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Water Funding Alternatives Task Force Report

l. INTRODUCTION

A. Purpose of Report. The Governor’s Office of Planning and Budget projects that Utah's
population will increase from 2,321,707 in 2002 to 3,772,042 in 2030, an increase of more than
60%. During this sametime, dl infrastructure sysems will have to be enlarged accordingly.
Water systems, arguably the most basic of dl community infrastructure, will require
improvements estimated & more than $5.3 billion over the next 20 years. Essentidly dl of the
water supply and wastewater trestment facilities now in place will have to be duplicated, & the
same time that existing systems are being maintained, upgraded to new federd standards, and in
many instances replaced due to age and deterioration. To make the task even grester, the Smple
sources of water supply have dready been developed. Development of additional supplies and
treatment cgpacity will be much more expensive, even before taking into account the greater
concern for mitigating the environmenta effects of water development. Budgets for these needs
have to be balanced against numerous other priorities and demands on state and local funds.

Y et, population growth without water infrastructure expansion spells disaster.

Meanwhile, the State of Utah budgeted revenues for the 2001-02 and 2002-03 fiscal
yearsfdl short of projections after 9/11 and other events caused a Sgnificant downturn in the
national and state economies. The Legidature, in the 2002 General Session, passed a hegative
appropriation (reduction instead of increase) act for the firgt timein many years. Mogt State
funded programs took budget reductions, including water development. The Legidature took
$10 million, purportedly in aone time reduction, from the 1/16% of the sdestax alocated by
datute for water development and used this money to reduce the impact of the genera fund short
fal. Further revenue reductions after the 2002 legidative general sesson prompted a specid
session cdl for July 9, 2002 to make further budget cuts.

Asthe July 9 specia session gpproached, our state was dso suffering the fourth year of
drought. Dueto lack of winter sorms and low soil moisture content, the spring run off was
greatly reduced; water storage reservoirs that started out very low were not replenished and
suffered greater than usua demand as the state saw record high temperaturesin May, June, and
July. Farmers suffered substantial crop loses and ranchers sold off their herds because ranges
produced no grazing and scarce feeds crops made feed expensive. Due to the sdll-offs and an
oversupply of meat in world markets, prices for cattle were depressed. Cities passed ordinances
rationing water and regulating outdoor use practices. Televison wegther reports constantly
reported on water conservation efforts.’

Added to the drought and economic woes, a clash devel oped between Utah's executive
and legidative branches over whether education should share in the next round of negative

1 This report was written primarily during the summer and fall of 2002. Severe drought
conditions have continued through the summer of 2003. At the time this report was adopted, most major
reservoir systems in the State of Utah contain either no storage or only a fraction of capacity.



gppropriation acts. Governor Leavitt, who in 1997 alowed the legidation to go into law without
his sgnature that alocated 1/8% of the salestax to transportation and water, wanted the 1/8%
back in the generd fund to help protect education funding. The Legidature, on the other hand,
opposed reductions to water development funding during the hottest months in the fourth year of
drought. The Legidature refused to further cut water and trangportation funding and spread the
reductions to dl state programs, including education.?

The Legidature and Governor Leavitt agreed, however, that a sudy should be undertaken
to evaduate methods of funding water infrastructure. Senate Bill 5012 enacted in the 2002 Fifth
Specid Session created the Gubernatoria and Legidative Task Force on Alternative Revenue
Sources for Water Funding. Section 1 (1) of SB 5012 states that the Task Forceis created to
“determine and identify aternative revenue sources for water funding.” Section 1(11) provides
“The Task Force shdl review and make recommendations relating to dternative revenue sources
for water funding to the State Water Development Commission.” The Task Force legidation
provides for gppointment of 12 members, including four legidators, three executive branch
officids, and five persons with water experience appointed by the Governor with concurrence
from the co-chairs of the Utah Water Development Commission. (See Attachment 1. Senate
Bill 5012.) Thelatter five members have no vote. The members of the Task Force arelisted in
Attachment 2. Task Force Members.

At thefirst meeting of the Task Force, the voting members of the Task Force created a
subcommittee composed of the nonvoting Task Force members. The motion creating the
subcommittee directed thet it “determine and identify aternative revenue sources for the weter
funding options for the Task Force to consder.” This report summarizes the subcommitteg' s
study as presented to the Task Force, but has dso been modified based on the public comments
received at the July 16, 2003 mesting of the Utah Water Development Commission and a the
September 16, 2003 find meeting of the Task Force. This report was formaly adopted by the
Task Force at its final meeting on September 16, 2003.

2 The subcommittee acknowledges that the executive and the legislative branches hold somewhat
different views regarding revenue sources for water funding, even though both seem to recognize the
need to address tomorrow’ s needs within today’ s budgetary constraints. The subcommittee views these
differences as a healthy example of the checks and balances created under our state constitution. The
subcommittee remains confident that these constitutional-based processes will produce the sound
decisions for funding water development, if the decision makers act with courage, foresight, and wisdom.
This subcommittee report therefore intends no position regarding budgetary objectives, but only to
provide information to those responsible for such decisions.

Water Funding Task Force Report
September 17, 2003
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This report:
» Presentsthe context of Utah's water funding programs
»  Assesses Utah' swater development needs

»  Reviews the subcommittee’ s evauation of dternative funding sources to meet
those needs

The subcommittee members suggest that the Task Force proceedings and this report
represent a va uable opportunity to address water infrastructure development needs and to
eva uate the effectiveness, fairness, feasibility, and adequacy of Utah's water funding.

B. Task Force Guiding Principles. Atitsinitid meeting on August 12, 2002, Governor
Mike Leavitt addressed the Task Force and proposed a set of principles which the Task Force
might adopt to guide its efforts. The voting members of the Task Force unanimoudy adopted
the “Guiding Principles’ presented by Governor Leavitt as follows.

Water Funding Task Force
Guiding Principles

Water is essentid to life and economic opportunity. The state has an obligation to ensure a
clean and adequate supply of water for Utahns. The Gubernatorid and Legidative Task
Force on Alternative Revenue Sources for Water Funding will craft recommendations that
are condggtent with these guiding principles.

1. Commitment to water development - We must continue to maintain and
develop Utah' s water storage and delivery infrastructure.

2. Statewideinterest - We desire to foster the participation and address the
interests of al 29 counties. Water development is a statewide concern and
benefit.

3. Efficiency - We must develop and distribute water efficiently so resources are
not wasted.

4. Conservation ethic - We must make conservation away of life. Utah isthe
second driest state in the nation; our per capita consumption per gallon cost
for culinary water ought to be comparable to states with amilar climates.

5. Adherenceto sound financial principles - We mugt finance the development
of water infrastructure in amanner consstent with widely accepted and well-

Water Funding Task Force Report
September 17, 2003
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6.

7.

proven principles of public finance. Among others, these include:

- Incentives - People respond to incentives. We need to properly use
incentives to serve public interest.

- Bene€fits principle - When feasible and appropriate, people should pay for
government services based on the benefits they receive.

- Ability-to-Pay - When feasible and appropriate, taxes should be levied on a
person according to how well that person can shoulder the burden.

Wholeness of the general fund - We must gradualy restore legidative
flexibility with the use of the generd fund. During the next decade the dat€'s
generd fund will continue to face extreme pressures as service demands
increase, the service economy increases its share of tota economic activity,
and remote sales grow.

Innovative - We will carefully and cregtively identify and review funding
options. Current funding mechanisms are not acceptable over the long term.

C. Report Review Process

This report was written from September through December of 2002. After review by
the Task Force members, the report was presented both in written form to members of the
Utah Water Development Commission prior to its July 15, 2003 meeting and by verba
presentation &t that meeting. The Commission received public comment on the report during
the July 15 meeting and directed that the report be revised in response to the public comment
received. This report was then adopted in the September 17, 2003 final meeting of the Task
Force. Other than inclusion of the public comment, the information contained in the report is
basad on information available as of September, 2002. The Task Force found, however, that
the principles, issues, trends, and needs described in the report accurately describe conditions
as of the date the report was adopted.

EXECUTIVE SUMMARY

The Task Force has been charged with identifying and eva uating adternative sources of
water funding. In meeting this charge, the Task Force haslooked for al funding sourcesit can
identify from both the private and public sectors, as well as examining efficiencies and
complementary programs. The Task Force dso tried to identify crucia relaionships, even as
diverse astheinterplay between irrigation infrastructure, locad government land devel opment
regulations, and matching funds for federd programs.

Utah's higtory and geophysica setting dramaticaly affect water availability. Utah's
culture determines how those water resources are used. Beginning with the settlement paitern

Water Funding Task Force Report
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established by the 1847 pioneers, a culture of irrigation and water utilization has developed. The
Task Force has assumed there is no desire to fundamentally change such culturd aspects as
natural growth patterns, business expansion, irrigated landscapes, the private property nature of
water rights, and marketing water essentialy as a commodity both by public and private sector
entities. From these assumptions, the Task Force directed its efforts to evauation of the means
by which Utah will replace and improve its existing infrastructure while expanding capacity to
meet the demands of growth and addressing environmental concerns related to water
development.

