Water Resource Development Commission

Finance Work Group Meeting Summary
March 17, 2011
The Finance Work Group convened on March 17, 2011 and those in attendance were as follows:
David Snider, Supervisor Pinal County and Chair of the Work Group

Tom Whitmer, ADWR

Karen Collens, SRP
John Munderloh, Town of Prescott Valley
Nancy Scott, Arizona Corporation Commission
Ron Doba, Northern Arizona Municipal Water Users Association
Sandy Sutton, Water Infrastructure Finance Authority
Melanie Ford, Water Infrastructure Finance Authority

Lauren Neu, Phoenix-area law firm
Nancy Scott made a presentation on the Arizona Corporation Commission (ACC).  The ACC currently regulates more than 300 water companies statewide.  Nancy presented an overview of the ACC’s regulatory oversight of the private water companies and specifically went through the process for conducting a rate case for a water company.  Included in her presentation were the specifics of the methodology, what is and isn’t allowed in a rate case, what a rate base is, and how rates are set.  Some of the issues that were brought up during her presentation dealt with whether or not a private water company would be allowed to offset costs associated with conservation and a regional water augmentation project.  Some of the issues of concerns expressed by members of the work group had to do with the limitations on system capacities, the five year planning horizon currently utilized by the ACC in a rate case, and the potential regulatory differences between an investor owned water company within an AMA and one that is outside of an AMA.   Nancy also indicated that it might be difficult for an investor owned water company to financially participate in a regional water augmentation project that may take 10 or more years to complete, but once completed the private water company could potentially connect to the regional infrastructure.  
Sandy Sutton and Melanie Ford from the Arizona Water Infrastructure Financing Authority (WIFA) led a discussion on the financing of regional water augmentation projects by WIFA.  WIFA’s Drinking Water State Revolving Fund Program receives its funding from the federal government’s Safe Drinking Water Program.  Given the fact that the money comes from the federal government, the guidelines over the use of the money is also dictated by the federal government.  One limitation on the use of this money has to do with growth.  According to the federal guidelines, “the fund cannot provide assistance to finance the expansion of any drinking water system solely in anticipation of future population growth.”   This statement appears to limit this as a funding source for regional water infrastructure projects, but the guidelines go on to state, “However, assistance may be provided to address population growth expected to occur over the useful life of the facility to be funded.”  This appears to keep the door open to this funding source as a possible option.  Sandy pointed out, however, that repayments for the loan begins within three years of the funding being provided, which could potentially create a problem for projects that take longer than three years to complete.  Sandy also pointed out that this funding source has a 20 year term for most projects.  

Tom Whitmer then made a presentation on the potential revenue generation from several different options.  The purpose of the presentation was to identify potential revenue generating concepts that could potentially fund the already existing Water Resource Development Fund, which is overseen by WIFA.  
Tom identified five potential revenue generating concepts and their potential revenue generating capability over 10, 25, 50 and 100 years.  The five concepts were: 1) transaction privilege tax on the sale of water for municipal use, 2) impact fees from new and existing wells, 3) impact fees from the construction of new homes, 4) bottled water tax, and 5) general fund appropriations.  For each concept except the general fund appropriation, a high and low projection was developed.  The high and low annual revenue generating potential for each concept was as follows:

Projected Revenue Assuming 3% Return
Low Projection

	Revenue Source
	10 years

(2021)
	25 years

(2036) 
	50 years 

(2061) 
	100 years

(2111) 

	*Well Impact Fee
	$ 19 M
	$ 62 M
	$ 192 M
	$  1.0 B

	Transaction Privilege Tax

(5¢ per 1kgal)
	$ 285 M
	$ 907 M
	$ 2.8 B
	$ 15 B

	Impact Fee

($250 per lot & 6K lots)
	$18 M
	$ 56 M
	$ 174 M
	$ 938 M

	Bottle Water Tax 
(2¢ per bottle)
	$188 M
	$ 599 M
	$ 1.9 B
	$ 10 B

	General Fund
	$ 118 M
	$ 376 M
	$ 1.2 B
	$  6.3 B

	Total
	$ 628 M
	$ 2.0 B
	$ 6.2 B
	$ 33.3 B


*$50 per new well & $10 per well annually

Projected Revenue Assuming 3% Return

High Projection

	Revenue Source
	10 years

(2021)
	25 years

(2036) 
	50 years 

(2061) 
	100 years

(2111) 

	*Well Impact Fee
	$ 39 M
	$ 124 M
	$ 383 M
	$  2.1 B

	Transaction Privilege Tax

(10¢ per 1kgal)
	$ 570 M
	$ 1.8 B
	$ 5.6 B
	$ 30.2 B

	Impact Fee

($500 per lot & 6K lots)
	$35 M
	$ 113 M
	$ 349 M
	$ 1.9 B

	Bottle Water Tax (5¢ per bottle)
	$449 M
	$ 1.4 B
	$ 4.4 B
	$ 23.8 B

	General Fund
	$ 118 M
	$ 375.5 M
	$ 1.2 B
	$  6.3 B

	Total
	$1.2 B
	$ 3.9 B
	$ 11.9 B
	$ 64.2 B


*$100 per new well & $20 per well annually

The group decided that the next meeting originally scheduled for March 28 needed to be rescheduled because of to many conflicts.  The next meeting will be rescheduled and everyone will be noticed as soon as a date has been selected.  

The meeting was adjourned
