Lagerlof.

May 21, 2026

PRIVILEGED AND CONFIDENTIAL SETTLEMENT COMMUNICATION -
INADMISSIBLE UNDER EVIDENCE CODE SECTION 1152

VIA E-MAIL - CLPearce@duanemorris.com

Colin L. Pearce, Esq.
Duane Morris LLP
CLPearce@duanemorris.com

Re: Revised Non-Binding Letter of Intent for Long-Term Water Sale and Option
Project

Dear Colin:

The Kern County Water Agency (“Agency”) appreciates the continuing discussions between our
respective clients with respect to the issues relating to the existing water supply contract between
Western Hills Water District (“Western Hills”) and the Agency entered into in 2000 (the
“Existing Contract”). Based on our prior discussions, the Agency has revised the proposed non-
binding letter of intent (“LOI”) to address the changed structure we have discussed over the past
few months.

The purpose of this LOI, as revised, is to outline the principal business terms under consideration
for the following transactions:

1. Water Purchase. Entry into a new long-term water supply agreement (the “Definitive
Agreement”) providing for revised volumes, pricing and terms for the sale of water from
the Agency to Western Hills; and

2. Option. The Definitive Agreement will include provisions to provide Western Hills with
an option to increase the volume of the Annual Contract Quantity (“Option Water”) to
support expanded development within its service area.

This LOI provides a framework for the development of the Definitive Agreement governing the
water purchase and the Option. The Definitive Agreement would be subject to approval by the
Parties’ respective governing boards, in their sole and absolute discretion. Upon execution of the
Definitive Agreement, the Parties will terminate the existing Contract, with the understanding
that the existing agreements with the Department of Water Resources (“DWR”) appended to the
Contract will be incorporated into the Definitive Agreement as well.
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The Agency anticipates two separate but interrelated transactions to be addressed in the
Definitive Agreement: (i) Transaction 1 addressing the Purchase Water (defined below), and (ii)
Transaction 2 addressing the Option Water.

Part I of this LOI sets forth non-binding terms for the Purchase Water terms; Part II sets forth
non-binding terms for the Option Water terms; and Part III sets forth the binding provisions of
this LOI if executed by both Parties.

PART I - WATER PURCHASE
(Non-Binding)
1. Transaction Summary

The Agency shall make available to Western Hills an annual contract quantity of up to one
thousand five hundred (1,500) acre-feet of water (“Annual Contract Quantity”).

The quantity available for delivery in any year (“Deliverable Volume”) shall equal the Annual
Contract Quantity multiplied by the State Water Project (“SWP?”) allocation percentage
announced for that year.

In any year in which the SWP allocation exceeds thirty-five percent (35%), Western Hills may
elect to: (i) return to the Agency any portion of the Deliverable Volume in excess of five hundred
twenty-five (525) acre-feet (“Return Water”), subject to the credit provisions set forth in Section
6(d); and/or (ii) deliver any Return Water or other portion of the Deliverable Volume that
exceeds Western Hills’ scheduled demand, under arrangements made by Western Hills separate
and apart from the Definitive Agreement, to a third party for future return to Western Hills to
meet its dry-year demand. Western Hills shall make that election within fifteen (15) days
following the Final Notice specified in Section 3, below. The final volume of water purchased
(“Purchase Water”) shall be the Deliverable Volume less any Return Water.

2. Unit Price and Admin Fee

The unit price (“Unit Price”) shall be calculated pursuant to the methodology attached as Exhibit
A (the “Pricing Formula”), which shall include all allocable SWP costs, DWR transportation
charges, and Reach 2A conveyance costs necessary to deliver water to the Western Hills point of
delivery.
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The Agency’s calculation of the Unit Price shall be final and binding absent manifest error. Any
objection to that calculation must be submitted in writing within thirty (30) days of invoice or
shall be deemed waived.