The Task Force felt adetermination of the need for water development funding was
necessary in order to evauate methods of meeting the need. To gather this information, the Task
Force drew mostly on the state agencies. These agencies have the best access to information
involved in development of drinking water, irrigation water, water-related recreation, water
pollution prevention, and sewer treatment. The extent of needs surprised even the Task Force
members experienced in water management. The Task Force aso compared funding methods
used in other states and at other timesin Utah, then analyzed the advantages of various funding
methods. In so doing, the Task Force recognized that water supply development and water
digtribution have been recognized as vital governmenta functions, at both the state and federd
level, in Utah asin other Sates of the arid West.

The Task Force concluded that the cumulative experience and wisdom of 155 years of
water management, aong with knowledge shared from programs in other states and at the
federa leved, have enabled Utah to effectively develop the needed water systems with avery
small portion of the tate budget. Utah's political leaders and water managers can be judtified in
feding a sense of accomplishment. The present funding mechanisms seem to be equitable,
efficient, and well suited to the needs.

Indl, drinking water and sewer trestment, along with nonpoint source programs and
other needs identified by the Utah Drinking Water Division and Utah Water Quality Divison
represent $5.3 billion over the next 20 years. Additiond mgjor projects to transport water from
less populated areas of the state to Utah’ s urban settings have been identified. The four such
projectsidentified in the following table were consdered.

Tablel1- Major Water Projects

Bear River Development Act Projects $260,000,000
Lake Powdl Pipdine $310,000,000
Upper Green River Pipdine $300,000,000
Centrd Utah Project Utah Lake System $200,000,00
Water Funding Task Force Report
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In addition, there will be needs for irrigation system improvements, in both agriculturd and
secondary municipa systems, to take advantage of more water efficient technologies, and to help
reduce water pollution; infragtructure improvements such as replacement of municipa water
system components such as in Sdt Lake City and system improvements such as the Provo
Reservoir Cand project that rival the cost of the projects listed above; and security
improvements brought to the forefront by homeland security concerns.

This report does not evauate the effects of events that might Sgnificantly dter the
management of water supply systems, such asthe terrorist attacks of September 11, 2001. The
September 11 attacks have significantly atered management of water infrastructure and systems
operations through design evauations, security, personnel screening and training, modification
of operating procedures, and sometimes rather costly modifications to existing and planned
fadilities. Cogts associated with homeland security will can only increase the costs and therefore
the funding needs of vitd water infrastructure.

Current funding levels will not be sufficient to meet these needs, but conservation,
prudent use of funding sources, and quality planning and coordination can help water managers
meet the anticipated needs. We might al hope that the same criticisms can be directed at the
water community that is now often heard: that water service is too chegp and that water usersfall
to appreciate the work required to provide an abundant supply of water in this mostly desert
state.

1. HISTORICAL AND CULTURAL SETTING

Utah's present system of managing and financing water resources grew from 155 years
of history and experience. While prudent management requires constant reevauation and
improvement, understanding the hitorica context of any system dlows use of the accumulated
wisdom and hopefully prevents repetition of errors. Also, dramatic changesin policy and
direction by governmenta agencies and externd events often produce economic disruption and
didocation. With these principlesin mind, the subcommittee felt thet at least a fundamental
undergtanding of the historical and indtitutional context was essentia to consideration of funding
dternatives.

A. Irrigation and the Utah Culture. Utah'swater use culture and water management
indtitutions grew from the state’ s unique geophysica setting and the higtory of its people. Since
Utah is mostly made up of desart terrain and has the second lowest average annud rainfdl of any
date, necessity drives Utah water infrastructure development. Any people who inhabit such a
land must become skilled in using the limited water resources. The Anasazi Indians were known
to develop water for irrigation. The first company of Utah’s Mormon pioneers begin building
irrigation infrastiructure on therr first day in the Salt Lake Valley, diverting the waters of City
Creek to soften the hard ground so they could plow it and plant grain.

Water Funding Task Force Report
September 17, 2003
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Utah's population centers exist only where water could be readily developed by the early
settlers. Water development tended to be the first and most essentid community activity and
required, for the sake of surviva, acommunal effort to concentrate the capita and labor essentia
to success. Since most communities were seitled near available water sources and water
development relied on rather basic technologies, the water systems tended to be small and very
locd in scope. Many of these communal efforts were later organized into mutud water
companies which digtribute water based on shares held. As aresult, many smdl water companies
exig today throughout Utah. These mutud irrigation companies have been and continue to be
mgor playersin Utah's water management, & least in the private sector.

Irrigation became an essentid dement of life in Utah and remains so today. The
seitlements formed by the settlers transplanted from the eastern states and Europe smply would
not have survived without irrigated agriculture. Even with the quantities of water shifted to
municipa and industria use, irrigated agriculture presently uses and preserves more than 80% of
Utah's developed water supply. Irrigation has aso become an important part of the community
culture. The oft repeated imperative to “ make the desert blossom asarose” saw fulfillment in
the planting of gardens, trees, and other irrigated landscaping common in Utah. Today such
water use creates the heaviest demand on public water systems and has led many communities to
develop secondary irrigation systems as an essential component of municipa weter delivery.
Water providers have accepted irrigated landscaping as an established element of the Utah
culture. At the present, irrigated agricultura water distributers are mostly private sector
companies, while the secondary landscape irrigation systems are mostly owned by the public
sector.

B. Culinary sysems.  Culinary water development, on the other hand, has mostly been a
public sector activity. Inthe early pioneer era, communities at first used irrigation ditches for
culinary water needs. As such communities grew, however, water qudity problems quickly
developed. Ditches used for “dipping” became fouled with dirt and anima waste, leading to
development of springs, wels, and distribution systems. A few culinary water systems were
developed by mutud irrigation companies. More often, however, cities and other public

agencies have met this need, often financing culinary water systems with property taxes until

water systems could be established and revenues generated through water service fees.
Approximately 98% of Utah's households receive their culinary water supply from culinary
systems, with the vast mgjority of these being operated by local government agencies?®

C. Water Storage. Experience with Utah's rivers and streams aso taught the value of
reservoirs for both irrigation and culinary water supplies. Wide fluctuations in stream flow, both
with the time of year fluctuations and year-to-year variaions in the hydrologic cycle imposed
extreme variations in water availability. Also, efforts by water users to maintain on-stream

3Testimony to the Subcommittee by Drinking Water Division staff in September 11, 2002
meeting.
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diversion dams during high spring run-off were often met with failure as dams washed out and
left crops without irrigation water. Even when these smple diverson dams held, communities
saw high spring run-offs dwindle to smaler late summer stream flows as snowpacks melted and
s0il storage became depleted. Thus the water supplies from mountain streams decreased at the
very timesthat water demand for irrigation became more acute. The problem remained,
however, that reservoirs required labor and capital in amounts difficult for smal communities to
muster. Only afew reservoirs were developed before statehood. There was, however, along
history of water development projects financed solely through private capitd that either failed or
succeeded only after huge losses had been incurred by private developers.* Y et, these
experiences led to successful partnerships between state government and loca water users. The
State of Utah has cooperated with locd water users organized both as private sector mutual
irrigation companies and as local government agencies. Various public and private cooperative
ventures have alowed congtruction of an indispensable series of reservoirs from the sorage
component of Bear Lake at the Idaho border, to Sand Hollow and Quail Creek in Washington
County, and Lloyd's Lake in San Juan County.

D. Federal and State Involvement in Water Development. The Utah Enabling Act
passed by Congressin 1894 gave impetus to reservoir congtruction by providing a grant of
500,000 acres to Utah upon statehood. The sale of this land was to provide the funds to develop
reservoirs for irrigation purposes.® 1n 1896 the Legidature established the Utah State Board of
Land Commissioners. Its duties, among others, included use of monies derived from sale of the
grant lands to select potentia reservoir sites and to finance reservoir construction. The Land
Commission experienced spectacular and large failures on projects funded and developed by the
date, but significant success in private development projects for which the state provided loan
financing. For instance, Sevier Bridge Reservoir (Y uba), the largest privately-owned reservoir
in Utah, Otter Creek Reservoir, and others were constructed in part with Land Commission
loans®

The largest water development projects have come through cooperation between the Utah
Water Storage Commission and the United States Bureau of Reclamation and its predecessor,
the United States Reclamation Service. Such projects include the Weber River Storage project,
the Strawberry project, Deer Creek Reservoir, and more recently development of Central Utah
projects as the Strawberry Reservoir enlargement and the Jordandlle Reservoir.

ld. See aso, Sadler, Richard W. and Roberts, Richard C., The Weber Basin: Grass Roots
Democracy on Water Development. Utah State University Press, Logan, Utah 1994.

