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Enclosed is the Annual Report of the Arizona Water Banking Authority (AWBA) for Calendar Year
2001. The Annual Report details the amount of water stored by the AWBA, the monies received and
expended from the banking fund, the remaining funds available to the AWBA and an analysis of
potential AWBA activities for the next ten years. It also provides updated information on AWBA
activities and an overview of the significant achievements of the past year.

The most notable highlight of 2001 was the Agreement for Interstate Water Banking signed by the
parties at a ceremony in Las Vegas, Nevada on July 3, 2001. Although all of the agreements
required by the federal rule regarding interstate water banking have not yet been completed,
execution of this first agreement was a historic event that clearly illustrates Arizona’s commitment to
work cooperatively with the other Basin states in managing the Colorado River resource.

Two other notable events were the drafting of the first water banking services agreement and the first
inclusion of an exchange component in the AWBA'’s plan of operation. Although the water banking
services agreement was not ultimately executed, the draft will be utilized as a template for future
agreements. The use of the exchange mechanism permitted the AWBA to store more than 9,700
acre feet of water at the Granite Reef Underground Storage Project during a CAP planned canal
outage. Absent an exchange mechanism, that water storage would have been lost.

In summary, the past year was highly successful for the AWBA. The AWBA recharged more than
295,000 acre feet of water in Maricopa, Pinal and Pima Counties through recharge at eight
groundwater savings facilities and five underground storage facilities. This includes the first recharge
at the long-awaited Agua Fria Recharge Project. | take great pride in the accomplishments of the
AWBA and | am confident that the AWBA will continue to be a successful and important component
of Arizona’'s water management planning for the future.

_Sineerely,

Joseph C. Smith
Chairman

Enclosure
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Arizona Water Banking Authority Annual Report Requirement

Arizona Revised Statutes § 45-2426 mandates that the Arizona Water Banking Authority (AWBA) file

an annual report with the Governor, President of the Senate and Speaker of the House of

Representatives on or before July 1 of each year for the previous calendar year. The report is

required to be a full and complete account of the AWBA's transactions and proceedings and must

include the following:

1. An accounting of all monies expended from the banking fund.

2. An accounting of all monies in the banking fund remaining available to the AWBA.

3. The amount of water stored by the AWBA.

4. The number of long-term storage credits distributed or extinguished by the AWBA.

5. The purposes for which long-term storage credits were distributed or extinguished by the AWBA.

6. A description of the water banking services and interstate water banking to be undertaken by the
AWBA during the following ten year period and a projection of the capacity of the AWBA during
that period to undertake those activities in addition to storing Colorado River water brought into
the state through the Central Arizona Project (CAP) for all of the following purposes:

a. Protecting this state’s municipal and industrial water users against future water shortages on
the Colorado River and disruptions of operation of the CAP.

b. Fulfiling the water management objectives of the state.

c. Making water available to implement the settlement of water rights claims by Indian
communities within Arizona.

7. Any other matter determined by the authority to be relevant to the policy and purposes of the
AWBA.
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Update

During the previous calendar year, the AWBA continued to work to accomplish its mission of utilizing
the unused portion of Arizona’s 2.8 million acre-foot Colorado River allotment for recharge and
development of long-term storage credits for Arizona’s future use. The recharge that is done by the
AWBA utilizes Colorado River water that would otherwise not be used within Arizona.

The AWBA experienced a change in leadership in 2001 with the resignation of Rita Pearson Maguire
in May. Joseph C. Smith became the new chairman of the AWBA with his appointment as Director of
the Arizona Department of Water Resources (ADWR) by Governor Jane Dee Hull. Prior to this
appointment, Mr. Smith served as Deputy Director of the ADWR for seven years and has served in
State government for more than two decades.

In 2001, the AWBA continued its quarterly meeting schedule with special meetings or subcommittee
meetings scheduled as needed. In addition to the regularly scheduled meetings, there was one
special meeting called on April 9, 2001. This meeting was held to review and approve a water
banking services agreement with the City of Goodyear and to gain approval of the water storage
agreement for the Vidler Water Co. underground storage facility. Also, the final meeting of the
Interstate Water Banking Subcommittee (IWBS) was held on January 24, 2001. At that meeting, it
was determined that sufficient progress had been made and that further action on the interstate
negotiations and agreements would be addressed at the regularly scheduled AWBA meetings. As a
final action, the IWBS directed staff to begin discussion with the Bureau of Reclamation regarding
development of the Storage and Interstate Release Agreement (SIRA). The SIRA is one of the three
agreements needed to initiate interstate water banking.

The issue of firming the on-river municipal and industrial (M&l) uses continued to be discussed
throught 2000 and 2001, primarily in conjunction with discussions regarding interstate water banking.
Specifically, the debate focused on the quantity of credits needed to firm the on-river uses and their
location a1nd disposition as related to water and capacity available for interstate water banking
purposes .

There were no meetings of the Recovery Subcommittee held in 2001.

