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Welcome/Opening Remarks
Chairman Sandra Fabritz-Whitney welcomed the attendees. All members of the Authority were present except ex-officio members, Speaker of the House Andy Tobin and Senator Griffin.  
Discussion of CAWCD’s use of 4¢ ad valorem taxes
Chairman Fabritz-Whitney called on Virginia O’Connell to provide a brief update on recent activities concerning CAWCD’s proposed use of the 4¢ ad valorem water storage tax.  Ms. O’Connell anchored back to the previous AWBA meeting when staff briefed the Commission on some of the financial issues facing CAP primarily due to increased Navajo Generating Station energy costs and the difficulty selling surplus energy due to lower natural gas prices. The result is a $50 million shortfall in CAP’s Strategic Reserve Fund.  CAP is anticipating that this trend will continue, if not addressed, and consequently, CAP has been looking at different strategies for addressing the issue.

CAP has held several public meetings on this subject.  At its March 7, 2013 study session, CAP described the problem and identified different tools available to address the issue including using the 4¢ ad valorem water storage tax. In its analyses, CAP considered using different amounts of the 4¢ tax monies to determine how much could be used without impacting the activities of the AWBA.  These different amounts were based on use of the 4¢ tax identified in past resolutions adopted by the CAP Boards and amounts expected to be collected under future resolutions.

Ms. O’Connell provided some history on the 4¢ tax resolutions.  She explained that since the AWBA’s inception in 1996 and until 2003, the resolutions adopted by the CAP Board stated that 4¢ tax monies collected would be deposited into the Water Banking Fund, where the Bank would use those monies to purchase and store water primarily for firming CAP M&I subcontract supplies.  Beginning in 2003, the CAP Board resolved to retain the 4¢ tax and to use the monies collected to defray the operation and maintenance costs associated with water storage by the Bank for M&I firming purposes and also for administration costs.  This was done to insure monies collected would be available for water bank storage. The language remained the same through 2008. During this time, the balance of 4¢ tax monies remaining in the Water Banking Fund was expended.  The monies in the Pinal and Pima County subaccounts were spent in 2004.  By 2007, monies in the Maricopa County subaccount were also exhausted.  In 2009, language in the resolution changed to say the monies would be used to defray O&M costs associated with underground storage, leaving off the specific reference to the Bank.  In 2010, the language was again changed to simply state the monies would be used to defray O&M costs. In 2012, language was expanded to state monies could also be used for repayment of project capital costs.  Even though CAP has changed the language in the resolutions, the CAP Board has remained committed to supporting water storage by the Bank.  According to CAP staff, changes were made to the resolution for flexibility purposes.  In addition to modifying the resolution there were also concerns that Maricopa County funds were growing while the volume of excess water available to the AWBA was decreasing.

At the last AWBA meeting, staff was directed to meet with CAP staff to get more information on the assumptions used in CAP’s analysis. Prior to that meeting at another CAP Board meeting, CAP staff outlined three different scenarios for replenishing the strategic reserves, each utilizing a portion of the 4¢ tax: $26, $38, and $54 million.  None of the alternatives recommended using monies collected prior to the 2010 resolution.  Each scenario included different combinations of costs passed through to M&I subcontractors and agriculture.   The third alternative, utilizing $54 million, would also include an increase in CAP’s 10¢ ad valorem tax. After discussing the different options, CAP staff was directed by its Board to take another look at all the alternatives and to come back with more options.  On April 18th, CAP staff presented another option at the Finance, Audit and Power (FAP) committee meeting recommending taking $45 million from the 4¢ tax.  Both of these presentations were forwarded to AWBA members by email.

When AWBA staff met with CAP staff, CAP staff explained the assumptions used to determine how much storage they anticipate the AWBA will do over the next ten years and how much 4¢ tax would be needed.  Based on the information available today with regard to money capacity and water, the AWBA conducted an independent analysis produced similar results.  One difference, however, is that CAP staff included estimated interest earnings in their calculations, which resulted in additional funds remaining at the end of the ten-year period.  