SJohn Swensen Harvey, A Historical Overview of the Evolutions of Institutions Dealing with
Water Resources Use, and Resource Development in Utah-1847 through 1947, Utah State University,
1989, pages 38-39.

61d.
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E. United States Bureau of Reclamation. Congress also declared development of
reservoirs in the west as an important element of nationa policy and established the Bureau of
Reclamation to develop reservoirs and other facilities on western weaters. The U.S. Bureau of
Reclamation has played an important role in water development for Utah. Early Reclamation
projects established long term water supplies for irrigation and urban use by constructing dams,
cands, agueducts, power generation stations, and diversions.

Under federa direction, private and public entities were established to receive water from
federa projects. The typica modd for a Reclamation project includes establishing aloca
gponsor which will participate in land acquisition for a project, then operate and maintain the
facilities, and most importantly, distribute the water supply and provide repayment of the project
cogsto the United States over time. The State of Utah has fostered creation of a number of both
specia digtricts and private entities to contract for water developed by the federa projects.

The Weber Basin Project and Central Utah Project are examples of thismodel. In both
cases, water conservancy digtricts were formed to provide the local sponsoring agency. These
districts were created by court decree under guiddines of the Utah Water Conservancy Act,
accompanied by an eection within district boundaries which authorized property tax collection
and generdly obligated those collections to the repayment and operation of the projects.
Repayment contracts with the United States are typicaly long term. Contract terms generaly
vary from 40 to 60 years. Commitment of property tax revenue is written into each contract asa
required source of revenue from which to make the annua repayment obligation. Weber Basin
Water Conservancy Didtrict, for example, has such contracts and property tax obligations
through 2034 for the original Weber Basin Project cogts.

F. State Funding Programs. Against this backdrop of water development need, the
Legidature has established various boards that administer loan programs. Each board has its
own distinct functions and emphasis, and each has functions separate and distinct from the loan
programs. The Legidature established the Utah Water and Power Board in 1947 to lend money
for water development to private and public entities from arevolving loan fund in which loan
repayments, together with new appropriations, could be loaned to project sponsors. The program
was expanded in 1975 by crestion of the Water Resources Cities Water Loan Fund to be funded
“from liquor contral profits”” The Water Resources statute was again amended in 1978 to
create the Conservation and Development Fund. Similar revolving loan programs were
established in the Department of Environmental Quaity under the direction of the Water Qudlity
Board and the Drinking Water Board, as more fully explained in this report.

G. Recent State Tax M odifications. The current evauation of tax support for water
funding comesin the context of significant restructuring of Utah's tax system since 1995, as

"UCA Section 73-10-22.
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summarized in the following table:

Table 2 - Pertinent General Tax Reductions

Session/Bill Tax Modification Revenue
Reduction
EY 1995
HB 162/'94 Session 1/16th Cent - Tax Reduction (23,600,000)
FY 1996'
Various Bills" 95 Session Sdes Tax Exemptions Authorized ( 3,613,000)
SB 56 & SB 254/'95 Session | Property Taxes (141,440,883)
FY 1997
Various Bills" 96 Session Reindated Tax Exemptions ( 1,188,300)
HB 349/ 96 Session Gross Receipts Tax Modification ( 4,750,000)
HB 3001/ 96 November Sdes Tax-Manufacturing Exemptions ( 8,700,000)
SB 237/'96 Session Income Tax Rate Reduction (141,000,000)
SB 275/'96 Session Sdes Tax - Ski Exemption ( 338,000)
FY 1998
HB 3001/ 96 November Sdes Tax-Manufacturing Exemptions ( 8,700,000)
SB 253/'97 Session Sdes Tax Rate Reduction ( 34,300,000)
EY 1999
HB 3001/ 96 November Sdes Tax - Manufacturing Exemptions (1 11,200,000)
SB 34/'98 Session Sdes Tax Exemption - Higher Ed Athletic ( 402,000)
EY 2000
SB 69/'99 Session Sdes Tax - Manufacturing Exemptions ( 5,600,000)
EY 2002
HB 78/'01 Session Sdes Tax - Sdes Relating to Schools ( 281,000)
SB 36/'01 Session Income Tax - Individud Adjustments (/18,000,000)
Egtimated Annud Tota (based on estimatesin year of enactment) (303,113,183)
Water Funding Task Force Report
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! The property tax reduction was increasing the residential exemption from 32% to 45%. Also,
the legidature reduced the basic school rate from .00422 to .00264.

2Theincome tax reduction in FY ‘97 was a reduction in income tax rates.

H. Comparisons of Utah Water Use and Rates. Water usage and rate information must be
properly correlated to make meaningful comparisons. Water rates anadyses used by Utah's water
system operators and the funding boards look both at the cost per gallon of water and ability to
pay. The average cost of water to Utah community water system consumersin 2001 was $1.17
per thousand gdlons for water billings only, and $1.39 per 1000 galons when taxes are included.
The 2001 monthly average cost to community drinking water systems consumersin Utah was
$33.89, with $28.49 coming from hillings and $5.40 from taxes® The monthly costs for drinking
water represent 1.25% of the median adjusted grossincome for Utah families® The Utah
average monthly community sewer system fee was $17.35in 2001.° Thus, the total average
cost per household for drinking water and sewer in 2001 was $51.20, compared to a nationd
average of $47.50.* Comparisons of monthly water rates with other Western states, however,
show rdaively low monthly water bills. (See Attachment 3: 2001 Survey of Community
Drinking Water Systems, Appendix 10.)

Data sets used for comparisons should be chosen carefully. Previoudy published reports
made using Salt Lake City ($0.87/1000 gals.) and Provo ($0.75/1000 gals.) for comparison seem
to be ether poor sampling technique or sampling used to further a particular viewpoint. Sat
Lake City and Provo have mature systems that have received significant federa capitd
contributions, resulting in low rates. The economic size of the water service provider, location,
and other factors dso affect rates. For example, while the average monthly community sewer
system fee in Utah is $17.35, entities participating in the state loan programs have average
monthly fees of $26.99. (See Attachment 4: Utah Wastewater Financid Assistance Program
Summary Report.) The Rurd Water Association of Utah has compared 24 of the larger systems
in the state and 44 of the smaller entities that have received funding from the 1/16™ % sales tax
money from the Divison of Drinking Water with base rates and costs per 1000 gdlons. The
RWAU compilation shows this comparison:

8 2001 Survey of Community Drinking Water Systems, Utah Division of Drinking Water, report
draft dated November 14, 2002

°1d.

10" Utah Division of Water Quality report to Water Development Funding Task Force, October 4,
2002.

11'U.S News and World Report, August 12, 2002, p. 28. These totals do not include billings for
secondary irrigation systems used in some communities.
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Table 3 - Urban/Rural Water Rate Comparisons
Larger Systems Smadler Systems Funded By DDW

Highest Base Rate $20.20 $50.00
Lowest Base Rate $1.50 $2.60
Average Base Rate $9.09 $17.70
Highest Gdlong/Base 10,000 20,000
Lowest Gallons/Base 0 0

Average Gdlons/Base 4,403 10,071
Highest 1** Step/1000 Gal. $1.10/1000 $4.00/1000
Lowest 1% Step/1000 Gal. $.39/1000 $.25/1000
Average 1% Step $.74/1000 $1.13/1000

Rura systems on the average have higher rates, yet provide more water. Most of the systems
have rate structures that help promote conservation. Careful comparison between states il
shows that Utah has high per capita water consumption when compared to other states, but water
usage without the summer irrigation is consstent with water usage in other sates. The dry
climate and culturd setting require irrigation, suggesting need for wiseirrigation and

landscaping practices.

IV.  CURRENT STATE WATER FUNDING PROGRAMS

Five gate boards currently oversee loan programs among the other functions served by
each. These boards are;

A. Board of Water Resour ces. The Board of Water Resources is the policy making body
for the Division of Water Resources with primary responsbility for water planning and weater
management policiesfor the state. The Board has no regulatory function, but providesloans and
limited grants for water infrastructure development. (See Attachment 5: Board of Water
Resources Existing Loans By County.) The Board receives no federal money, but operates
entirely from gppropriations from the state legidature and loan repayments.*? Though the Board
of Water Resources nominally receives 50% of the revenue from the 1/16% sdles tax, most of

the money alocated by the statute to the Water Resources budget actudly replaces funding
previoudy appropriated as generd fund expenses. The actual use of the 1/16% sdestax is
summarized in the following Table 4.

