUNTY REGIONAL WATER AUTHORITY

June 3, 2002

The Board of Directors (the "Board") of the North Harris County Regiond Water Authority (the
"Authority") met in regular sesson, open to the public, a 7:00 p.m. on the 3rd day of June, 2002, at the
Ponderosa Volunteer Fire Department, 17061 Rolling Creek Drive, Houston, Texas, the regular meeting
place within the boundaries of the Authority; whereupon, the roll was called of the duly condtituted officers
and members of the Board, to-wit:

Lenox A. Sigler Presdent

Jm Pulliam Vice President
Ron Graham Secretary

Kdly P. Feder Treasurer

Alan J. Rend| Assistant Secretary

All members of the Board were present, thus congtituting a quorum. Also attending the meeting
were.  Mr. Ed Shackelford, P.E., Generd Manager for the Authority; Ms. Cynthia Plunkett, Financid
Assgant for the Authority; Ms. BarbaraPayne of Payne Communications, communications coordinator for
the Authority; Messrs. Alan Potok, P.E. and Michad Baugher, P. E. of Turner Collie & Braden, Inc.,
Program Manager and aternate source study engineering consultants for the Authority; Mr. Gary Smith,
P.E. of ARCADIS, Program Manager for the Authority; Mr. Dave Scholler, P.E. of Brown & Gay
Engineers, Inc., water conservation sudy engineering consultant for the Authority; Messs. Jm
Dannenbaum, P.E. and Wayne Ahrens, P. E. of Dannenbaum Engineering Corporation, on-cal enginering
consultant for the Authority; Mr. Gerry Pate, P.E. of Pate Engineers, Inc., on-cal engineering consultant for
the Authority; Mr. Bob Jones, P.E. of Jones& Carter, Inc., on-cal engineering consultant for the Authority;
Ms. Pat Wisniewski of Senator Jon Lindsay's office; Mr. Ray Zobd, a member of the City of Houston
Regiona Advisory Board; Ms. Kim Canon of theHouston Chronicle; and Ms. Robin S. Bobhitt, atorney,
and Ms. Brooke T. Dold, paralegd, of Johnson Radcliffe Petrov & Bobbitt PLLC, attorneys for the
Authority. Numerous membersof the public were a so present at the meeting. A copy of thesign-in shegts
for those in attendance is attached hereto.

WHEREUPON, the meeting was called to order and evidence was presented that public notice of
the meeting had been given in compliance with the law. The posted notices of the meeting are attached
hereto.

PUBLIC COMMENT

No public comments were received at thistime.

CONSENT AGENDA

Director Sigler first reviewed with the Board the itemsreflected on the Consent Agenda. Director
Sigler explained thet this portion of the agenda deal swith routine matters of the Board, and that no separate



discussion of such itemswill occur unlessaBoard member or amember of the public requeststhat an item
be moved to the regular portion of the agenda.

Director Sigler then stated that the firgt item on the Consent Agendaiis approva of the minutes of
the regular meeting of May 6, 2002 and the specid meeting of March 23, 2002. Director Sigler noted that
there was aminor correction on page 3 of the May 6™ minutes

Director Sigler stated that the second item on the Consent Agendais approva of the request by the
TexasWater Development Board (the"TWDB") for atime extension regarding the 2000 Regiond Facility
Planning Grant, Contract No. 2001-483-366.

Director Sigler next explained that the third item on the Consent Agendaiis adoption of an Order
Egtablishing Additiond Meeting Places within the Boundaries of the Authority. Director Sigler explained
that the additiona meeting places were the locations for severd of the Authority’s upcoming Town Hal
mestings.

Director Sigler then explained that thefinal item on the Consent Agendaisto authorize execution of
anenrollment gpplicationto TexSTAR. Mr. Shackdford explained that TexSTAR isanew invesment pool
for governmenta entities Smilar to TexPool. Director Pulliam inquired if the TexSTAR interest rate is
ggnificantly different from that currently being offered by TexPool. Mr. Shackelford responded that the
interest rates of the two (2) investment pools are only dightly different at this time, but submitting an
goplicationto TexSTAR would give the Authority someflexibility with invesment dternativesif theinterest
rates do vary.