Western Hills shall pay an annual administrative fee (“Admin Fee”) equal to 1,500 AF x $25 per
AF ($37,500 annually). The Admin Fee shall increase annually by the greater of (i) the annual
increase in the Consumer Price Index (“CPI”), or (ii) three percent (3%). The CPI shall mean the
CPI for All Urban Consumers (CPI-U) in the West region, or its successor index. In the event
either Party requires support for actions outside the scope of this Agreement, the supporting
Party shall have the right to charge the other Party for such actions at the supporting Party’s
actual cost, including staff time, materials, and any third-party expenses reasonably incurred.

3. Scheduling and Delivery

By December 10 each year, the Agency will notify Western Hills of the initial, anticipated
Deliverable Water volume, and will coordinate with Western Hills on a proposed delivery
schedule.

By May 10 of each year, the Agency shall notify Western Hills of the final Deliverable Volume
as determined by the SWP allocation on May 1 of each year (the “Final Notice™). The point of
delivery (“POD”) shall be the Western Hills’ turnout from the California Aqueduct.

Within fifteen (15) days following Final Notice, Western Hills shall confirm the quantity of
Purchase Water it elects to schedule for delivery through the end of the calendar year. Failure to
schedule water or take full delivery of the requested amount shall not relieve Western Hills of its
payment obligations under Section 6.

Any water not scheduled or delivered shall remain the property of the Agency.

4. Water Sources

The Agency may satisfy its obligation to make Purchase Water available from any lawful source
available to the Agency, including without limitation State Water Project supplies, transferred
water, exchanged water, banked water, or other supplies acquired by the Agency, in its sole
discretion and consistent with its contractual and legal obligations.

Western Hills acknowledges that no representation or warranty is made regarding the specific
source, character, priority, or continuity of any particular water supply, and nothing herein shall
be construed as transferring, dedicating, or impairing any underlying water right, contract
entitlement, or priority of the Agency.
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5. Service Area Limitation

Purchase Water shall be used solely within Western Hills’ legally established service area as it
exists on the Effective Date, unless otherwise approved in advance in writing by the Agency, in
its sole and absolute discretion.

Western Hills shall not transfer, assign, exchange, resell, or otherwise convey Purchase Water or
any Dry-Year Reserve water under Section 12, or any right thereto, to any third party or for use
outside its service area without the prior written consent of the Agency. Any approved transfer
shall be subject to such terms and conditions as the Agency may reasonably impose, including
cost recovery and compliance with applicable law.

6. Annual Obligation; Admin Fee Adjustment; Payments

Annual Payment Obligation

(a) Obligation for Purchase Water. Except as expressly provided in subsection (d) below,
Western Hills shall pay the Unit Price multiplied by the Purchase Water volume. Such obligation
shall not be reduced based upon scheduling decisions, demand fluctuations, hydrologic
conditions, regulatory constraints, storage limitations, or other downstream factors.

(b) Return Water Election. Any election to make Return Water available must be made in
writing within fifteen (15) days following the Final Notice. Credits shall be applied to the final
reconciliation invoice for that year and shall not accrue interest.

(¢) No Other Credits. Except for credits expressly permitted under subsections (b) and (d), no
credits, offsets, re-bills, or adjustments shall apply.

(d) Invoicing.

(i) Payment 1 (January 20): fifty percent (50%) of the Annual Contract Quantity (as
adjusted by the SWP allocation announced by DWR as of December 1 of each year) multiplied
by the estimated Unit Price for that year (as determined by the SWP allocation announced by
DWR as of December 1 of each year), plus the Admin Fee.

(ii) Payment 2 (July 1): Remaining estimated balance of the Unit Price determined for
that year multiplied by the Purchase Water volume and any payments for water delivered under
Section 12, below.