125ee Utah Code Annotated, Title 73, Chapter 10.
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Table4 - Water Resour ces Sales Tax Revenues

BOARD OF WATER RESOURCES
SALESTAX INFORMATION
Fisca Year Totd Recelved Dam Safety CUP Mitigation C&D Fund
Program
98 $9,810,700 $3,800,000 $3,000,000 $3,010,700
99 $8,576,500 $3,800,000 $3,000,000 $1,776,500
00 $8,978,900 $3,800,000 $3,000,000 $2,178,900
01 $9,421,800 $3,800,000 $3,000,000 $2,621,800
02 $8,277,800 $3,800,000 $4,477,800
03* $2,810,000 $2,810,000
Tota $47,875,700 $21,810,000 $12,000,000 $14,065,700
*Values based on 2003 appropriation act
**The Dividon of Water Rights estimatesit will take another $30 million to bring the
remaining dams to sandard

The Board of Water Resources, by statutory mandate, must use leveraged financing on at least
10% of itsloans. The Board has worked extensively with the Utah Water Finance Agency and
other private lenders on interest buy downs, bond insurance, and other techniques to achieve this

godl.

B. Water QualityBoard. The Utah Water Quality Board is established under the Utah
Water Quality Act as the successor to the Water Pollution Control Committee created by the
legidaturein 1981. The Board and the Division of Water Quaity staff have both regulatory and
funding responsibilities’® The Water Quality Board administers loan programs patterned after
the Board of Water Resources |oan programs. These programs have, in turn, served as a model
for matching fund programs operated by the United States Environmental Protection Agency.
The Board and Divison adminigter the Utah State Water Quality Revolving Fund (SRF)
established under the Federd Clean Water Act of 1987. The SRF program requires that the state
provide a 20% match to federa funds. The SRF provides a source of low interest loans to
finance congtruction of publicly-owned water quality facilities. The Board aso operates aloan
program using only state funds (including repayments from the SRF) that dlows more flexible
ass stance to needful communities. (See Attachment 6: Utah State Revolving Loan Fund 2001
Annud Report.) The Board receives one-fourth of the 1/16% sdes tax, which it usesfor the

BUCA Section 19-5-104.
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federa SRF matching funds and to fund the state loan program.

C. Utah Drinking Water Board. The Utah Drinking Water Board aso has both regulatory
and funding functions* The Board adopts rules implementing the Utah Safe Drinking Water

Act and the federa Safe Drinking Water Act. The Drinking Water Board and the Division of
Drinking Water g&ff provide loans and grants to public drinking water systems. Drinking Water
aso operates both afedera SRF funded by matching grants from the U.S. Environmentd
Protection Agency and the State Revolving Fund Program. (See Attachment 7: Drinking Water
Board Project List.) The State Revolving Fund Program aso receives one-fourth of the 1/16%
sdestax. Drinking Water uses the 1/16% sdes tax revenue as matching funds for the federd
grants.

D. Permanent Community Impact Board. The Permanent Community Impact Fund
Board provides loans and/or grants to state agencies and subdivisions of the state which are or
may be socidly or economically impacted, directly or indirectly, by minera resource
development on federal lands. Under the Federal Mineral Lease Act of 1920, lease holders on
public land make royaty paymentsto the federa government for the development and
production of non-metdliferous minerals. In Utah, the primary source of these roydtiesisthe
commercid production of fossl fuels on federa land held by the U.S. Forest Service and the
Bureau of Land Management. Since the enactment of the Minerd Lease Act of 1920, a portion
of these royalty payments, caled minera lease payments, have been returned to the satein an
effort to help mitigate the local impact of energy and minera developments on federd lands.
The State of Utah alocates 32.5% of these to the Permanent Community Impact Fund.
Currently about 20 - 25% of the funds allocated by the PCIB are allocated for water and sewer
projects. Approximately $8.2 million was authorized for water system funding in FY 2002,
however, the amount varies from year to year."

E. Soil Conservation Commission. The Soil Conservation Commission approves loans
under the Utah Department of Agriculture Agricultural Resource Development Loan program
revolving loan fund. These loans gpply only to farm and ranch land improvements, such as on-
farmirrigation systems. The ARDL program currently receives $500,000 in new gppropriations
each fiscal year (except 2002-03) from the 1/16% sadestax, in addition to |oan repayments.
ARDL loans provide necessary matching funds for Clean Water Act on-farm programs such as
Section 319 non-point source programs and the Environmenta Quality Incentive Program.

14 See UCA 19-4-104.

15 gee Attachment 3, Table 9.
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V. PROJECTED NEEDS

The gtate funding agencies in recent years have funded about 20% of the state’' s water
and wastewater needs. The individud water entities including cities, water didricts, and private
companies, have funded 80% of their own needs through bonding, water rates, user fees, impact
fees, property taxes, and shareholder assessments. The projected need over the next 20 years
exceeds $5.3 hillion for just the Drinking Water and Water Quality programs.

A. Drinking Water Funding Projections. The State Divison of Drinking Water reports
that $184 million was spent for water projectsin caendar year 2001, of which $41 million was
provided through state and federa loans and grants. The Division of Drinking Water projects
that an average of $210 million per year will be needed over the next 20 years, for atotd of $4.2
billion.

B. Water Quality Cost Estimates. The State Division of Water Quality reports the current
wastewater projectsin planning total $59 million and that wastewater needs over the next 20
years are projected a $1.1 billion. Division of Water Qudity personnd report, however, that

this number does not adequately address emerging needs mandated by federa lavsfor storm
water control and non-point source pollution control that will have to be funded in coming

year316

C. Board of Water Resour ces. The committee anticipates that Board of Water Resources
funding will be needed over the next 20 years for the following projects, in addition to the $5.3
billion projected by Drinking Water and Water Qudity:

1 The Divison of Water Resources ligs three large water devel opment
projects which they are investigating, with estimated costs totaling $870
million. These projects are asfollows:

a Bear River Water Development to meet the needs of Box Elder,
Cache, Davis, Salt Lake and Weber countiesin about 20 years.
Edimated cogt is $260 million.

b. Lake Powel Pipdine to meet the needs of Washington County in
about 20 years. Estimated cost is $310 million.

C. Upper Green River Pipdine from Flaming Gorge to meet the needs
of the Wasatch Front beyond the 20-year time frame. Estimated
cogt is $300 million.

16 See Attachment 4.
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d. Another mgor project requiring substantia funding will be the
Utah Lake System, the find water component to be developed for
the Wasatch Front by the Central Utah Project. The project,
currently in the scoping phase, is expected to ddliver water within
the next 10 years at a projected cost of approximately $200
million, of which 35% will need to be provided by loca water
entities.

D. Dam Safety. Over and above these needs, dam safety funding will require an estimated
$30 million to complete the currently mandated round of rehabilitation projects. The Dam
Safety Act, enacted in 1990, requires that the Utah State Engineer classify dl dams, except
Bureau of Reclamation dams, according to “hazard and use” The Act then provides for funding
alocated through the Board of Water Resources to rehabilitate certain dams. The $80 miillion
estimate represents the state’ s share of such dam rehabilitations.

E. Irrigation Funding Needs. These infrastructure cost projections do not include
irrigation system improvements. There is no planning and reporting system in place for private
irrigation systems operated by mutud irrigation and ditch companies such as exigs for drinking
water systems. Therefore, thereis no reliable way to predict the need for funding in this sector
of Utah' swater economy. More extensve planning is usudly found in secondary systems
because they tend to be used in tandem with culinary systems, as discussed below.

Irrigation systems, including secondary systems, represent a substantial portion of the
Board of Water Resources loan portfolio. Loans range from highly publicized projects such as
rehabilitation of the DavisWeber Cand to water conservation projects for small ditch
companies serving only afew hundred acres. Irrigation company projects often provide cand
improvements such as lining or piping older cands as urban encroachment creetes risks externd
to operation of the cand. Inthissense, “subsdized” loansfor cand rehabilitation projects
condtitute arisk aloceation that alows society at large to help pay at least afraction of the costs
imposed on irrigators. In the end, however, the cand rehabilitation loans are repaid by irrigators.
A mgority of cand projectsinvolve linings, automation, and conversion to sorinklers to achieve
water conservation. Many |oans represent matching funds for grants from federal sources such
as Section 206 and 207 funds under the Central Utah Project Completion Act, and Bureau of
Reclamation Colorado River Sdlinity grants. Mot irrigation companies do not have access to
private lenders and could not complete these projects without Board |oans.

F. Secondary Irrigation Systems. Secondary irrigation systems deserve specific mention
because they reduce both capital and operationa costs when compared to supplying al needs
through culinary water system development. Secondary irrigation is generally defined as
pressurized outdoor irrigation-grade water for individua resdential and specia use locations and
is piped separatey from drinking water systems. Such systems are employed in locations
throughout the state, but has been firmly adopted by many communities on the Wasatch Front in
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Davis and Weber Counties. This source of urban irrigation iswidely used in these areas to avoid
the incrementa cost increase of treatment required for drinking water. At least in these counties,
secondary irrigation has become culturdly accepted and widely expected, as alower priced,
unfiltered supply for outdoor use.

Most secondary systems are predicated on relatively low cost water supplies devel oped
by early Bureau of Reclamation projects or irrigation company sources. Conversion of
agricultura supplies to urban supplies has been facilitated by introducing the same untreated
sources into piped systems for seasonal use. This conversion has dso dlowed some mutua
irrigation companies to say viable in an urban setting.