The agreement for water banking services that was approved for the City of Goodyear on April 9,
2001 was the first agreement to be approved pursuant to the 1999 amendments to the AWBA’s
legislation. When approved by the AWBA, there was some concern whether the City of Goodyear
would execute the agreement in a timely manner. Consequently, a June 20, 2001 deadline for
execution was imposed. Ultimately, the City of Goodyear did not execute the agreement and its
approval was rescinded on June 27, 2001. While the agreement was ultimately not executed, it will
serve as a template for future water banking services agreements.

' At the March 20, 2002 AWBA meeting, the AWBA adopted resolution 2002-1 that established the following: (1) the first
priority of credits accrued with general fund appropriation shall be the development and reservation of a reasonable
number of credits for the benefit of on-river M&I users; (2) the second priority shall be to aid in Indian water rights
settlements; (3) the third priority shall be firming for CAP M&! users; (4) the fourth priority shall be to fulfill water
management objectives; (5) the AWBA shall consider these priorities before distributing credits for any lower priority uses;
and (6) staff shall conduct their planning to effectuate these priorities.
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In late December, Governor Hull signed an adjusted fiscal year (FY) 2002 budget due to a budget
shortfall; FY 2002 runs from July 1, 2001 through June 30, 2002. There was a $2 million impact to
the AWBA Fund with the 2001 adjustments to the state budget. First, the last two disbursements of
the $2 million annual general fund appropriation were withheld generating a $1 million loss. There
was also a $1 million transfer from the administration account.

The 2001 Annual Plan of Operation (Plan) was the first Plan developed with an exchange component
included. The exchange was intended to permit water deliveries to the Granite Reef Underground
Storage Project (GRUSP) during the planned outage of the Salt River Siphon. Originally, it was
proposed that 6,000 acre-feet would be delivered to GRUSP in November and December under the
AWBA'’s general water use exchange permit. Ultimately, in the interest of efficiency, an exchange
between CAP and the Salt River Project (SRP) was utilized with the AWBA being the recipient of the
‘paid back’ water. This exchange allowed the AWBA to store more than 9,700 acre-feet of water that
would otherwise have been left unutilized.

The AWBA members and staff coordinate annually with current and potential recharge entities in the
process of development of the Plan for the following year. Interested entities provide information
regarding their desired level of participation with the AWBA. The recharge capacities of the facilities
are then matched with the delivery capacities of the CAP aqueduct. Through coordination between
AWBA and Central Arizona Water Conservation District (CAWCD) staff, adjustments are made
between facility capacities and CAP availability and a final proposed delivery schedule is determined.
For the 2002 Plan, the entities scheduled for delivery are SRP’s GRUSP and groundwater savings
facilities, CAWCD’s Agua Fria, Avra Valley, Hieroglyphic Mountains, Pima Mine Road and Lower
Santa Cruz facilities, New Magma lIrrigation District, Queen Creek Irrigation District, , Central Arizona
Irrigation and Drainage District, Hohokam Irrigation District, Maricopa Stanfield Irrigation District, and
the Herb Kai Red Rock Facility.

Ground was broken on the Agua Fria Recharge Project (AFRP) on May 24, 2001. The AFRP is the
first recharge project in Arizona to incorporate both streambed recharge and infilitration basins in a
single facility. The AWBA holds water storage permits for the combined facility in an amount not to
exceed 100,000 acre-feet per annum. The facility first took water in September and the first AWBA
storage occurred in November. The total water stored by the AWBA at the AFRP in 2001 was 3,621
acre-feet.

The AWBA recharged almost 295,000 acre-feet of CAP water in 2001 (see Appendix A). Of this,
almost 137,000 acre-feet were stored in the Phoenix Active Management Area (AMA), 113,000 acre-
feet were stored in the Pinal AMA and 44,300 acre-feet were stored in the Tucson AMA. Total
consumptive use of Colorado River water by Arizona for 2001 was approximately 2.64 million acre-
feet. Distribution of that quantity was: approximately 1.12 million acre-feet for direct uses along the
Colorado River and CAP diversions of approximately 1.52 million acre-feet. Of the CAP diversions,
AWBA use was approximately 295,000 acre-feet.

For more information about the Arizona Water Banking Authority, consult the AWBA web page at
http://www.awba.state.az.us or contact Tim Henley (tjhenley@adwr.state.az.us), Gerry Wildeman
(glwildeman@adwr.state.az.us) or Sandra Fabritz (safabritz@adwr.state.az.us) at 602-417-2418.




Activities and Projects - 2001

Governor's Water Management Commission

The Governor's Water Management Commission (GWMC) was appointed by Governor Jane Dee
Hull in June 2000 to review the 1980 Groundwater Management Act (1980 Act) and recommend
changes necessary to insure that the AMA'’s within the state could maintain a reliable and sustainable
water supply. The GWMC was comprised of 49 individuals appointed by the Governor including
representatives from the legislature, industry, cities, agriculture and the general public. The AWBA
was well represented in the GWMC process. The former chair of the AWBA, Rita Pearson Maguire
was a GWMC co-chair until she resigned her position as Director of the ADWR in May. AWBA
members George Renner and Richard Walden and ex officio member Ken Bennett were original
GWMC members appointed by the Governor. Bill Chase was later appointed a GWMC member
following the retirement of George Britton. Mr. Chase was also a voting member of the Technical
Advisory Committee and a member of the Safe Yield Task Force for the Phoenix AMA.