Upon motion by Director Rendl, seconded by Director Graham, after full discusson and the
guestion being put to the Board, the Board voted unanimoudly to: 1) gpprove the minutes of the regular
meeting of May 6, 2002, as corrected, and the minutes of the special meeting of March 23, 2002,
2) approve and authorize the execution of the TWDB time extenson on Contract No. 2001-483- 366;
3) adopt the Order Egtablishing Additional Meeting Places within the Boundaries of the Authority; and
4) authorize the execution of the enrollment gpplication to TexSTAR.

FINANCIAL REPORT

Director Sigler then recognized Ms. Plunkett, who reviewed the Financia Report with the Board,
including the monthly investment report and the budget comparison for the month of April, acopy of which
isattached hereto. Ms. Plunkett noted that the budget comparison for thefirst quarter of 2002 reflectsthe
Authority is $1.3 million under budget.

Ms. Plunkett next reported that the delinquent pumpage fee letters recently sent to the delinquent
pumpage fee accounts had been included in the meeting packets, copies of which are attached hereto.
Upon motion by Director Pulliam, seconded by Director Fesder, after full discussion and the question being
put to the Board, the Board voted unanimoudly to approve the Financid Report and the payment of the
checks reflected therein.



STATUS OF ACTIVITIESBY COMMUNICATIONSPUBLIC INFORMATION
COORDINATOR

Ms. Payne next reported that the Authority's Web ste had gpproximately 59,000 hits in May,
which represents an average of 1,800 hitsper day. Director Pulliam asked how many of thehitswere new
users of the Authority's Web site. Ms. Payne responded that she did not have that information, but would
check to seeif thewebmaster could provide such information. Ms. Paynereported that 123,000 copiesof
the Waterlines newdetter were mailed out to residents within the Authority in May.

Ms. Payne next reported that sheisworking with Mr. Shackelford to cross-reference the addresses
of resdents within the Authority to the corresponding single-member voting digtricts of the Authority and
municipd utility digricts,

Ms. Payne then acknowledged the presence of Mr. Michael Murr, author of a guest article in
Waerlines. Ms. Payne then thanked Kim Canon of the Houston Chronicle and Amanda Waters of the
1960 Sun for their press coverage of the Authority. Director Sigler aso expressed the Board's gppreciation
to Mr. Murr, Ms. Canon and Ms. Waters and encouraged residents to attend one of the remaining Town
Hal meetings of the Authority.

PROGRAM MANAGER'S REPORT

Mr. Shackelford then asked Mr. Baugher to present the Program Manager's Report, a copy of
which is attached hereto.

Mr. Baugher first noted that thefollowing reports had been findized and submitted tothe TWDB on
May 24, 2002, including: 1) Water Conservation Plan; and 2) Geographica Information Systems Data
Collectio/Manud.

Concerning the Water Reclamation/Reuse Study, Mr. Baugher reported that Alexander
Engineering, Inc. had been authorized on May 23, 2002 to proceed with an additiona scope of work and
noted that such authorization did not result in an increase in the study codt.

Mr. Baugher next reported that two (2) Water User Advisory Group meetingswerehedin May on
May 2, 2002 and May 16, 2002 to review and discuss various Authority issues and projects.

Mr. Baugher went on to report that a preliminary draft of the Authority's Groundwater Reduction
Pan (the "GRP") had been submitted to Mr. Shackelford and the Board for review and comment severa
weeks prior to tonight's meeting. Director Pulliam asked if the GRP schedulewas on target. Mr. Baugher
responded that the draft GRPisstill scheduled to be submitted to the Harris- Gal veston Coastal Subsidence
Didrict (the"HGCSD") on duly 3, 2002. Director Graham questioned the status of thereview of theissues
associated with blending groundwater and surface water. Mr. Baugher responded that such issues are
addressed in the GRP.



GENERAL MANAGER'S REPORT

Mr. Shackelford then continued with the presentation of his General Manager's Report, a copy of
which is attached hereto.