Ms. O’Connell introduced Gary Given, Senior Financial Analyst for CAP, to give a presentation on the latest alternative being considered by CAP.  Mr. Given gave a brief overview of the assumptions used in his analysis of AWBA storage needed for M&I firming through 2024. These included using only 4¢ monies.  He reserved the use of the withdrawal fees for other purposes.  He increased AWBA’s cost to buy CAP excess water higher than CAP’s 2012 published water rate schedule due to higher Navajo energy costs and higher capital charges, and that reduced CAGRD replenishment reserve Excess CAP water needs due to use of its supplies which are in excess of replenishment needs starting in 2015.  He indicated that water available to CAP from 2013 and beyond represents more normal levels largely due to increased water use by Indian contracts.

Mr. Cliff Neal asked if the analysis assumed all normal years out to 2024 or if it assumed a shortage or surplus scenario.  Mr. Given replied that he assumed all normal years because the schedules used are for rate setting purposes so no other scenarios were considered.  Mr. Neal also asked why there was no recharge in 2022 and 2023 in Pima and Pinal Counties.  Mr. Given responded saying the 4¢ tax is assumed to expire on January 1, 2017.  He subsequently acknowledged that the AWBA would accrue credits using withdrawal fees in those years, but in CAP’s analysis such credits would not be attributed to M&I firming.  Mr. Neal asked how CAP escalated costs after 2018.  Ted Cooke, responded saying there is no inflator, but rather developed estimates based on best available information.
Chairman Fabritz-Whitney asked how many credits the AWBA could accrue if the $45 million is not used to replenish the strategic reserve.  Mr. Given responded saying that question would be answered towards the end of the presentation.  Mr. Given indicated that the CAP Board resolutions provide for CAP to use up to $52 million for O&M and repayment.  If CAP takes $45 million of the $52 million that will leave $147 million in 2024 of which $62 million is interest currently reserved for administration of the AWBA.  According to Mr. Given, funds used by the AWBA between now and 2024 will allow the AWBA to store 500,000 acre-feet.  Post 2024, at an imputed rate of $294 per acre-foot, assuming the entire $147 million, the AWBA could store approximately 500,000 additional acre-feet.  CAP anticipates rates will be less than $294 per acre-feet.
Ms. O’Connell indicated that the AWBA conducted an analysis showing that if 110,000 acre-feet per year of water became available to the AWBA each year for the next ten years, the remaining 4¢ tax monies would be depleted by 2023.  Ms. O’Connell reiterated that in the AWBA’s study, the interest monies reserved for administration were not used to store water.  Mr. Neal asked what the volume shortfall is on meeting the Tucson AMA firming goal.  Mr. Given responded saying 400,000 acre-feet but the shortfall will exist irrespective of whether or not $45 million is taken out.  Mr. Neal asked if that was also true in the event of a surplus.  Mr. Given responded that a surplus would allow the AWBA to come closer to meeting the firming goal for the Tucson AMA as would using withdrawal fees to store water for M&I firming.  Ms. O’Connell added that if withdrawal fees are also used, the AWBA would achieve 68% of theTucson AMA firming goal in ten years.  Mr. Neal asked what the firming volume is for the Indians.  Ms. O’Connell responded saying 550,000 acre-feet.  Tim Henley, AWBA, added that the 550,000 is derived from applying the same assumptions applied for the M&I firming, but the Indian firming is an obligation not a goal.
Maureen George commented that the analysis presented assumes the request for the $45 million is a one-time taking.  She asked what the likelihood is that CAP will be making a similar request in the future.  Mr. Cooke responded saying he was 99% sure CAP would not be back again for this same purpose.  CAWCD’s overall strategy employed will allow CAP to cover the shortfall and maintain the balance in the reserves.  He added, however, that CAP might have to come back for something unknown, but they have attempted to include everything they know in this one time request.  He also indicated that the alternatives CAP has considered made sure requests stay within the 2010 and forward window of the resolutions.  He pointed out there is not a lot of money left except for future year collections.  He suggested the real question is what CAP would do with these future collections.  He responded saying the future cannot be predicted.
Chairman Fabritz-Whitney asked what the actual impact would be to CAP if CAP cannot utilize the already collected 4¢ tax monies.  Mr. Cooke anchored back to the “reserve balance slide” explaining the slide and its implications.  He stated the CAP has a reserve policy that establishes a target of $205 million.  Last year, the Board began to see these financial issues.  The Board acknowledged that the reserve target is just a target, but that the reserves needed to maintain a floor of $180 million.  Consequently, when the Board saw reserve levels dropping below the floor to potentially $140 million, action needed to be taken.  Mr. Cooke suggested that the question is what alternatives exist instead of using the 4¢ tax monies.  One alternative is to reconcile the 2012/13 rates for reconcilable contracts (i.e. federal and M&I customers).  Mr. Cooke identified two reasons why the reserved fund was depleted.  He explained that half of the $50 million deficit is due to reductions in Navajo Surplus Power sales that consequently reduce revenues to pay for capital charges.  The other half of the deficit is the result of the CAP energy rate being set too low.  Mr. Cooke explained that reconciling the rates cannot solve the problem as reconciliation only applies to federal and M&I customers and could only produce about $15 million.  The remainder would have to come from property taxes:  either past property taxes reserves, 4¢ taxes or from future collections.
Chairman Fabritz-Whitney asked if CAP had to act immediately or could action be deferred and if so, has CAP considered extending the 4¢ ad valorem tax beyond 2016 and or has CAP considered levying a larger portion of its 10¢ ad valorem tax.  Mr. Cooke replied saying that these discussions have not involved extending the 4¢ ad valorem tax beyond 2016, but it could.  He also acknowledged the 10¢ tax could be increased.  The problem, Mr. Cooke explained, is using future taxes will take a long time to fill the $50 million hole.  He then referred to the “reserve balance slide” pointing out that the black line represents the annual amount that is10% below the target reserves which the Board believes would still be responsible.  CAP considered two boundary conditions:  stay above $180 million and recover by 2018.  Doing nothing, the purple line, drops the reserves to $75 million.  Without $45 million from the 4¢ tax monies, but with the other alternatives, the reserve would drop to $159 million.  With the $45 million, the reserve is expected to increase to $212 million.