The GWMC members were tasked with: (1) evaluating progress made towards meeting the
management goals of the individual AMA’s and the goals of the 1980 Act to ensure that the goals
were appropriate and achievable; (2) evaluating mechanisms that would reduce the use of mined
groundwater, increase the use of renewable water supplies and meet the AMA water needs most
efficiently; and (3) evaluating whether statutory, rule or policy changes were necessary to increase
the effectiveness of AMA water management at the state and local level. To achieve the goals set for
the GWMC, a multi-level process was utilized. The process was initiated at the local level through
creation of AMA Task Forces that identified issues and identified potential solutions. A Technical
Advisory Committee (TAC) was later established with members representing all five AMA’s appointed
by the Director of ADWR. The TAC was charged with: (1) reviewing issues from the local task forces
and synthesizing the issues and potential recommendations for GWMC consideration; (2) assisting in
the preparation of reports and information on water management issues for GWMC consideration;,
and (3) articulating multi-faceted water issues.

Using the issue papers developed by the TAC, subcommittees were formed from the GWMC to
develop alternatives to be presented for GWMC consideration. Subcommittee recommendations
were presented to the GWMC in April 2001 and the GWMC prioritized the issues and
recommendations that could reasonably be addressed through the remaining GWMC process. The
issues and recommendations were then assigned to seven work groups that drafted language for
GWMC consideration and approval. The work groups held public meetings as they developed and
submitted recommendations to the GWMC. The GWMC also publicly debated the recommendations
at meetings held between July and October 2001.

In the end, the GWMC reached consensus on approximately 50 recommendations after 18 meetings
and two weekend retreats. In total, more than 300 public meetings associated with the GWMC were
held over an 18-month period. The consensus-based recommendations were made available to the
public for review and comment through a series of open houses held in each AMA. The GWMC
reviewed the comments that were received and used them to finalize the recommendations that were




ultimately presented to the Governor for her consideration. The Governor’'s Water Commassnon Final
Report and Recommendations was submitted to the Governor on December 3, 20012

There were three recommendations of particular interest to the AWBA. The first was a
recommendation requiring the Central Arizona Groundwater Replenishment District (CAGRD) to
develop a replenishment reserve in addition to their annual replenishment obligation. This reserve
would be developed using the same excess water pool utilized by the AWBA. Although the AWBA is
a lower priority user than the CAGRD for its annual replenishment obligation, the AWBA felt that it
should not automatically be a lower priority user than the advance replenishment obligation.
Consequently, the recommendation was amended to include the provision that clarifies equal priority
for the use of excess water for the CAGRD's replenishment reserve component and the AWBA's M&(l
firming.

The second recommendation concerned the determination of the amount of credits developed using
the 4¢ ad valorem tax to be made available during a shortage declaration on the Colorado River and
who would make that determination. The final recommendation was that the CAWCD would make
the determination, after consultation with the Director of ADWR, and that the amount would not be
greater than 20% of the total M&l subcontracts in any given year.

Finally, in response to the importance of future recovery of long-term storage credits, the GWMC
recommended that CAWCD should, in cooperation with CAP subcontractors, the AWBA, ADWR,
irrigation districts and others, conduct a planning process to prepare for the future use of water stored
by the AWBA on behalf of the CAP subcontractors.

Interstate Water Banking

Agreement for Interstate Water Banking

On March 21, the AWBA approved the form of the Agreement for Interstate Water Banking (AIWB)
which was the initial agreement of focus. The AIWB is the agreement between the AWBA, the
Southem Nevada Water Authority (SNWA)?, and the Colorado River Commission of Nevada
(CRCN)*. The AIWB contains the financial, operatuonal and legal requirements of each of the parties
for delivery, storage and recovery of Colorado River water in Arizona. On June 12, the SNWA and
the CRCN at a joint meeting approved the AIWB. The AIWB was executed on July 3, 2001 ata
formal signing ceremony held in Las Vegas, Nevada.

Prior to execution of the AIWB, California had refrained from actively pursuing discussions with the
AWBA regarding interstate water banking. However, soon after the AIWB was executed, the AWBA
received a request from the Metropolitan Water District (MWD) of Southern California to reinitiate

 The GWMC's legislative program was submitted to the 45" Legislature, Second Regular Session within House Bill 2582
and 2653 and Senate Bill 1344 and 1355. The legislation was withdrawn by its sponsors in March 2002 because they felt
that there was insufficient time to review the recommendations in light of the time consuming effort of addressing the state
budget shortfall. Sponsors have stated that they anticipate bringing back the recommendations in 2003.

A political subdivision of the State of Nevada created to manage water resources for the Las Vegas Valley.

4 An agency of the State of Nevada with a mission, in part, to acquire, manage and protect all of Nevada's water and
hydropower resources from the Colorado River for southern Nevada.
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interstate banking discussions. AWBA staff had an informal meeting with a representative of MWD in
September, however no formal discussions have been held to date.

Storage and Interstate Release Agreement

The Storage and Interstate Release Agreement (SIRA) was the second agreement of focus. The
SIRA is an agreement between the AWBA, the United States Bureau of Reclamation (USBR) and the
SNWA and CRCN and is required by federal rule (43 CFR 414.3(c)). The SIRA describes the
manner in which the Secretary of the Interior will monitor and account for the storage and recovery of
water pursuant to an interstate water banking agreement.