Mr. Shackelford first requested that the Board approve the concept of implementing Phase 1 of the
Integrated Water System Plan and authorize him to initiate contact with the districts interested in selling of
buying water to/from the Authority. Director Pulliaminquired if Mr. Shackelford would be contacting and
meseting with theinterested didtricts. Mr. Shackelford responded affirmatively, but noted that such gpprova
would not authorize any additional engineering studiesor reports. Director Rendl commented that this step
to target didrictsinterested in buying or selling water isalogica next step. Director Fesder asked if there
were other optionsavailableif digtrictsdid not want to sell water to the Authority in order to provide water
to digtrictsinterested in or having aneed to purchase water from the Authority. Mr. Shackelford responded
that the Authority could opt to drill itsown wellsto provide asource of water. A motion wasthen made by
Director Rendl and seconded by Director Pulliamto authorize the Genera Manager to initiate contact with
digtrictsinterested in buying or salling water, targeting those districts with water problems, and report back
to the Board concerning the responses.

Extensve discuss on then ensued regarding the proposed usage of ahigh- pressurewater digtribution
syseminthe Integrated Water System Plan. Director Fesder inquired regarding the use of ahigh-pressure
digribution sysem. Mr. Shackeford responded that the use of ahigh- pressure syssemwasincluded inthe
October dternate source study. Director Fesder expressed concern regarding the possible problemswith
thein-line blending of water. Mr. Shackelford reminded the Board that issues such as in-line blending of
water and use of a high-pressure distribution system are issues that will be addressed during the design
phase of thewater distribution system. Mr. Shackeford stated that heisnot seeking authorizationto initiate
the design of any project, but only to talk with districts about their potentia interest in buying or selling
water. Director Rendl then amended his former motion as follows:  upon mation by Director Rendl,
seconded by Director Pulliam, after full discussion and the question being put to the Board, the Board voted
unanimoudy to authorize Mr. Shackelford to initiate contact with didtricts interested in selling or buying
water, targeting those districtswith water problems, report back to the Board concerning the responseand
to authorize the implementation of the Phase | Integrated Water System Plan based on the response of
didricts.

Mr. Shackelford next reported that he had recently received inquiries from Emerad Forest
Municipa Utility Digtrict and Harris County Municipa Utility Didrict No. 191 regarding the ability of the
Authority to asss with their short-term water supply needs. Mr. Shackelford explained that both districts
have aneed to supplement their water suppliesin the near future. Mr. Shackelford explained that he had
made a preliminary inquiry with the City of Houston (the "COH") regarding the possibility of obtaining a
short-term water supply contract between the COH and the Authority to servethetwo (2) digtrictsand that
the COH responsewas positive. Mr. Shackelford noted that the meeting packet included acopy of aletter
to the COH to commence discussions and negotiations regarding the short-term water supply contracts, a
copy of which is attached hereto.



Mr. Shackelford then provided a status report on the contract negotiations with the COH. Mr.
Shackelford reported that the negotiating team has now met four (4) times with the COH since receipt of
the revised principles and terms from the COH for the sdle of potable water on March 19, 2002.
Mr. Shackelford stated that the next meeting with the COH is scheduled for June 6™, & which timeit is
anticipated that the treatment capita, trestment operation/maintenance, transmission capita and transmisson
operation/maintenance caculations will be provided by the COH to the Authority. Mr. Shackdford dso
reported that contract language modifications and additions continue to be prepared and provided to the
COH by Ms. Bobbitt and Vinson & Elkins, LLP, the attorneysfor the West Harris County Regiona Water
Authority (the"WHCRWA™").

Mr. Shackelford then briefly outlined the terms and principles for sdlling treated water to the
Authority proposed by the COH. Mr. Shackelford explained that the Authority isproposing to purchasea
surface water capacity from the COH based on actua cost and not the COH ordinance rate.
Mr. Shackelford emphasized that based on the COH proposd, the Authority will not be affected if the
COH ordinance rate increases in the years ahead. Mr. Shackelford stated that the changes that would
cause a change in the Authority's rates would be increases in the cost of power, chemicals, etc. or if the
Authority increases the amount of its capacity needed to supply surface water to its cusomers.

Director Rendl then summarized hisunderstanding of the proposed contract with the COH, steting
that the Authority will pay for the surface water when it istaken by the Authority. Director Sgler asked if
the water for the 2010 converson would come from Lake Houston. Mr. Shackelford responded
affirmatively. Mr. Shackeford then notedthat to meet the surface water conversion requirements of 2020,
itislikely that the Luce Bayou project will need to be built and that the Authority may participate in such
project. Director Rendl reiterated Mr. Shackelford's earlier point that the Authority will pay $0.27 per
1,000 gallonsfor raw water compared to the current ordinance rate of $0.37 per 1,000 gallons and stated
that it appears to be avery good ded for the Authority.