Mr. Neal pointed out that the Board was comfortable with a reserve of $180 million at that time.  Mr. Cooke talked about why CAP has reserves.  In addition to using reserves for their stated purpose, reserves are also use to demonstrate that CAP is a responsible entity worthy of bonding.
Chairman Fabritz-Whitney indicated that the $45 million appears to be coming out of Maricopa County.  She asked if any legal issues have been raised to that point.  Mr. Cooke responded saying the issue has come up. The restriction that the 4ȼ tax be used only for the benefit of the county in which it was collected appears only to rest in AWBA statutes and not in CAP statutes.  If the money never reaches the AWBA fund, this requirement is not applicable.  Mr. Neal asked for clarification about whether the funds were AMA specific or county specific.  Mr. Given indicated that some of the Pinal County taxes are included in the Phoenix AMA numbers because credits are distributed at the AMA level.
Ms. George commented that based on email correspondence from Ms. O’Connell, CAP customers are in favor of using a portion of the 4¢ tax monies to replenish CAP reserves.  She asked if the interest on these funds could be used to meet the firming goals in Pima County.  Ms. O’Connell responded that based on past discussion with AWBA attorneys, the interest has to be used for the same purpose as the monies collected.  Mr. Henley supported Ms. O’Connell adding if the interest is sent to the AWBA, the benefit of the county rule applies.  He pointed out that this is not a new issue.
Mr. Neal stated that he has concerns that Maricopa County funds were being used to solve a problem for everyone, but he is not sure there is a better solution.  He continued saying it goes back to Mr. Mawhinney’s question from the last meeting:  what is the AWBA’s role?  He was concerned the AWBA would need to go back to the CAP Board or perhaps change the law.  Mr. Neal expressed concern that the AWBA does not have much control over the monies ostensibly collected for the AWBA’s mission.  Mr. Hartdegen commented that sometimes Maricopa County has to help out the whole and when it does, Maricopa County gets the majority of the benefit.  He finished his comments saying we are all in this together and it is in everyone’s best interest to get the reserves back up as quick as possible.  
Mr. Mawhinney stated that because there are insufficient funds for meeting the firming goal in the Tucson AMA, he feels it is important that collections of the 4¢ tax monies be extended beyond 2016.  Chairman Fabritz-Whitney indicated there are two issues:  one issue is using already collected 4¢ tax monies to replenish the strategic reserves.  The second issue is extending the tax beyond 2013.  Mr. Neal laid out some potential direction for staff:
· Support the Preliminary Rate Schedule recommended by CAP's Finance, Audit & Power Committee on April 18; 