At the final meeting of the AWBA Interstate Water Banking Subcommittee in January, staff was given
direction to initiate meetings with the USBR and SNWA and CRCN to discuss the SIRA. Between
March and October, the AWBA, USBR, SNWA and CRCN met almost monthly to develop a draft of
the SIRA to be used for the USBR’s public notice process.’ It is anticipated that the SIRA may be
executed prior to the end of calendar year 2002.

2002 Plan of Operation

The AWBA plans to recharge approximately 350,000 acre-feet of water in calendar year 2002. Of
this quantity, approximately 180,000 acre-feet will be recharged at underground storage facilities
(USF) and approximately 170,000 acre-feet will be recharged at groundwater savings facilities (GSF).
This is the first Plan to project approximately equal deliveries to USF and GSF. The 2002 Plan
includes 6,000 acre-feet of storage at one new USF. The Hieroglyphic Mountains Recharge Project
(HMRP) is being developed by CAWCD as a State Demonstration Project. The HMRP will include
three infiltration basins covering 50 acres with a storage capacity of 35,000 acre-feet per annum.
Water storage in the facility is anticipated to begin in November 2002.

Media Coverage

The AWBA received limited press coverage during 2001 with the majority of articles being published
following the approval of the Agreement for Interstate Water Banking.
“Saving up water for a rainy day”, Mesa Tribune, May 14, 2001

“Arizona water czar quits as ‘fight’ over ‘80 Groundwater Act looms”, Arizona Daily Star, May 17,
2001

“Nevada to store water in Arizona”, Las Vegas Sun, June 11, 2001

“Nevada generates deal to store water in Arizona”, Arizona Daily Sun, June 12, 2001

® The SIRA must undergo a federal public review and comment process due to the inclusion of a federal party. Although
the federal notice process did not begin within this reporting period, it should be noted that the documents were released
for public review and comment on February 21, 2002. The deadline for comments was March 25, 2002.
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“Arizona is ‘bank’ for Nevada in water deal”, Arizona Daily Star, June 12, 2001
“Nevada gets deal to store extra water in Arizona wells”, Tucson Citizen, June 13, 2001

“Nevada-Arizona water compact made official”, Las Vegas Review-Journal, July 4, 2001

Grant Application Submitted

In January, the AWBA submitted its second application to the Innovations in American Government
Program administered by the John F. Kennedy School of Government at Harvard University. The
AWBA previously submitted an application in 1997. The Program identifies and awards outstanding
examples of creative problem-solving in the public sector. There are two levels of monetary award,
$100,000 for winners and $20,000 for finalists. The 2001 Program received 1,263 applicants from
which 100 semifinalists were selected. The AWBA was not selected as a semifinalist.

Agreement and Facility Permit Activity

Thirteen of the agreements to which the AWBA is a party expired on December 31, 2001. They were:
(1) 10 of the agreements for water storage at a GSF; (2) the agreement for water storage at the
GRUSP; (3) the agreement for water storage at the Avra Valley Recharge Project; and (4) the
intergovernmental agreement between the AWBA, the ADWR and the CAWCD providing for services
and delivery of excess water. The new agreement for storage of water at GRUSP was executed on
December 31, 2001. The other agreements were not completed in 2001. To permit continued water
delivery and storage until new agreements were executed, the AWBA agreed on December 19 to
extend by letter all of the other agreements for a period not to exceed one year. The AWBA also
executed the first agreement for water storage at a privately operated facility when the agreement to
store water at the Vidler Water Co. was executed in April of 2001.

The AWBA continued discussions with Herb Kai regarding AWBA participation in development of the
infrastructure necessary to utilize CAP water at his Avra Valley groundwater savings facility. In 2001,
Mr. Kai presented AWBA with a conceptual design and cost estimates. This information was shared
with the Tucson AMA Institutional and Policy Advisory Group (IPAG). The IPAG is evaluating support
of Mr. Kai's concept based on the Tucson AMA management goals.

The AWBA did not submit any new water storage permit applications in 2001, however, the AWBA
did receive water storage permits for the full scale Clearwater, formerly Central Avra Valley Storage
and Recovery, Project and the Vidler Water Co. facility in January 2001.




AWBA Newsletter

The AWBA continued to distribute the quarterly newsletter to provide the public with periodic updates
on water deliveries and other AWBA related water management issues. The 2001 issues were
published in February, May and August and can be accessed on the AWBA web page. AWBA staff
encourages individuals to submit items of interest for inclusion in the newsletter.

Web Page

The AWBA has maintained a web page (http://www.awba.state.az.us) since 1997 as a means to
provide timely and accurate information regarding the AWBA's activities to the water community. The
web page contains information about the AWBA, AWBA members and staff, the AWBA's recharge
partners, monthly water deliveries, the AWBA newsletter, AWBA announcements and scheduled
meetings and meeting minutes. It also contains publications and documents that may be downloaded
and provides links to other water related web sites.