Director Pulliam inquired whether the costs to build Luce Bayou were cdculated in the cost
projections for 2010 through 2019. Mr. Shackelford responded that the costs for Luce Bayou were not
cdculated inthe Authority's costs now but beginning sometimein 2015 the Authority will need to take steps
to reserve the additiond capacity needed to meet the 2020 conversion requirement. Director Pulliam then
asked if the Authority's share of the costsfor Luce Bayou wasknown. Mr. Shackelford responded that the
tota cost for Luce Bayou was estimated to be $100 million, but that the Authority's share of the cost is
unknown until the number of participantsin the project isdetermined. Mr. Shackelford aso noted that the
Allen's Creek project will eventudly come on line and it was not yet known if the Authority will require
capacity in such project. Mr. Shackelford stated that currently the negotiating team was focused on the
Authority's surface water supply capacity coming from the new COH Northeast Plant. Ms. Baobhbitt
interjected that each entity contracting with the COH will have a specific set of exhibits attached to the
Water Supply Contract reflecting the COH facilities and transmission lines that will supply the respective
entity with surface water.

Mr. Shackelford next reported that water supply discussons with Reliant Energy and the Brazos
River Authority were inective a thistime.



Mr. Shackdford next requested that the Board authorize him to initiate negotiations with the
WHCRWA and the Centrd Harris County Water Users Group (the "CHCWUG") regarding joint
participation in the congruction/financing of water tranamission linesand facilities. Mr. Shackelford noted
that thereare many benefitsfor the three (3) entitiesto jointly participate in the financing and congtruction of
the necessary transmission lines from the Northeast Plant to the various terminus points. Upon motion by
Director Rendl, seconded by Director Pulliam, after full discussion and the question being put to the Board,
the Board voted unanimoudy to authorize the Genera Manager to initiate negotiationswiththe WHCRWA
and the CHCWUG regarding joint participation in the congtruction/financing of water transmission linesand
facilities from the COH's Northeast Plant.

Mr. Shackelford then noted that severd pieces of miscellaneous correspondence had beaninduded
in the meeting packet, copies of which are attached hereto. Mr. Shackelford noted that Senator Lindsay
will host a legidative symposium on water issues on June 25" a University of Houston Main Campus.
Director Sigler noted that the purpose of the symposium isto provide information on Houston areaweter
supply issuesto legidators. Mr. Shackeford next referred to correspondence received from Northwest
Harris County Municipal Utility Didrict No. 22 and his response to such letter. Mr. Shackelford also
referred to aletter from the City of Tomball and noted that a copy of the AWBD Journal for the upcoming
conference in South Padre Idand had been included in the Board's meeting packet.

Mr. Shackeford next briefly discussed that he was in the process of reviewing proposals for the
renewa of the Authority's insurance coverages. Mr. Shackeford noted that he has requested that the
coverage period be changed to September 1% through August 31 to better accommodate the Authority's
budgeting process. Mr. Shackelford also reported receipt of a notice of an increase in the employee
medica benefit cogts, acopy of which isattached hereto. Director Graham suggested that Mr. Sheckdford
aso consder obtaining employee dishonesty coverage.

Mr. Shackelford reminded the Board that at aspecid meeting held December 28, 2002, the Board
suspended collection of the import fee for 180 days or through the end of June, 2002. Mr. Shackelford
reminded the Board that the purpose of the suspension of the import fee collection was to alow the
Authority to have an opportunity to providethe City of Jersey Village ("Jersey Village") information on the
estimated future water rates based on a surface water supply contract with the COH to enable Jersey
Village to make adecision on whether they will assign their COH water supply agreement to the Authority.
Mr. Shackeford went on to explain that dl of such information is not yet available from the COH and,
therefore, cannot yet be provided to Jersey Village. Mr. Shackelford added that the Ramblewood
subdivision, located in the unincorporated area of Harris County, near the City of Humble ("Humbl€"), has
received dl of its water supply from Humble for many years due to well contamination problems.
Mr. Shackelford stated that because Jersey Village and Ramblewood have conditions existing prior to the
creetion of the Authority, they should both be addressed under asingleoptionif possible. Mr. Shackeford
then reviewed with the Board a memorandum dated May 30, 2002 that he had prepared regarding the
options available to the Board regarding the import fee matter, a copy of which is attached hereto.



