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Staff Consensus Recommendation on the Distribution of Long-term Storage Credits Accrued with 4¢ Ad valorem Tax Monies
Staff of AWBA, ADWR, and CAWCD have reached consensus on one aspect of the distribution of 4¢ ad valorem tax long-term storage credits (credits) to CAWCD to meet the demand of its non-Indian Municipal and Industrial (M&I) priority subcontractors (M&I subcontractors) during times in which CAWCD’s diversions from the Colorado River have been reduced by shortages on the Colorado River.
Background
Arizona relies on a multi-faceted approach to mitigating and responding to shortages on the CAP system, including shortage-sharing guidelines, tiered priorities of CAP water, banking and recovery of CAP water, water providers’ drought response programs, and drought exemption provisions under the State’s Assured Water Supply (AWS) rules.  Current modeling suggests that this approach is an effective strategy for mitigating shortages within the three tiers identified in the 2007 Interim Guidelines that affect M&I priority CAP water for the AWBA’s 100-year planning period.
There are, however, at least three circumstances in which that may not be the case. First, if elevations in Lake Mead drop below 1,025 feet, the current shortage-sharing guidelines require consultations among the Basin States and Reclamation, which could result in a different system of sharing shortage impacts.  Second, the guidelines for Colorado River operations, and Arizona’s shortage-sharing recommendations, are subject to future negotiations, which could change how the river operations are implemented after 2026. Third, the current modeling may not capture the full range of shortage risks and uncertainties that could be encountered in a 100-year modeling period.  To address these long term uncertainties, the three organizations have committed to periodic updates of planning assumptions.  
When it established the goals for firming M&I subcontracts, the AWBA determined that for planning purposes, M&I firming would not exceed 20% of the M&I subcontract amounts in any year.  The AWBA made this decision primarily because the AWS rules allow a drought exemption for municipal providers. The drought exemption allows a provider to replace up to 80% of a surface water supply with groundwater without impacting the groundwater allowance in a year when 80% or less of the surface water supply is available. Therefore, the modeling used by the AWBA to set firming targets assumes that if the shortage volume to the M&I priority pool exceeds 20%, the portion that exceeds 20% would not be met with recovered credits.  Instead, the provisions of the State's AWS program would likely go into effect.  It is anticipated that during shortages, AWBA credits distributed to CAWCD, or through CAWCD to its recovery agents, for the purpose of meeting up to a 20% reduction in CAP M&I supplies, will not be counted against a municipal provider to determine eligibility for a drought exemption under the AWS rules.

[bookmark: _GoBack]Roles During Shortages to CAP M&I Priority Water
CAWCD’s role is to deliver water to meet the demands of its M&I subcontractors to the extent water is available.  During a shortage when CAWCD does not have sufficient supplies to meet demands of M&I subcontractors, CAWCD will determine the difference between the volumes ordered and the volume of water available.  CAWCD retains the discretion to use the credits to best fit operations and the needs of all M&I subcontractors while maintaining consistency with statutes, rules, policies, and contract obligations.  CAWCD will provide a credit recovery schedule to the AWBA that identifies the projected number of credits that are needed and the locations where the recovered water will be utilized.
The AWBA’s role is to distribute credits accrued with 4¢ tax dollars to CAWCD to assist in meeting the demands of its M&I subcontractors during times of shortage. The AWBA will distribute credits to CAWCD for an amount up to 20% of entitlements. The AWBA will review the CAWCD recovery schedule for consistency with AWBA statutes and policies and incorporate the recovery schedule into the AWBA’s Annual Plan of Operation.  The assignment of credits to CAWCD, or through CAWCD to its recovery agents, will occur by the end of the year based on actual use.
ADWR serves two roles:  regulatory and advisory.  In its regulatory role, ADWR administers and enforces the Underground Storage and Recovery Program.  In its advisory role, ADWR will work closely with CAWCD and the AWBA to ensure CAWCD's recovery activities are consistent with ADWR statutes, rules and policies and that AWBA credits are properly transferred.  
Proposed Recommendations
For shortages affecting up to 20% of the M&I subcontract entitlements, AWBA, CAWCD and ADWR staff recommend that the AWBA distribute the amount of credits requested by CAWCD to meet water orders made pursuant to M&I subcontracts. The AWBA would distribute the credits earned with 4¢ ad valorem funds based on the following: 
· Up to 20% of the entitlements for each of the three counties
· Credits used to benefit the countyfor which they were accrued
· Recovery schedule is consistent with statutes, rules and policies
· AWBA has credits available to firm supplies
Modeling suggests that the volume of shortages to M&I priority supplies rarely exceeds 20%. However, in the event real-time projections indicate that shortages are anticipated to exceed 20%, the AWBA, CAWCD, and ADWR will initiate a consultation process, with input from stakeholders, to determine the most appropriate way to address the portion of the shortage that exceeds 20%.

1