The web page continued to undergo some minor design changes in 2001. Specifically an archival
section was added and items with a publication date earlier than 2001 were archived. The AWBA
staff continue to review and update the web page to insure that it contains accurate information that
can be accessed in an efficient manner.




Monies Expended from the Banking Fund

Arizona Revised Statutes § 45-2425 mandates the various sources of monies for the Water Banking
Fund (Fund) that is administered by the AWBA per the statute. In 2001, the AWBA obtained its
funding from the following sources:

1.

Fees for groundwater pumping are collected within the Phoenix, Pinal and Tucson AMAs. Fees
are calculated two different ways because there exists a gradual increase in fees for entities not
associated with irrigation districts within the Pinal AMA. In the Phoenix AMA, Tucson AMA and
most areas of the Pinal AMA, fees for water banking purposes are charged at $2.50 per acre-foot.
Fees for entities in Pinal County who are not associated with an irrigation district were charged at
$0.75 per acre-foot in 1997 with planned increases of $0.25 per acre-foot annually until the $2.50
per acre-foot amount is reached. Therefore, the fee charged for these entities was $1.75 per
acre-foot in 2001. The fees for groundwater pumping are statutorily available to the AWBA
through 2016. Long-term storage credits accrued with these monies must be used to benefit the
AMA in which they were collected.

. The CAWCD is statutorily authorized through 2016 to levy an ad valorem property tax in the three-

county CAP service area that cannot exceed four cents per $100 of assessed valuation and is
used either for repayment or OM&R costs of the CAP. If the taxes levied are not needed for those
purposes, an annual resolution of the CAWCD board can direct them to the Fund. In 2001, the
CAWCD board resolved that all taxes to be levied would be deposited in the Fund. The Fund
receives this money in two payments that are roughly concurrent with the due dates for property
taxes; funds are typically received in December and May. Money from this source must be used
to benefit the county in which it was collected.

A general fund appropriation is made to the Fund each fiscal year in an amount determined to be
appropriate by the Arizona Legislature and the Governor. General fund money is available to the
Fund in equal payments on a quarterly basis. Due to the overlap of the calendar year (by which
the AWBA operates) and the fiscal year (FY), calendar year 2001 received $1 million of general
fund money allocated in FY 2001 and $1 million of general fund money allocated in FY 2002 for a
total of $2 million.® Water stored with these funds may be used to assist communities along the
Colorado River, to assist in meeting state water management objectives or as a component of
Indian water rights settlements.

In 2001, the AWBA received $10,000 pursuant to the terms of a Stipulation and Consent Order
between ADWR and alleged violators to mitigate harm related to safe-yield in the Tucson AMA.
The alleged violators requested that the funds be utilized for water management purposes within
the Tucson AMA.

Table 1 shows the money the AWBA received and expended in 2001 by source of funds. Table 2
shows the total money received, expended and remaining in the Fund through December 2001 by
source of funds. The money listed as Available is money that is either remaining in the Fund or
money that has been prepaid to CAWCD. Any money that remains in the Fund is available to be

® The general fund money that was not distributed to the AWBA due to the state budget shortfall is not described in this
annual report. The first general fund quarterly payment the AWBA did not receive was due in January 2002.
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expended in subsequent years; any interest that accrues on this money is credited to the Fund and is
available for use.

Table 1. Monies Collected and Expended in 2001 by Source of Funds

Source of Funds Money Collected Money Expended

General Fund $2,000,000 $1,995,203

4¢ Ad valorem Tax
Maricopa County $8,851,967 $5,631,138
Pinal County $298,720 $302,356'

Pima County $1,540,692 $990,273

Subtotal for Ad Valorem $10,691,379 $6,923,767

Groundwater Withdrawal Fee
Phoenix AMA $2,495,299 $0
Pinal AMA $1,137,075 $1,974,620"
Tucson AMA $733,584 $0
Subtotal for Withdrawal Fees $4,365,958 $1,974,620

TOTAL $17,057,337 $10,893,590

Includes carryover from previous years

Table 2. Monies Collected and Expended through December 2001 and Monies
Remaining Available to the Authority

Source of Funds

General Fund

Money Collected

$10,695,000

Money Expended

$10,690,203

Money Available

$4,797

4¢ Ad Valorem Tax
Maricopa County
Pinal County
Pima County
Subtotal for Ad Valorem

$39,161,983
$1,410,991
$7,834,923
$48,407,897

$24,096,166
$1,410,991
$3,488,244
$28,995,401

$15,065,817
$0
$4,346,679
$19,412,496

Groundwater Withdrawal Fee
Phoenix AMA
Pinal AMA
Tucson AMA
Subtotal for Withdrawal Fees

$9,840,496
$4,216,346
$2,755,596
$16,812,438

$0
$3,602,560
$0
$3,602,560

$9,840,496
$613,786
$2,755,596
$13,209,878

TOTAL

$75,915,335
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Long-term Storage Credits

The AWBA has established Long-term Storage Accounts with ADWR. The Phoenix AMA account
number is 70-441150, the Tucson AMA account number is 70-411150 and the Pinal AMA account
number is 70-431135. After receiving the AWBA'’s annual reports for it's water storage and water
transfer permits and the annual reports for the recharge facilities, ADWR calculates and issues long-
term storage credits to the appropriate accounts. The AWBA receives credit for 95% of the
recoverable quantity of stored water. The 5% that is not credited is termed the cut to the aquifer and
provides additional groundwater replenishment benefits. This cut to the aquifer is mandated by
statute and applies to almost all storage of water for long-term credit, with some exceptions. The
recoverable amount of stored water is determined by subtracting facility losses from the quantity of
water delivered to the facility. After credits are issued to the account, AWBA staff allocate the credits
to the appropriate sub-accounts based on source of funding.