Within ninety (90) days after calendar year end or as soon as possible thereafter upon receipt of
all delivery and variable invoicing information from DWR, the Agency shall issue a
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reconciliation invoice reflecting Purchase Water, other water delivered under Section 12 and
applicable credits. Any underpayment shall be due within thirty (30) days. Overpayments shall
be credited against the next invoice. Any applicable credits or overpayments shall not accrue
interest.

7. Term

The Agreement shall commence on the effective date approved by the Parties’ governing boards

and shall continue through the expiration date of the Existing Contract, as may be amended. The

Water Purchase structure set forth herein constitutes material consideration supporting resolution
of the Outstanding Obligations and shall not be terminable by Western Hills except as expressly

provided in the Definitive Agreement.

8. Delivery Interruptions

The Agency shall not be liable for delays or interruptions caused by events beyond its reasonable
control, including regulatory constraints, facility limitations, legal mandates, hydrologic
conditions, or reduced water availability.

In no event shall the Agency be liable for indirect, incidental, special, punitive, or consequential
damages. The Agency shall have no obligation to procure replacement water, although the

Agency agrees to cooperate in good faith to support any effort by Western Hills to obtain and
arrange the delivery of any replacement, dry year or banked water supplies.

9. Regulatory Approvals

Each Party shall obtain, at its sole cost, all approvals necessary for its respective obligations and
shall reasonably cooperate with the other.

10. Water Delivery Costs

The Agency shall bear costs and charges to acquire water. Western Hills shall bear all costs of
conveyance to and from the POD to its service area.

11. Invoicing; Late Payments

Invoices are due within thirty (30) days of date of the invoice, which shall be e-mailed to
Western Hills as Western Hills shall direct.

If any undisputed amount remains unpaid for more than sixty (60) days following written notice,

the Agency may suspend deliveries, accelerate unpaid amounts, and/or terminate the Agreement.
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Interest shall accrue at the lesser of twelve percent (12%) per annum or the maximum rate
permitted by law.

The Agency’s remedies are cumulative.

12. Resolution of Qutstanding Obligations

A. In full satisfaction of all amounts Western Hills owes to the Agency as of the effective
date of the Definitive Agreement (“Outstanding Obligations™), the Parties will terminate the
Existing Contract and Western Hills shall irrevocably transfer to the Agency its right to receive
up to 8,000 AF of water per year pursuant to the Existing Contract and all water banked by
Western Hills pursuant to Western Hills” banking agreement with the Westside Districts,
consisting of 4,798 AF (“Transferred Water”). The Parties acknowledge that the Transferred
Water constitutes full and adequate consideration for the Outstanding Obligations.

B. Western Hills represents and warrants that it has good and marketable title to the up to
8,000 AF of water referenced in the Existing Contract, free of liens, claims, or encumbrances,
and further represents that it will request and facilitate the transfer of the Transferred Water to
the Agency upon execution of the Definitive Agreement.

C. For a period of five (5) years from the effective date of the Definitive Agreement (the
“Program Period”), the Agency shall deliver to Western Hills, in addition to any Purchase Water
delivered under Section 1, an additional volume of water as requested by Western Hills as
necessary to meet Western Hills’ demand within its service area, capped at six hundred fifty
(650) AF in total deliveries to Western Hills per year (the “Demand Coverage”). For the
avoidance of doubt, in any year, the sum of Purchase Water delivered under Section 1 and
Demand Coverage delivered under this Section 12 shall not exceed 650 AF, and Demand
Coverage is available only to the extent Section 1 deliveries are insufficient to meet that demand.
Demand Coverage shall be subject to the scheduling, point-of-delivery, and conveyance-cost
provisions applicable to Purchase Water.

D. The price payable for water delivered under this Section 12, whether as Demand
Coverage or as Dry-Year Reserve below, shall be the Unit Price in effect for the calendar year of
delivery, plus an energy charge of two hundred fifty dollars ($250.00) per acre-foot for any year
in which the SWP Table A allocation, as determined by the California Department of Water
Resources as of May 1 each year, is less than thirty-five percent (35%). No energy charge shall
apply for any year in which such final allocation is thirty-five percent (35%) or greater. Such
payment constitutes full consideration for the water delivered.