· Support concept that CAP Strategic Reserves should not fall below 90% of the target previously established by the CAP Board to maintain CAP's financial health; 

· The CAP Board has yet to take action on its tax rates for the coming year and for what the resulting revenues may be used.  It is also possible the power market could bounce back quicker than currently projected.  Depending on these conditions, it may not take a full $45 million transfer today to get CAP healthy.   Therefore, AWBA should support the use of existing money in the 4¢ account only to bring CAP's Strategic Reserves back to the "Black Line" (in Ted's chart) one year at a time (not to exceed a total of $45 million over the next 3 to 4 years).  If CAP needs additional money next year and in future years, and if it wants to use 4¢ tax revenues, the Board should make that clear when it adopts future resolutions for the 4¢ assessment.

Ms. George expressed a minor point of disagreement with Mr. Neal saying she would prefer CAP take the 4¢ tax money arguably set aside for AWBA only once and in the minimum amount needed to meet CAP’s lowest threshold amount.
Chairman Fabritz-Whitney asked if the Commission wanted to hear from the public before finalizing its direction to staff.  Chairman Fabritz-Whitney then opened the floor up to public comments.

Call to the Public

Paul Hendricks pointed out that when the Legislature takes money it’s called a “sweep”. He continued saying that since the SO2 credits are gone, and not likely to return, it would seem folks under contracts requiring reconciliation should do their part.  A city does not give special consideration to a single entity, but a city can increase rates to a customer class.  If the issue is there is too much money in the Maricopa County fund, the question is why have the rates not been lowered.  Mr. Hendricks explained that he has two bank accounts:  one for fun and one for essential business.  It doesn’t matter where the money resides, if extra money exists, that money can be used for either purpose.  Regarding the idea of having a comfort level with regard to the strategic reserves, he commented that in today’s world we do not have the luxury anymore of operating at a comfortable level.  He added that progress cannot be made moving money around just because someone is uncomfortable.  Finally, Mr. Hendricks commented that any excess funds could potentially be used for Indian firming.
Finalize Direction to Staff
Chairman Fabritz-Whitney asked if the Commission was comfortable with Mr. Neal’s proposed direction to staff.  Ms. George commented that she supported Mr. Neal’s proposal but wanted to also send a message to CAP not to come back in the future to request monies to resolve other issues.  She did support the idea of using these monies to support Indian firming.  Mr. Hartdegen also expressed support for using these funds for Indian firming.  Chairman Fabritz-Whitney asked Ms. O’Connell if she had sufficient direction to proceed.  Ms. O’Connell replied affirmatively.  Chairman Fabritz-Whitney also asked that staff start having conversations about using the 4¢ tax monies for Indian firming.
Chairman Fabritz-Whitney announced the next AWBA meeting is scheduled for Wednesday, June 19, 2013.  The meeting adjourned at 3:38 p.m.
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