Future challenges for secondary systemsinclude, 1) increased accountability of amounts
used in amostly unmetered ddlivery, especidly as conservation needs increase, and 2) building
new secondary systems for an expecting public with more recently developed and more
expendve sources of water. The funding needs for these systemns have not been quantified.

VI.  CURRENT FUNDING SOURCES

A. Private Funding Sources. A number of private entities provide water funding.

1.

Private Lenders. Commercid banks generdly provide funding for water
systems which are being started as part of a development. Such
developments may or may not meet the requirements to be considered a
public water system. Once systems are of asizeto beincluded asa
municipa or pecia service didrict systemn, bonds are required to be
issued which may include genera obligation bonds or revenue bonds.
Private lenders can be the purchaser of these bonds, however, they are
usudly sold through commercid loaning ingtitutions.

Developers. Currently most municipalities require private developersto
build infrastructure to meet the sorm water, wastewater, water supply and
in some cases secondary water systems needs of their developments.
Some communities require devel opers to pay impact fees for these
improvements. At present, developers are paying approximately $20.00
per linear foot each for inddlation of water and wastewater lines. If line
Szes need to be increased in Sze from the minimum size required by
hedlth andards, municipdities often charge impact fees to fund the
increased size.

Irrigation Companies. The shareholders in mutud irrigation companies
ultimately pay for the operation, maintenance, repair, and replacement of
their systems through assessments on their shares of company stock. Such
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asessments are very smilar to a property tax and enforced in the same
way; i.e., the companies have the right to take the shares of stockholders
who do not pay assessments and sdll a sufficient number of sharesto pay
the assessment. These companies are very Smilar in function and
financing to governmental units such asirrigation digtricts or other limited

purpose agencies.

B. Agriculture Water: “82% of Water Use, 1.4% of Economy.” Reference has often
made to Utah agriculture consuming 87% of the annud water supply, yet representing only 1%
of the gtate economy, as though this indicates an imbaance in priorities. These figures are not
correct. More significantly, such an analysis understates the contribution of irrigation to Utah's
economy and qudlity of life. The most current figures show agriculture as using 82% of
developed water supplies. The following graphic comparesthisleve of irrigation use to other
arid gates. Also, Utah Department of Agriculture and Food reports show direct farm sales,
without related industries or any multipliers, representing 1.4% of the totd state economy. Food
production and services, by some measures, represent 16% of the state economy.*’

1 Testimony of Utah Commissioner of Agriculture and Food, Cary Peterson, to meeting of
Gubernatorial and Legidative Task Force on Alternative Revenue Sources for Water Funding at meeting
held September 17, 2003.
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Based on information presented to the Task Force, this statement deserves serious andysis. It
aso grestly understates the role of agriculture in the regiona economies of rura Utah. In many
such aress, irrigated agriculture produces the highest economic return and will continue to do so
unless agriculture altogether ceasesto be viablein Utah. Firg, agricultural use of water serves
an important function in future water development. Water in agriculture is developed water.
This water thus has economic value and ownership and can be dlocated by the marketplace. In
areas Where water is fully appropriated, which condtitutes virtualy the entire state, the market
very effectively trandfers water from agriculture to uses that produce greater economic return
through willing sdler/willing buyer transactions. As such, agricultural water has served as a
bank for water being converted to M&I uses and will do so for the foreseegble future. Second,
water used in agriculture is developed water that can be converted to M& | with less
environmental impact and with very little regulatory overhead. Without agriculture continuing

to use the water and thereby protecting the water rights, it will be much more difficult for the
resource to be made available for M&I uses asthe need arises. Third, the reference to
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agriculture representing only 1% of the state economy fails to take into account the multiplier
effect of basic agriculture production in the state economy.
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The environmenta benefits of agriculture must aso be recognized. It can be argued that
the state population long ago exceeded the naturd carrying capacity of the natura environment
that existing in 1847. Utah agriculture has provided food and fiber needed to alow the state
population to exceed the naturd carrying capacity, but has provided many other factors essentia
to our qudity of life. Irrigated farm lands provide alarge and essentid portion of wildlife
habitat throughout the State. Reservoirs, many of them used and paid for by farm irrigation,
provide recreation opportunities for state resdents and tourists as well as habitat for migratory
birds and other wildlife. Farm fields, trees, and other vegetation supported by agricultural
irrigation systems provide the “lungs’ essentid to air quality in urban areas through carbon and
nitrate sequestration and other natural processes. Domestic food production also represents an
important component of our nationa security.™® Since agriculture in Utah rdlies heavily on
irrigation, these additional benefits of water funding for agriculture must be recognized.

The Task Force therefore recommends that Utah continue its present policy of
encouraging wise irrigation practices and providing selective funding of irrigation facilities.

C. L ocal Government Retail Water Service Entities. Locd government retail water
service providersinclude generd purpose entities such as municipalities and specid purpose
digtricts.

1 Fees are charged on a per service basis by municipalities and service
districts for water, wastewater, ssorm drain and secondary water. These
fees are usually assessed based on type and amount of water used or
deivery pipesze. Thesefeesare usad a timesto include not only the
cost of ddivering the service to the end customer, but aso for purchase of
water rights and development of facilities for the systems.

2. Impact fees for water, wastewater, and storm drainage are charged by
maost municipaities to include the costs associated with developing the
resources to provide these services. Impact fees can only be assessed to
provide for surplus capacity beyond individua development requirements.
The Utah impact fee legidation requires a capitd facility plan to be
gpproved prior to the imposition of impact fees.

3. Connection fees are assessed for actual cost of time and materialsto
connect individua services to the system.

4, Developers contribute capital such as the piping, hydrants and vavesin
new subdivisons. These cogts are typicaly advanced by deveopers, who

18 Testimony of Utah Commissioner of Agriculture and Food Cary A. Peterson at Water
Development Commission meeting held July 15, 2003.
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finance and ingdl improvements. These improvements, after ingpection
to assure proper ingtalation, arein turn dedicated to either aloca
government entity or to ahomeowners association. These codts are
ultimately paid as part of thelot or home price.

5. Some of the smdler municipdities will subsidize these utility costs by
property tax or in some cases will assess fees which are used for purposes
other than the ddivery of the utility service

6. Municipd entities are very sendtive to the cost of providing servicesto
ther citizens. Locd officids have contact with rate payers on adaily
basis and are often reluctant to increase the cost of services until
absolutely necessary. When rate increases finally come due to pressures
from system need, population growth, or regulatory factors, increases can
be as high as 100%.

D. L ocal Governmental Wholesale Entities. The mgor sources of funding for wholesde
water agencies are water fees and property taxes. The five largest water wholesdersin the state
are:

Centrd Utah Water Conservancy Digtrict

Jordan Valley Water Conservancy Didrict
Metropolitan Water Digtrict of Sdt Lake & Sandy
Washington County Water Conservancy Didtrict
Weber Basin Water Conservancy Didtrict

Water fees account for as much as 80% and as little as 20% of the revenues for these districts,
with property taxes making up most of the remainder.

E. State L egidative Appropriations. The gate funding agencies participation is
summarized above. Detaled information on the loan programs, funding appropriations, and loan
portfoliosis contained in the attachments to this report.

F. Federal. Somefedera funding comes through the Drinking Water and Water Qudity
SRF programs as described. Beyond these programs, Utah should not anticipate a significant
level of water-rdated federd funding in the near future.

1. Bureau of Reclamation. Therole of the U.S. Bureau of Reclamation
(USBR) has shifted in the western states over the last two decades.
Direction from Congress, environmental laws, and lack of locations with
development potentia have refocused the Bureau towards maintenance of
exigting facilities and distribution of developed water to many uses. More
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specificdly in Utah, and excepting the CUP (discussed above), USBR
does not have additional major water supply projectsin their planning.
For many areas of the ate, this creates a demand for local and/or state
devel oped projects to meet some future need.

In its most productive years(in terms of new facility congtruction), USBR
provided water to areas of Utah that was sold in blocks as demand grew, was offered at
subsidized or low interest pricing, and sold on contracts that alowed long-term
repayment. Typicdly, loca and state water development will not be able to match these
USBR benefits. The results will be higher unit costs which will be applied immediately
to water purveyors and ultimately to the end user.

2.

Natural Resour ces Conservation Service. The new federa farm bill has
funds available to help with the development of water resources aswell as
to assst in the reduction of point and non-point source pollution
improvements under the Section 319 and EQIP programs. Section 319
projects require 60%/40% on-farm match. EQIP projects require a 25%
on-farm match. The most common source of on-farm matching funds

(other than in-kind) are ARDL loans. The NRCS has earmarked up to $16
million for the federd 75% share for Utah in federd FY2003.*°

G. EPA State Revolving Funds. Because of federa mandates related to the federd Safe
Drinking Water Act and the Clean Water Act, some federd funding has been made available to
dates for their revolving loan funds.