E. In each year during the Program Period in which the SWP Table A allocation, as
determined by the California Department of Water Resources as of May 1, exceeds fifty percent
(50%), Western Hills may purchase from the Agency up to one thousand two hundred (1,200)
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AF of water at the then applicable price for Purchase Water, in addition to and separate from any
Purchase Water taken under Section 1 and any Demand Coverage delivered under this Section
12 (the “Dry-Year Reserve”), to enable Western Hills to develop a dry-year program for its
service area. The Dry-Year Reserve shall be subject to the scheduling, point-of-delivery, and
conveyance-cost provisions applicable to Purchase Water; provided, that Western Hills may
direct delivery to a third party under arrangements made separate and apart from the Definitive
Agreement for banking and future return to Western Hills. If no calendar year during the original
five-year Program Period has a final SWP Table A allocation as of May 1 of each year exceeding
fifty percent (50%), the Program Period shall be automatically extended by one (1) additional
year, with no further extensions permitted.

IR Upon confirmation of transfer:

« Outstanding Obligations shall be deemed fully satisfied and the Agency will release
Western Hills from those obligations;

o Western Hills and the Agency each waives any claim, offset, credit, or adjustment
relating thereto;

o Western Hills and the Agency each releases the other from claims arising prior to the
effective date of the Definitive Agreement.

G. No future credit or reimbursement shall arise from the Transferred Water regardless of its
use.

13. Suspension; Termination; Financial Disclosure

The Definitive Agreement shall include customary provisions for suspension, termination, and
financial disclosures appropriate for a long-term water supply agreement.
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PART II - OPTION
(Non-Binding)
1. Option Volume

The Agency shall grant Western Hills an option to increase the Annual Contract Quantity by up
to an additional 1,000 AF in the aggregate (“Option Water”).

2. Option Term
The Option Term shall be five (5) years from the beginning of the first year following the

effective date of the Definitive Agreement. The five (5) year Option Term may be extended,
subject to mutual agreement by the Parties.

3. Option Fee
Western Hills shall pay an annual, non-refundable option fee of $50,000, to be paid by January 1
of each option year. The Option Fee shall not be credited against any future water purchases.

Failure to pay the annual Option Fee within fourteen (14) days after written notice from the
Agency shall irrevocably terminate Western Hills’ option for the Option Water.

4. Exercise of Option
No later than November 1 of each option year, Western Hills shall provide written notice of the

quantity to be exercised. Upon exercise, the Annual Contract Quantity shall permanently
increase by the exercised amount for the remainder of the term of the Definitive Agreement.

PART III - BINDING PROVISIONS

1. Non-Binding Effect

Except for this Part III, this LOI is non-binding and intended solely as an expression of mutual
intent to negotiate in good faith. No binding obligation shall arise unless and until the Definitive
Agreement is executed.
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2. No Effect on Agency Water Rights

Nothing herein shall impair or sever the Agency’s water rights or constitute a dedication of water
to public use. No underlying water right is transferred by the Agency.

3. Confidentiality

This LOI and related communications are confidential and subject to the Parties’ existing Non-
Disclosure Agreement and the California Public Records Act.

4. Governing Law

This LOI shall be governed by the laws of the State of California.

5. Assignment

Western Hills may not assign this LOI or any rights hereunder without the Agency’s prior
written consent.

[Parties’ Signature Page follows]
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AGREED AND ACCEPTED:

KERN COUNTY WATER AGENCY

By: 2P, Pl
Name: [ 1_*25,’:17,,/ 4 WM
Title: [ 0@S bt

bue:_5/28 /200

Name: MARK KoVicH

Title: POARD PRESIDENT

Date: g-lb'lol b
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EXHIBIT A
[electronic version provided separately]
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