After abrief discusson concerning the three (3) options, Mr. Shackelford recommended that the
Board adopt and implement option no. 3. Mr. Shackelford explained that option no. 3 dlows any entity
with a prior condition including, but not limited to, receiving water from outside the Authority prior to the
creation of the Authority, having water supply negotiations underway or having an executed water supply
agreement with another entity in place, prior to the cregtion of the Authority to be exempt from the
impogition of the import fee.  Mr. Shackelford further recommended that the Authority honor its
commitment to provide Jersey Village with the estimated water rates for 2010, 2020 and 2030 once they
are available and that atime limit be placed on the Authority's offer to Jersey Village to reimburse them for
the capital expenses incurred for their interconnect line with the COH. Upon motion by Director Rendl,
seconded by Director Pulliam, after full discussion and the question being put to the Board, the Board voted
unanimoudy to adopt option no. 3 as recommended and outlined by Mr. Shackelford. It was noted thet
placing any type of timelimit on the Authority's offer to Jersey Village concerning the purchase of the COH
interconnect line was not included in Director Rendl's maotion.

Mr. Shackdford then announced the dates of the remaining Town Hal meetings, a copy of the
schedule is atached hereto.

Mr. Shackeford then reminded the Board and the audience of the upcoming Town Hall meetings
scheduled for District No. 1 onJune 4™, District No. 4 onJune 6™, District No. 5on June 10" and District
No. 3onJune 13". Mr. Shackelford added that the addresses for the Town Hall meeting can befound on
the Authority's Web ste.

ATTORNEY'S REPORT

Ms. Bobbitt next briefly reported on the status of negotiationswith the COH. Director Rendl asked
if Ms. Bobhitt felt that the negotiations with the COH were moving at a reasonable pace. Ms. Bobbitt
responded that she felt the negotiations were going well and moving forward at a good pace. Director
Rendl then asked if Ms. Bobbitt foresaw any "ded breskers' ahead in the negotiations. Ms. Bobbitt
responded that so far, no mgjor problems or issues have arisen during the negotiations. Ms. Bobbitt noted
that representativesfor both the CHCWUG and the WHCRWA have been participating with the Authority
in dl of the negotiation meetings with the COH. Ms. Bobbitt noted that adthough each of the entities have
different issues that concern them, the COH has stated that the same basic contract will be used for each
entity.

NEXT MEETING

Director Sigler announced that the next regular meeting of the Board would be held on Monday,
July 1, 2002, at 7:00 p.m. at the Ponderosa Volunteer Fire Department.

PUBLIC COMMENT

Director Sigler then opened the floor to additional public comments.



Mr. Roy Lackey of Harris County Municipa Utility District No. 368 asked for a clarification
concerning the use of a cana system to ddliver surface water. Mr. Shackelford explained that the raw
water cogsincludewater from the COH facilitiesthrough the Coastd Water Authority cands. Mr. Lackey
then stated that the Town Hall meetings have been an excellent source of information and commended the
Authority's efforts to consder the needs of the utility districts.

Mr. Garey Nelson of Bammel Utility Didtrict asked if Jersey Village isincluded in the Authority's
GRP. Mr. Shackeford responded that Jersey Village has not been included in the Authority's GRP. Mr.
DdeBrown, City Manager of Jersey Villagethen sated that Jersey Villagewasincluded intheorigina draft
of the COH's GRP, but that the draft GRP recently submitted by the COH to the HGCSD does not include
Jarsey Village.

EXECUTIVE SESSION

Director Sigler then adjourned the regular meseting at 8:35 p.m. and announced that the Board
would convene in executive sesson pursuant to Section’551.071(2), Texas Government Code, as
amended, to consult with its attorneys regarding matters covered by the attorney-client privilege.

Director Sigler then reconvened the meeting in open session a 9:40 p.m., & which time no action
was taken by the Board.

There being no further business to come before the Board, the meeting was adjourned.

PASSED, APPROVED AND ADOPTED this 1% day of July, 2002.

/s _Ron Graham
Secretary, Board of Directors

(SEAL)
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