1.

The Divison of Drinking Water reports about $8 million per year funding
from federa grants of which gpproximately $6.5 million has been
availablefor loans. A 20% state maich is required.

The Divison of Water Qudity reports about $7 million per year funding
from federd grants, dl of which is available for loans except for the 4%
dlocated for adminidtrative costs. A 20% state match is required.

Without the 20% state matches, which have been funded from the 1/16
cent sdestax for weter, dl of the $15 million in federa grantswould bein
jeopardy. The federd grants are subject to annua appropriations from
Congress.

19 Presentation by Phillip Nelson, NRCS State Conservationist for Utah, at Ninth Annual Water
Summit, Salt Lake City, Utah, November 14, 2002.
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VIl. WATER DEVELOPMENT FUNDING EVALUATION

A. Evaluation of Current Practices. The Task Force began its evaduation of funding by
examining the current funding programs. The current loan programs of the Divisons of Water
Resources, Drinking Water, and Water Qudity, funded by the 1/16 cent sdes tax, loan
repayments and federal grants, are barely addressing the current water and wastewater needs of
the sate. The state loan programs are currently funding about 20% of the state’s water and
wastewater needs. With aneed for over $5.3 hillion projected for the next 20 years, if the state
were to continue providing 20% of the required funding, the state would need to contribute $50
million per year. The following observetions are pertinent:

1 Many waters providers will haveto carry a greater part of the burden than
they have in the past through private sector bonding, higher water rates
and fees, property taxes, and assessments.

2. The gtate loan funds should develop clear and consistent criteriafor
making loans only to those entities which are not creditworthy in the
private sector. Thiswill dlow the state loan funds to do more for smaler
entities, often located in the rurd areas of the Sate, thet redly need help.

3. The 1/16 cent sdles tax should stay in place. There appearsto be no viable
dternative that can provide a rdiable and equitable source of funds for
water and wastewater development. Without a reliable source of state
funding, federal matching dollars will be placed in jeopardy. Most weter
entities will be hard-pressed to raise their own rates, fees, and assessments
to ded with funding for water development, new water and wastewater
fadilities, replacement of aging infrastructure, additiond infrastructure,
and operating costs required to meet existing and future federd Safe
Drinking Water and Clean Water Act requirements, watershed source
protection, storm water run-off regulations, environmental mitigation, and
water consarvation. The 1/16 cent sdestax is an equitable way to fund
dtate-wide water needs. It reaches al corners of the state and also alows
tourists and other visitors to the state to make a contribution towards state
water and wastewater funding. No other dternatives have been identified
or examined that provide funds on as equitable a basis as the sdes tax.

B. Regulatory Issues Creating Additional Costs. In addition to projecting future funding
needs as discussed above, the Task Force aso looked at factors that may affect the water
infrastructure costs. There are a number of water related regulatory issues that will create
additiona costs. Thefollowing issues dl affect water development, but the degree to which they
affect funding is not known until particular locd issues arise during water development or as
specific problems arise:
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8.

0.

Water quality standards - Total Maximum Daily Loads and impaired

watersinventory and remediation

Cost of meeting publicly-owned trestment works regulations

Storm water Phase |1 implementation

Non-point sources remediation

Recrestion development

Federa regulatory changes

Endangered and sengitive speciesimpact mitigation

Capacity increases to mest fire codes

Locd zoning and planning redtrictions

C. Evaluation of Current Funding Practices and Alternatives. The Task Force next
developed as many dternative funding sources as possible. This was done through examination
of historicd efforts in Utah, obtaining information on funding methods from other states and

from organizations such as Western States Water Council and others, and even by trying to
invent new possihbilities. (See Attachment 8a - Western States Water Council Water and
Wastewater Project Financing Matrix, and Attachment 8b - Benchmarking Summary: How
States Fund Programs to Meet Wastewater Needs.) The subcommittee and the Task Force then
eva uated the effectiveness and economic feashility of each funding method compared to other
dternaives. The following matrix summarizes the recommendations of the Task Force.

Table 5- Funding Alternatives

No. Alternative Advantages Disadvantages Recommendations
1 Present 1/16 sdlestax - Stable funding source - Dedicated source Should continue, but

- Uses exigting collection impairs legideive there was a diversity of

system discretion opinion

- Equitable - No water conservation

- Broad based incentive

- Allows public - Not auser fee

participation in generd

governmenta purposes
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Table 5 Funding Alternatives

No. Alternative Advantages Disadvantages Recommendations
2. | Present property tax - Local management for - No water conservation Recommend
authorization, with loca specific needs incentive continuation of present
decison whether to - Voter authorized property tax system
implement - Stable funding source - Tendsto beregressve
- Provides revenue stream - Not auser fee or use
prior to service ddivery based
- Fosters bond issuance
- Allows capture of benefits
for fire protection,
environmenta mitigation
-State has comparetively
low tax rate
- Allows undeveloped land
to contribute to water
system enhancement of
vdue
- Provides contribution to
mantaining vaue
6. Statewide property tax - Stable and predictable - Imposes collection costs | Recommended for
levy for water - Uses established tax and respongibilitieson further evduation only
development collection system counties if the 1/16% is repeded
- Vighility or not renewed
7. Regidration fee - User fee - Limited revenue stream | Recommended for
surchargeon dl further evauation only
watercraft if the 1/16% isrepeded
or not renewed
8. |Water fowl hunting - User fee - Limited revenue stream | Recommended for
license and fishing - May violate federd law | further evduation only
license surcharge if the 1/16% is repeded
or not renewed
0. Surcharge admissonfees |- User fee - Limited revenue stream | Recommended for
a state parks - State parksfeesarenot  |further evduation only
sf-sugtaning if the 1/16% is repeded
or not renewed
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Table 5 Funding Alternatives

No. Alternative Advantages Disadvantages Recommendations
10. |Excess usage/water - Encourages conservation | - Difficult to define Recommend that
consarvation surcharge - User fee - Difficult to collect concept be
- If effective, decreasing incorporated into
revenue source increasing block rate
- Collection sysem not in | fee structures by locdl
place water providers, with
- Imposes burden onlocal | surcharge imposed by
governments date on retail sdlers
thet fail to implement
surcharge
11. |Restructuring of loan - Digruptive to exigting Not recommended
funds and Boards programs
- No perceived benefit
- Loss of specidized
functions
12. |Evdudion of Board - Does not require - Long term decrease in Recommended for
funding criteriaand additiond revenues funding depending ontype | further study
possible recapitdization |- Specific to programs of recgpitaization
- Opportunity for - Creates no new revenue
improvements
13. |Allow gregater flexibility - Captures revenue from - Tourism tax is dready Recommended for
inuseof touriam taxes incidentd users (Smilar to committed to other further evduation only
sdestax) programs if the 1/16% is repeded
- Narrow revenue base or not renewed
- Fluctuations caused by
events such as 9/11
- May cause impairment
of existing bonds.
14. |Green fees surcharge at - User fee for water - Pdlitica nightmare Recommend heavy
golf courses intendve use - Reaively smdl revenue  |surchargeon dl
- Equitable stream politica fund-rasing
- Stable revenue source - Collection sysemnotin  |events. Recommended

place

for further evauation
only if the 1/16%is
repealed or not
renewed.
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Other dternatives studied by the Task Force but considered not acceptable:

Surcharge on metered water retall sales per 1000 gallons®
Sdestax on water and sewer utility bills*

Surcharge per water and sewer connectior??

State issued genera obligation bonds

State issued revenue bonds

Beverage tax on dl beverages sold &t retail in containers
Annua surcharge or fee on water rights ownership
Statewide impact fee on dl new development

Legidaive direction for CIB to give higher priority to water development
Head ($x per person) tax

Head ($x per plumbing fixture) tax

State sponsored |ottery

Lease of Colorado River water

Sdestax on water and sawer utility bills

Surcharge per water and sewer connection

Surcharge on metered water retail sles per 1000 galons

OWCo~NogakwNPRE

e e ol e
Ok~ WDNEO

Revenue estimates for each of the aternatives evaluated by the Task Force were prepared the
Office of Legidative Research and Genera Counsel. See Attachment 8c, Estimate of Annua
Revenues.

2 This alternative was designated by the Task Force as the primary aternative to, although much
less preferred than, the existing 1/16% sales tax revenue source. It has been eliminated from this report
based on instructions from the Task Force chairs contained in a letter dated January 3, 2003 which states,
in part:

Upon further consideration and study, we, as the Task Force chairs, feel that this alternative
should not be considered further. It would be unfair to municipalities and small water companies
and would place a heavy burden on them to collect and report the surcharge. Difficultiesin fairly
assessing this type of surcharge make it unworkable. Clearly, using one of the already existing
tax mechanisms to generate a relatively small amount, if necessary, to address the budget needs,
is preferable to a new tax which would create a new bureaucracy and be expensive to set up and
administer. We recommend that in your next revision of the draft report, this proposal be added
to the list of alternatives [deemed] not acceptable.