The number and distribution of long-term storage credits for 2001 are listed in Table 3. Cumulative

totals of long-term storage credits through December 2001 are listed in Table 4. The average annual
cost for the AWBA to obtain an acre-foot of long-term storage credit is presented in Table 5.

Table 3. Number and Location of Long-term Storage Credits Accrued in 2001

Location and Funding Source Long-term Storage
Credits Accrued (AF)

Phoenix AMA
4¢ Ad valorem Tax 123,081
Groundwater Withdrawal Fee 0
General Fund 0
ANA Total 123,081

Pinal AMA
4¢ Ad valorem Tax 11,597
Groundwater Withdrawal Fee 75,738
General Fund 17,329
AMA Total 104,664

Tucson AMA
4¢ Ad valorem Tax 16,393
Groundwater Withdrawal Fee 0]
General Fund 25,549
AMA Total 41,942

Totals by Funding Source
4¢ Ad valorem Tax 151,071
Groundwater Withdrawal Fee 75,738
General Fund 42,878

TOTAL 269,687
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Table 4. Cumulative Total and Location of Long-term Storage Credits Accrued
through December 2001

Location and Funding Source Long-term Storage
Credits Accrued (AF)

Phoenix AMA
4¢ Ad valorem Tax 621,182
Groundwater Withdrawal Fee 0
General Fund 61,613
AMA Total 628,795

Pinal AMA
4¢ Ad valorem Tax 64,884
Groundwater Withdrawal Fee 140,969
General Fund 271,318
AMA Total 477,171

Tucson AMA
4¢ Ad valorem Tax 59,672
Groundwater Withdrawal Fee 0
General Fund 53,941
AMA Total 113,513

Totals by Funding Source
4¢ Ad valorem Tax 745,639
Groundwater Withdrawal Fee 140,969
General Fund 386,872

TOTAL 1,273,480

Table 5 illustrates that the unit cost per long-term storage credit has increased each year the AWBA
has been in operation with the exception of 2001. The increase is the function of three primary
factors: annual increases in the cost per acre-foot of water delivered, annual increases in the cost of
storage facilities and increased percentage of total water stored in USFs. AWBA storage at USFs is
increasing due to the agricultural economy and the increased availability of USFs. Groundwater
savings facility opportunities are limited in some instances by the existing AWBA policy that requires
GSF operators to pay $21 per acre-foot of water delivered to their facility. However, in 2001, the
increase in cost of water was only $1 per acre-foot and there was a change in the trend of increasing
percent of USF storage due to loss of storage at GRUSP and delayed storage at the Agua Fria
Recharge Project. Therefore, the average cost to develop a credit showed a slight decrease from the
2000 amount. It is anticipated that the increasing trend in cost of developing credits will resume in
2002 as water delivery costs increased dramatically that year.
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Table 15 Average Annual Cost for the AWBA to Obtain a Long-term Storage
Credit

0 ¥ « 0,
Credits Funds Expended Average Cost % g:g':g :rr: 32:: %

None None $0 0% : 0%
296,987 $6,387,000 85% : 15%
202,542 $7,143,000 68% : 32%
232,142 $8,733,000 68% : 32%
272,122 $11,163,000 60% : 40%

269,687 $10,893,590 62% : 38%

' The information in this table was obtained from previous Annual Reports. Any differences between the
number of credits displayed here and the total cumulative number in Table 4 are due to the on-going
nature of the accounting process. ,
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Long-term Storage Credits Distributed or Extinguished by the Authority

The long-term storage credits developed by the AWBA to date have been identified as reserved for
three purposes: firming the post-1968 Colorado River municipal and industrial (M&I) entitlements;
firming the post-1968 M&I entitlements for entities outside the CAP service area; and fuffilling the
water management objectives set forth in Chapter 2 of Title 45 (Arizona Revised Statutes). Credits
for firming purposes may be distributed or extinguished when the Colorado River system is deemed
to be in a shortage or if there is an operational disruption of the CAP. There were no shortages or
unplanned CAP operational problems, therefore, no credits were distributed or extinguished for these
purposes in 2001. Credits may be distributed or exchanged for water management purposes upon
request of the director of ADWR. There were no requests made for distribution or extinguishment of
credits for water management purposes in 2001. Under the 1999 amendments to the AWBA
legislation, the AWBA is authorized to develop credits with monies collected pursuant to water
banking services agreements. In 2001, no credits were developed or distributed under such
agreements.
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Ten Year Plan

Introduction

The ten year plan is a statutorily mandated component of the Annual Report. The ten year plan must
include a description of any water banking activities the AWBA intends to undertake in addition to the
three primary AWBA functions of firming for M&I supplies, assisting in Indian water rights settlements,
and fulfilling state water management objectives. The ten year plan must also provide an analysis of
the AWBA'’s ability to complete those activities. The ten year plan is not a guarantee of future storage
activities and is completed for planning purposes only. In any given year, the AWBA's activities are
governed by the annual Plan.

