DRAFT 2/26/08


Discussion Paper for the Expenditure of $8 Million Available from the Arizona-Nevada Shortage-Sharing Agreement
As part of the Basin States proposal Arizona and Nevada agreed on how the reduction caused by the shortage criteria identified in the proposal would be shared between their states.  Nevada’s interpretation of the Basin Project Act for sharing shortage was that their state had minimal exposure to shortages.  Arizona’s interpretation was that Nevada would suffer 7.4 percent of the reduction apportioned to the two states when a shortage was declared.  Arizona and Nevada ultimately agreed that Nevada’s share of the shortage would be 4 percent.  Four percent has historically been the percentage the United States Bureau of Reclamation (Reclamation) has used to model shortage operations.  Nevada also agreed to provide $8 million to help mitigate any impact that might be caused to Arizona’s water users for accepting this reduced share.

The $8 million is available to the Arizona Water Banking Authority (AWBA).  The AWBA has the responsibility to determine how the $8 million will be spent to help mitigate impacts to Arizona’s water users caused by the Arizona/Nevada Shortage-Sharing Agreement.
The following are potential options for mitigating impacts:

Option 1.
The AWBA would use the $8 million to purchase and store water and accrue long-term storage credits (credits).  The AWBA would maintain a record of credits earned with the $8 million.  These credits would then be used to mitigate impacts caused by the Arizona/Nevada Shortage-Sharing Agreement during the Interim Period (2008-2025).  Upon a shortage declaration by the Secretary of the Interior, any Post-1968 domestic contract holder along the Colorado River or any Central Arizona Project (CAP) Municipal and Industrial (M&I) subcontract holder could petition the AWBA for the use of these credits.  The petitioner would have to demonstrate that water deliveries under their contract or subcontract were impacted and to what extent they were impacted by the shortage declaration.  Upon verification of the impact, the AWBA would assign the appropriate amount of credits to the petitioner with no requirement of replacement.  The AWBA would not be responsible for the recovery of the assigned credits.  At the end of the Interim Period any credits remaining that were earned with the $8 million would be available for AWBA purposes. 
Option 2.
The AWBA would recognize and identify that certain users will be impacted before other users and use the credits to assist those users.  An example of entities that would be impacted first are Post-1968 Colorado River domestic users and the AWBA in its obligation to firm Indian settlement water using excess CAP water.  The AWBA would identify and establish sub-accounts for these users under its long-term storage account in order to reserve credits for these entities. Upon a shortage declaration by the Secretary of the Interior, those users could request credits from the AWBA to mitigate impacts caused by the Shortage-Sharing Agreement.  Upon such a request the AWBA would assign the appropriate amount of credits to the requester with no requirement of replacement.  The AWBA would not be responsible for the recovery of the assigned credits.  At the end of the Interim Period the sub-accounts would be closed and any credits remaining in those sub-accounts would be available for AWBA purposes. 
Option 3.
Option 3 is a variation of Option 2, where the AWBA would distribute 75% of the credits developed with the $8 million to the users that would be impacted first, while the remaining 25% of the credits would be kept in reserve for other users that might be impacted later in the Interim Period.  As in Option 2, any credits remaining at the end of the Interim Period would be available for AWBA purposes. 

Option 4.
The AWBA will set aside the $8 million at the Arizona State Treasurers Office and use it in the future to financially support entities that are impacted by assisting in the recovery of credits during declared shortages. For example, assistance could be provided through the payment of replacement costs by the AWBA for General Fund credits that have been used by on-river M&I users, or as part of a comprehensive deal to firm Indian settlement water.  At the end of the Interim Period any funds remaining would be used to purchase credits.  