21 This potential revenue source was included as a recommended alternative in previous drafts of
this report, but was omitted on a divided vote in the November 15, 2002 Task Force meeting.

22" See previous footnote.
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D. Should Existing Funding Boards Structureor Criteria Be Modified The Task
Force aso directed the subcommittee to evaluate the existing boards and their lending criteria.
Based on the subcommittee review, the Task Force recommends that the water lending boards
should continue as presently structured. Some recommended changes to their criteria have
aready been discussed in thisreport. The following additiona items should be noted

1.

The Boards have dready set policies regarding water pricing based on
community median adjusted gross income and, in the case of water supply
systems, water pricing and water conservation rate structures. Water
suppliers that have borrowed from the state lending programs tend to have
higher rates and rate structures that encourage conservation.

The Boards dl require water conservation plans as a condition of
financing. The consarvation plans use guidelines adopted by the Board of
Water Resources. The plans submitted by applicants to al boards are
evauated by the Division of Water Resources saff under a Memorandum
of Undergtanding among the agencies.

The Boards each have policy or regulatory functions that are digtinct from
the others and require separate expertise.

The Boards a0 require significant time commitment from the board
members, who serve as apublic service. If Board functions are
consolidated, expectations imposed on citizen board members may be too

high.

The Boards and their staffs presently coordinate loans to assure thereis no
duplication of efforts. Applicants are ingtructed to apply to one board
only. The Boards share feasihility reportsin the few instances when
policy reasons may alow joint applications to be received.

The federd matching fund programs are specific to the ate boards that
aso have regulatory functions under the same programs.

The Boards have attempted to implement the policies and guidelines of
the executive and legidative branches of state government and provide an
effective means of balancing the interest of the government agencies and
their dlientde.

VIIl. OTHER CONSIDERATIONS
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A. Benefits of Predictable Stream of Water Funding. Water projects require as much as
30-years lead time from identification of need to ddlivery of water. Factors such as

environmenta mitigation, changesin federd and sate sandards, design and adminigtrative

requirements, legal condraints, and financing dl affect water development. Baancing these
multiple uncertainties complicates planning on any project. Stable funding sources reduce the
uncertainty, and alow efficiencies in contracting for services, congtruction, and operation of
water facilities. As shown in the following table summarizing the history of appropriations for
the Drinking Water Division, dedicated sources such as the 1/16th cent sales tax have improved

funding gability.
Table 6 - Drinking Water Appropriations History
DRINKING WATER BOARD
Financia Assistance Program
Legidative Appropriations

1983 State Bond $9,879,378
1983 Appropriation $2,500,000
1990 Appropriation $1,500,000
1991 State Bond $4,337,490
1992 State Bond $1,654,418
1992 Appropriation $450,000
1993 Appropriation $728,700
1995 Appropriation $300,000
1996 Appropriation $1,000,000

Tota $22,349,986

Sales Tax Revenues
1998 $4,905,343
1999 $4,277,228
2000 $4,500,466
2001 $4,710,895
2002 $3,835,922
Totd Capitdization $44,579,840
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B. Economic Benefits of Water Developments. The vaue of water takes on greater
perspective through water projects. Water projects such as Echo, Strawberry, Quail Creek and
Sand Hollow are reservoirs that provide water supply to their communities, as well as other
benefits. The recreation use of these reservoirs greetly affect surrounding communities. Two
reservoirs, Quail Creek and Sand Hollow, have had and will have a huge economic impact on
Washington County. Dr. John Groesheck has completed studies identifying the benefits of both
water developments. With the completion of Quail Creek Reservoair, it is estimated that 568 jobs
have been supported and/or created. Y early dollars generated from this project have been $28.3
million. The economic evauation on the recently completed Sand Hollow Reservoir shows a
$21.2 million generated yearly and 478.7 jobs supported and/or created. Both project
evauations are based on the economist’ s conservative assumptions. Given these kinds of yearly
benefits, the cost of these dams represents investment in the most basic sense.

The Board of Water Resources also completed an economic analysis of only one of its
projects, the DMAD Dam near Ddlta. That study, summarized in Attachment 9: Economic
Anayssof DMAD Dam, is outdated and understates the actual benefit because sudy was
completed before congtruction of the Intermountain Power Plant (1PP) cod-fired ectrical
generation station north of Delta. 1PP accounts for employment of hundreds of workers directly,
and indirectly through the coa minesthat supply the needed fud. IPP wasfeasible, in part,
because it is able to draw water from DMAD Dam.

C. Conservation. The subcommittee recommends a continued emphasis on efficient water
use as an dement of any water financing andysis. For the past ten years, water conservation has
been an important eement in managing water within the State of Utah. The Utah State Water
Plan published May, 2001 by the Utah Board of Water Resources established a goal to reduce
water consumption by 25% by the year 2050. Thisgod, if redlized, will provide the same
benefit as development of 400,000 acre feet of water per year. With Utah in its fourth year of
drought, water use reduction is atop priority to minimize the burden on the state’' s water
resources. This demand-side management has proven to be an effective means to extend the
state water supply.

In 1998, the Legidature enacted legidation requiring al water retailers serving more than
500 connections and all water conservancy district’ s to prepare and adopt a water conservation
plan. By 2001, 93 out of 150 water entities have complied with the new law. Washington
County Water Conservancy Digtrict promotes this law further by indituting a policy which
requires their wholesale water purchasers to have awater conservation plan in place.

Utah has dso had in existence for the past several years a Governor’s Water
Conservation Team. Thisteam funds a satewide media campaign educating residents on water
conservation practices. Each member water utility, as well, has reinforced the conservation ethic
of the statewide campaign within their local communities. Asaresult of everyone s efforts,
water usage in the state for 2002 has declined by 10 percent.
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D. Results of Water Conservation Efforts. State agencies and loca water utilities have
aggressvely promoted water conservation. They have taken a congstent, comprehensive
planning approach to assure al communities can meet their water needs.

Over 60% of Utah’smunicipa and industrial weter is gpplied to the landscape, so many
water agencies focus on education in outdoor water use. A landscape irrigation audit is one
education avenue offered free to resdents. These audits help residents manage their landscapes
to be water efficient. Large water users can participate in workshops on reducing outdoor water
consumption. Many demongtration gardens are available throughout the state as an educationa
resource to minimize water use.

Many local governments have implemented water conservation codes. Outdoor water

use has dso been curtailed through ordinances such as time-of-day watering redtriction. Other
water purveyors implemented an every-other-day
Camparlson of Wasatch Front Total Water watering reg_n Cthns_“ Some Communltles have
Use from 2001 to 2002 amended their building codesto include

landscape features and limited turf areas and
restricted turf on dopes. Indoor water
conservation is dso being encouraged through
building codes. Codes are being modified to
require low-volume toilets, aerated faucets, and
: f low-flow showerheads. All of these measures
FEFSEF T FIEE S haedgnificantly helped in reduding per capita

[ Bt b — i | water use.

“llllan Eal an:
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The efforts of Utah citizens to voluntarily
reduce water consumption should be acknowledged. It does not seem prudent to enact strict
guiddines with possible crimina or economic sanctions when ameaningful gpped to
reponsible citizens accomplishes the desired results. The accompanying chart shows the
reduced water use during 2002, based essentialy on voluntary water conservation efforts by
individua water users and educationd efforts by affected state and loca agencies.

E. Water Rates Asa Conservation Method. Water rates have also been afocus of water
utilities to help curtail water usage. Higtoricaly, water rates often used a decreasing block rate
gructure. This practice encouraged water guzzling, because the price of water decreased as

usage increased. Another popular water rate that is conservation neutra isauniform block rate

in which the price remained the same regardless of how little or how much was consumed.

Using water rates in demand-sde management has been relaively new within the past ten years.
Rates are being constructed to decrease annua water use and to help establish an efficient

pattern of water consumption.

Godsin establishing awater rate have been two fold: revenue stability and equity.
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Equity in pricing refersto fair distribution of water costs between customer classes. A third

god, conservation pricing, has emerged in recent years. Water purveyors are looking at ratesto
promote conservation and manage pesk demands. However, an uneasinessis found in managing
thisthird goa. Thisis because equity is harder to achieve and revenue becomes volétile when
conservation enters into the equation.

F. Water Pricing asan Water Conservation Incentive. Severd Utah water utilities have
pioneered implementation of conservation rates, each tailored to fit their specific needs. The
congtants that are present in establishing a conservation rate successfully are:

. | dentifying conservation gods.

. | dentifying mandatory revenue requirements, including potentid eadticity results

. Sdlecting arate structure that best meets goals and objectives.

. Congidering public perception and input. (Public support isimperative to the success of

any rate gtructure change.)