The ten year plan in the 2001 Annual Report analyzes activity for the period 2003-2012 (Table 6) and
was derived using the information found in Appendices B through G. AWBA accounting for previous
years can be found earlier in this annual report (see Tables 2 and 4). AWBA staff developed the ten
year plan based on the following guiding principles:

1. The intent of the plan is to evaluate if the AWBA can engage in water banking activities beyond
the scope of the currently established AWBA role and to what extent.

2. The plan covers a ten year time period beginning with the next calendar year. For example, this
ten year plan covers the time period 2003-2012.

3. The plan will be updated annually based on current priorities of the AWBA.

4. The plan is an important tool to be utilized in development of the next year's annual Plan.

Ten Year Plan Components

The following factors are recognized to be important elements in developing the model used to
generate the ten year plan. Inclusion or exclusion of a specific factor or component of a factor was
based on whether the extent of the effect of the factor could be predicted over the planning period,
and whether the factor was anticipated to be at issue over the planning period.

1. Storage Partners and Storage Capacity

The AWBA has 12 water storage permits for GSFs with a total storage capacity of 726,700
acre-feet per annum. The AWBA does not anticipate utilizing the Roosevelt Water
Conservation District or the Maricopa Water District within this planning period.

All of the permits associated with GSFs expire within this ten year plan. The AWBA's storage
permits expire simultaneously with the partners’ facility permits. Consequently, any difficulty
on the part of the partners or the AWBA to obtain new permits could affect the ability of the
AWBA to maintain adequate storage capacity to fulfill water banking activities. Discussions
with ADWR recharge staff have indicated that there is typically no difficulty in obtaining new
permits for GSF facilities. Nonetheless, impacts of this nature cannot be predicted and are not
included in this ten year plan.
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The AWBA has eight water storage permits for USFs with a total storage capacity of 566,000
acre-feet per annum. The USF permit issued for the Pima Mine Road facility limits total
storage under the permit to 500,000 acre-feet with the ability to request an amendment to
600,000 acre-feet. This storage quantity limitation will not be a factor within this ten year plan.
Additionally, 40,000 acre-feet of capacity per annum was modeled for this planning period at
the Clearwater facility (formerly Central Avra Valley Storage and Recovery Project). Although
there has not been storage at the facility in recent years, planned expansion of the facility will
likely make storage capacity available to the AWBA. The GRUSP permit is the only permit that
expires within this planning period.

As previously described in the GSF discussion, any difficulty in obtaining new permits could
effect the capacity available to the AWBA. As the process of obtaining a new USF permit can
be more complex and extensive than obtaining a new GSF permit, the possibility of impact is
greater. Again, impacts of this nature cannot be predicted and are not included in the analysis
of this ten year plan.

Recovery

This ten year plan does not include a recovery component. Based on current analysis and
discussion, recovery for shortage protection or interstate needs is not anticipated within the
scope of this ten year plan. However, in recognition of the CAP subcontractors’ need for long-
range infrastructure planning, it is anticipated that the AWBA and CAWCD will initiate a
planning process to develop a general recovery strategy and recovery principles early in this
time period.

Water management objectives

The early activities of the AWBA were focused on achieving the goal of full utilization of
Arizona’s Colorado River allocation. However, 2002 marks the first year that Arizona is likely
to fully utilize its 2.8 million acre-foot allocation. Consequently, the evaluation of water
management activities will become more complex as the available excess CAP water and
storage facility capacity becomes limited, new storage facilities are sited and developed and
AWBA's funding sources are impacted by economic factors.

Central Arizona Groundwater Replenishment District (CAGRD) Replenishment Reserve

The Governor's Water Management Commission (GWMC) final report included a
recommendation that the CAGRD develop a 20% replenishment reserve. The
recommendation included a provision that established equal priority for deliveries of excess
water between the replenishment reserve and the AWBA'’s deliveries for M&l firming purposes.
However, the reserve would have a higher priority for excess CAP water than the AWBA's
deliveries for other non-firming purposes (i.e. water management). The GWMC'’s legislative
package was withdrawn early in 2002; however, it is anticipated that the CAGRD reserve
proposal will be included in the 2003 legislative session. Additionally, current statute allows for
a portion of the CAGRD'’s obligation to be recharged in advance of incurring an obligation.
Therefore, a component for the proposed replenishment reserve as well as the advance
replenishment was included in the model beginning in 2003.
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The CAP Water Forecast Group

The group is composed of CAP, CAGRD, ADWR and AWBA staff and was formed to facilitate
consistency and understanding between the entities with regard to assumptions used for short-
and long-term Colorado River water supply and demand forecasts. Portions of this ten year
plan were developed using projections obtained from this group.

Allegheny Energy Supply Company (AESC), LLC

As a condition of the Certificate of Environmental Compatibility approved by the Arizona Power
Plant and Transmission Line Siting Committee, the AESC has acquired an obligation to
mitigate the facility’s legal groundwater pumping. The obligation is in the aggregate amount of
100,000 acre-feet and it must be met within 30 years through recharge or retirement of
agricultural lands. The AESC must meet at least 50% of the obligation within the first ten years.
The AWBA is a tool that the AESC could utilize to meet their obligation, specifically by
contracting with the AWBA to recharge on their behalf in the Harquahala INA. However, this
component is not included in the current ten year plan because it is anticipated that the AESC
will work toward the obligation in the short term through permanent retirement of agricultural
lands. Water banking services for the AESC could be a factor included in future ten year
plans.

AWBA General Fund Appropriation

Since inception, the AWBA has received an annual general fund appropriation of $2 million.
To date, the AWBA has primarily utilized the money to augment the revenues generated in
Pinal County to develop credits to be used to firm on-river uses. However, the remaining $1
million of general fund appropriation from the fiscal year 2002 budget due to be dispersed to
the AWBA in January and April 2002 was withheld because of the state budget shortfall. It is
recognized that the economic factors resulting in the loss of the AWBA'’s general fund
appropriation will exist for some time. Therefore, the ten year plan was developed with no
general fund appropriation through calendar year 2005. The model included a $2 million
general fund appropriation for the period 2006-2012.

Modifications within CAP with regard to pricing and pool allocation

In May 2000, the CAWCD Board adopted a policy for marketing the non-Indian agriculture
(NIA) pool of excess water. This policy established a NIA pool of 400,000 acre-feet from 2004-
2016. The pool will decline to 300,000 acre-feet from 2017-2023 and to 225,000 acre-feet
from 2024-2030. This use will be the highest priority use for excess water. It is recognized
that this is a factor that could impact the AWBA's ability to participate in recharge at
groundwater savings facilities, however, as the policy has not yet initiated it is difficult to predict
an effect. Therefore, only the 400,000 acre-foot pool concept was utilized in this ten year plan.

The CAWCD Board has also discussed the marketing of excess water for other users including
the CAGRD replenishment and replenishment reserve, incentive recharge programs, other
M&I uses and the AWBA. Because policy addressing the other uses has not yet been
adopted, the ten year plan was developed absent a prioritizing component with the exception
of AWBA water deliveries being met last.
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Participation in Indian settlements

One objective of the AWBA is assisting with the settlement of water rights claims by Indian
communities within Arizona. Settlements dealing with the CAP repayment and reallocation
would require the State to firm some NIA priority water for Indian settlements. In order to
achieve this, it is anticipated that the state will rely on the AWBA at some time within this ten
year planning horizon. However, this issue was not considered in this ten year plan pending
finalization of the assumptions.

New recharge facilities and/or expanded capacities at existing facilities

The AWBA is currently in the process of completing a revised inventory of existing storage
facilities in the state as required by A.R.S. § 45-2452. The revised inventory will be utilized in
developing future ten year plans.

The CAP has been active in the evaluation of locations for additional storage facilities in the
past year. In January 2002, the CAP initiated a regional siting feasibility study for the East Salt
River Valley. It is anticipated that the first phase of the study will be completed by June 2002.
The CAP is also currently conducting a Western Arizona Recharge Capacity Feasibility Study.
It is anticipated that a potential recharge facility location will be identified in the summer of
2002 with initiation of water storage early in 2004. The AWBA recognizes that these two
processes will likely result in additional storage facility capacity, however, uncertainty regarding
the magnitude of projects precluded inclusion of this additional capacity in the current ten year
plan.

The SRP has applied to ADWR for a recharge facility permit for a project located in the west
valley near the confluence of the Agua Fria River and New River. The project has a planned
initial capacity of 30,000 acre-feet increasing to a maximum of 100,000 acre-feet. Storage at
this facility was not included in this ten year plan because of uncertainty regarding
development of an agreement between AWBA and SRP, cost of storage and availability of
capacity to the AWBA.

Storage at the Hieroglyphic Mountains Recharge Project (HMRP) was included in this ten year
plan. The HMRP is a 35,000 acre-foot USF being developed by the CAP in the west Salt River
Valley. First water storage is expected to occur late in 2002.

There has been discussion regarding expanded capacity at two existing storage facilities, the
Lower Santa Cruz Recharge Project and Tucson’s Clearwater project. The proposed
additional capacity at these facilities was taken into consideration in this ten year plan even
though the expansions have not yet been permitted by the ADWR. If the expansions are not
completed, the potential storage capacity in the Tucson AMA will be limited in future plans.

Interstate banking

The AWBA continues to evaluate the opportunities for interstate water banking and to develop
the last two agreements necessary to initiate the process. The ten year plan includes an
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interstate water banking component for Nevada but does not include California. However,
model runs have identified that within the plan period there is water available after the
intrastate needs have been met and Nevada has received an annual amount.

Conclusion

The ten year plan is intended to serve as a guide to assist the AWBA in the development of the
Annual Plan of Operation (Plan). The AWBA is required to develop a Plan for activities to be
undertaken the following calendar year. As part of the Annual Report, the ten year plan is reviewed
and updated annually. Therefore, it is possible that the ten year plan may change significantly
depending on the goals set by the AWBA.
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