G. Elagticity in Conservation Pricing. The economic theory of price adticity and
demand for acommodity holds true even for water. When water rates increase, the theory holds,
demand decreases. Water use of certain types, referred to as elastic demands, will be reduced
because of the sengtivity to rate hikes. Some water uses that fall under this description are
irrigation, water-using gppliances, car washing, and cleaning outdoor surfaces. The
subcommittee received opinions regarding eadticity (which is represented by a negative decima
fraction) that ranged from -0.1to -0.7. For example, if the dagticity is-0.2, a 10 percent
increasein rates will result in about a 2 percent decrease in water use. The experience among
the water retailers represented on the subcommittee suggests thet eadticity iscloseto -0.1.
Studiesfind eadticity to be rdatively congtant for smal change in water rates. However,
inconggtencies in the dadticity were found for very large rate increases. The higher the rate
change, the more unpredictable become the € astic demands.

Changes in dadticity can aso occur as variables are introduced.. Public education,
conservation programs, or other conditions affect the way consumers view the use of water and
its price. Each of these, aswell as other factors, can affect dadticity. Therefore, circumstances
other than price will change the dadticity response over time.

H. Methodsto I nsure Successin Implementing Conservation Pricing. Inorder to keep a
conservation price effective, regular updating is essentid. Rates increases will have some
effectivenessin the short term, but research has shown that there is atendency for usersto

dowly resume their previous consumption paiternsif a conservation price structure is not

updated. This trend occurs because consumers become used to the new structure and also

because the red price falls over time unlessthe rates are increased. Asincomesrise, thereisa
natura tendency to increase the demand for water. Thistendency is cdled the income dadticity

of demand.
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Rate structures used in combination with other methods prove to be more effective than
price increases done. The frequency of a customer hilling affects the effectiveness and duration
of conservation rates. Frequent billings increase the conservation response because of the
awareness of usage and the awareness of cost. This alows the customer the ability to respond
and achieve cogt savings. A comprehensve public information and education program tends to
enhance the duration of conservation resulting from the implementation of conservation rates. A
detailed, easy to understand bill aso has proven to be beneficid. Billswith information on
usage and conservation effectively help customers reduce water use.

l. Water Pricing in Utah. According to the U.S. Environmenta Protection Agency, water
rates at 2% or less of the median monthly household income are considered affordable. One of
the mogt difficult tasks is setting afair and equitable water rate. If rates become too high,

utilities lose money through increased codts for collections, staff time for disconnects, etc.
Economic strains can reach throughout the community, forcing utility customers to request
assistance from local, sate, and federal agenciesto meet basic life needs. Computations of the
average Utah water bill in 2002 in rura areas range from $27.77 to $34.25. The averageratein
Utah based on ability to pay is higher than many other sates. The table below compares Utah's
water cost to surrounding cities and the national average. As presented, southern Utah'srates
are above EPA’s affordability guidelines of 2%.

Table 7 - Water Utility Bills As a Percentage of Income

Water Utility % of water bill to

income (MAGI)*
Phoenix, AZ 87%
LasVegas, NV 1.02%
Denver, CO 1.05%
N. Utah Average 1.11%
Twin Fdls ID 1.14%
S. Utah Average 2.5%
Nationd Average 1.59%

*Income figures came from US Bureau of
Economic of Economic Andysis, Utah Tax
Commission, and Utah Dept. Of Workforce
Services.

J. Continuing Conservation Efforts. Many conservation efforts of state and local entities
have been successful, but continued progress will be needed to meet water goals and needs. The
following isapartid lig of tools for demand-sde management:
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1 A finance mechanism for future water development that encourages
conservation instead of additional consumption;

2. A program to refrofit older, less efficient water fixturesin homes,

3. Continued and increased public education on water-wise landscaping
principles,

4, Water consarvation training as a condition for business licensing of
landscape architects and planners and landscape maintenance contractors,

5. City and county zoning and landscape ordinances updated to encourage
conservation landscaping and watering methods;

6. Water pricing which rewards conservation and discourages excess water
consumption;
7. More research and training in conservation practices and impacts on

dependent eco-systems; and

8. Development of better landscape water controllers to make daily and
seasond water adjustments to meet plant needs according to the
evapotrangpiration rate (ET) vaue and current weather conditions. Does
anyone want to lead a culturd shift away from irrigated landscaping?

K. TheRole of City and County Land Use Codes. Better land development codes
adopted at the local levels could greatly reduce both the cost and need to retrofit water
infrastructures. Many projectsto line, fence, and pipe cands are nothing more than a subsidy by
water usersto land development. Irrigation cand owners are forced to respond to development
around cands at their cost because local land use codes do not require devel opers and land
ownersto bear the true cost of development. These land use codes can be used to protect water
sources and water infrastructure and to enhance the capita contributions of land devel opers by
requiring congtruction and dedication of infrastructure. These developers can in turn pass much
of the new infrastructure cost on to those creating the need for expansion of water distribution,
collection, and treatment systems and water sources. More standardization of codes,
coordination with water agencies, and assistance to locd jurisdiction would reduce the capita
needs for water supply and wastewater treatment.

L. Water Reuse. As pressure to develop additiona water supply, loca government
agencies and other water providers have shown an increasing interest in reuse of water from
water treatment plants. A few water reuse systems have been developed and arein use. Water
reuse applications under Utah Code Annotated Title 73, Chapter 3a have been filed by
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municipaities and are currently pending for authorization to use treated effluent water in
irrigation systems. Public water trestment plants dready discharge large quantities of high
quaity water. These amounts will increase with population growth and increases in culinary
water use. Water reuse should and will receive greater emphass.

IX.  CONCLUSION AND RECOMMENDATIONS

A. Current funding for water, wastewater, and storm drainage is inadequate to mest
projected needs. If state funds are not increased beyond the current leve, projects will fall
further and further behind needs. If current levels of sate funding are not continued, asa
minimum commitment, there are federd funds which may be lost to the State of Utah.

B. Utah has for many years exported the education paid for by the state, thereby transferring
from Utah to other states the economic advantages provided by our education syslem. To
benefit from the education of Utah’ s children paid for and provided by Utah and its residents,
Utah should ether create sufficient jobs to dlow a choice for sSudentsto stay in Utah or attempt
to recapture those education costs. Perhaps students who accept jobs outside Utah should be
surcharged for the education that they receive a the expense of Utah's taxpayers. In our current
system, we invest in such things as education and water development so we can subsidize the
economies of Cdiforniaand other states by sending at no cost our best and most expensive
product - bright, educated children.

C. Water development appropriation represents a smdl, but very effective part of the state
budget. With the current state budget of $7.5 billion, the estimated $16.45 million in funds
appropriated from the 1/16% cent salestax in Fiscal Y ear 2001-02 represents only 0.0022 (.22%)
of Utah's gtate budget for the same year. Of the $16.45 million appropriated, $3.8 million went
directly to dam safety rehabilitation, leaving anet of $12.65 million, or .0017 (.17%) of the Sate
budget for the Water Resources, Drinking Water, Water Qudity, and ARDL water development
programs. This smdl annud investment is highly leveraged. (See Attachment 10 - Board of
Water Resources Projects Fund Leveraging.) The Task Force recommends maintaining the
present funding sources and looking for new funding sources.

D. Even the Task Force was surprised at the anticipated need for water infrastructure
funding. With an esimated $5.3 hillion in the next 20 years needed for Water Quality and
Drinking Water projects, over and above the amounts needed for dam safety, mgor Bear River,
Green River, and Lake Powdll pipdine projects (if built), and private irrigation and private
developer investment, current funding levels will not be adequate.

E. Given the significant growth projected by the GOPB and the increasing complexity and
lead time in water development, Utah cannot afford to neglect water development and such
development must be conducted in a consistent, planned, efficient manner to get the most benefit
from water development funds.
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F. Rura economic growth depends heavily on water funding, yet cogts for water supply and
treatment to rura households usualy exceed both nationd averages and average cost for urban
households. Water development in new communities, or in communities that have not had
municipal water supply or water treatment systemsis especialy dependent on state managed
water development funding.

G. Sdestax best fits the Guiddines for these reasons. Water development and management
have dways been high priority in Utah. Much of the water developed in this state has occurred
as areault of the common efforts of individuals, developers, ditch companies, churches, and
government agencies. Utah needs to continue in educating water users with conservation
principles, managing our water resources efficiently and making water affordable to al Utahns.
Thiswill be necessary to maintain our qudity of life.

H. Significant synergies can be achieved by better |land development codes adopted at the
locd levels. These codes can be used to protect water sources and water infrastructure and to
enhance the capital contributions of land developers who can in turn pass much of the new
infrastructure cost on to those creating the need for expansion of water distribution, collection,
and treatment systems and water sources.

l. Water reuse raises a number of water rights and operationa issues, but the vaue of this
resource cannot beignored. The Task Force strongly recommends that state and loca agencies
and affected water users work through the operationd, environmental, and lega ramifications of
water reuse S0 that this high quality water source can be properly utilized.
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