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How to Use the Biennial Budget

The Central Arizona Water Conservation District (CAWCD or District), also
known as the Central Arizona Project (CAP), presents the 2024/2025
Biennial Budget in one cohesive document. The budget document
includes the following sections:

provides a high-level overview of the District to better
stand the business and key issues. The section includes the General Manager’s Letter,
WCD Board of Directors and the CAP Profile.

ial Budget Overview provides an overall summary of the District’s revenues,
ses and capital spending. Selected financial data is provided as well.
ing & Authorities reviews the District’s planning and control processes,
ing strategic planning, financial planning and capital planning. The section identifies

strict’s strategic framework, plan, and performance measures, as well as providing the
t's debt authorities, obligations and fund reserves.

ating Budget provides the budget information for the day-to-day operations of
strict for the General Fund, CAGRD Account, Supplemental Water Account and
e Insurance Fund.

tal Budget provides an overview of the capital budget as well as Capital
vement Program profiles.

izational Summaries provides departmental budgets and their business goals
ccomplishments.

ndix provides supplemental information such as water deliveries, rate schedule,
ing power costs, debt schedules, reconciliation of operations, maintenance &
ement (OM&R) costs, district policies, county profiles and helpful glossary of terms.

4 4 4

4 4 4

2024 /2025 Biennial Budget e iii

Lentral Artzona Project T ¢ ¥ 4% )




Colorado River Basin
WY OMING

Cheyenne

Salt Lake
City

NEVADA
UTAH

;
. al
J

&)
Albuquerque

NEW
MEXICO

el
Gi12 it

S

\‘\}:,r'.."'

S S

Pacific \
Guif of
Ocean California MEXICO

iv e 2024 /2025 Biennial Budget




4

2024/2025 BUDGET

GENERAL MANAGER INTRODUCTION - BRENDA BURMAN

| am pleased to present CAWCD's 2024/2025
Biennial Budget. This is the first budget to be
considered for approval during my tenure as General
Manager and I'm proud of the process and of our
financial stability.

Central Arizona Project (CAP) remains focused on its

mission to reliably manage and deliver Colorado River

water to Maricopa, Pinal, and Pima counties. A lot

will be happening during the next two years. We will
be negotiating and the United States will be establishing new operating guidelines for
the Colorado River system which will extend decades into the future. Operationally,
our system is aging and will require substantial maintenance and replacement of
highly specialized infrastructure to be reliable.

Despite these anticipated challenges, I'm confident in CAP. Our stability is a function
of several important factors. CAP has a dedicated workforce of nearly 500 highly
skilled professionals. Under this budget, we will remain an “employer of choice,” able
to attract and retain the best in the business. The physical system is an amazing piece
of infrastructure designed to move water supplies across our state. We have the tools
and responsibility to reliably deliver a critical water supply to 80% of the state’s
population.

The budget is the foundation which supports the work required to accomplish CAP’s
mission. It was developed in a transparent process over many months of careful
planning. Starting with a grassroots approach, the budget process involved many
employees throughout the organization to identify needs and establish costs.

We discussed these issues in open public meetings and solicited input from CAP
stakeholders and water users. The budget reflects CAP’s desire to offer our customers
and contractors financial predictability in addition to dependable water deliveries.

The 2024/2025 Biennial Budget is a signal that CAP is in a strong financial position. It
follows in a long line of budgets reflecting top quality work and smart planning.

This budget provides the critical resources during pivotal years to prepare CAP to meet
our upcoming challenges.

General Manager
Central Arizona Project
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The CAP 2024/2025 Biennial Budget is built from the bottom-up, meaning
that the individual departments, under the guidance of the Management
Council, derive requests based on their most pressing needs and work
requirements. Senior leadership then review the comprehensive list of requests
and make a final determination about what will be brought forth to the Board
of Directors in this document. The guiding principle of this exercise is to ensure
critical work can be completed over the next two years within the rates
adopted by the Board in June 2023.

This is the tenth budget prepared since the Central Arizona Water
Conservation District (CAWCD) Board of Directors adopted a two-year financial
planning cycle. The two-year process allows for a cycle in which long-range
planning is completed in the even-numbered years, feeding into budget
development during the odd-numbered years.

Strategic planning, rate setting, establishing reserve targets, and developing financing strategies
are also the focus of even-numbered years; however with the volatility on the Colorado River,
setting rates has recently become more of an annual exercise.

Despite the challenges we face, CAP’s financial position is strong. The CAWCD Board'’s 2022
Strategic Plan and stakeholder input were used as a guide.

2022 Strategic Plan Key Result Areas (KRA's)

e Water Supply

o Power

e Finance

e Project Reliability

e Groundwater Replenishment
e Workforce

e Stewardship and Sustainability

e Public Trust, Partnerships, and Leadership

CAP has achieved a lot during the past two years. The Colorado River reached critically low levels
in 2022, signaling even more drastic action was necessary than contemplated in the Drought
Contingency Plan, which had only been finalized in 2019. For the first time, Lake Mead's elevation
had a direct impact on CAWCD rates.

As the lake level continued to drop in 2022, CAP and stakeholders along the Colorado River
developed conservation programs, mostly compensated, to protect the system. These efforts
combined with good hydrology were successful.

2024|2025 Biennial Budget e 1-3
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Through 2026, multiple efforts have been created to conserve water in Arizona, both through the Bureau
of Reclamation’s (Reclamation) funding under the Inflation Reduction Act, as well as programs established
by the Arizona Legislature and CAWCD Board of Directors. As a result of this compensated conservation,
CAP anticipates delivering just over 900,000 acre-feet in 2024. This is roughly equivalent to a Tier 3
volume under the Drought Contingency Plan, even though Lake Mead's elevation put delivery volumes at
a Tier 1 level.

Parallel to this effort, the United States published a draft
Supplemental Environmental Impact Statement (SEIS) to
potentially revise the interim operating guidelines for the near-
term operation of Glen Canyon and Hoover Dams. The draft
SEIS produced three alternatives for consideration, none of
which were palatable to the seven Basin states. As a result,
historic negotiations between the States produced a proposal
which would take advantage of a wet winter to buy time for a
more permanent agreement.

Meanwhile CAP continued to keep its infrastructure running,
despite some challenges. A canal breach in July 2021 brought
to light the importance of having a reserve to combat the rate
volatility created by expensive one-time events and projects. In
2022, the Extraordinary Cost Reserve target was established by
the Board, setting aside tax revenues for large-scale capital or
conservation projects that didn't fit well within the existing

rate structure. This innovation serves as a mechanism to get the
important work done while keeping rates predictable for
customers.

Another novel challenge to overcome was the volatile energy
market, to which CAP had gained more exposure since the
closure of Navajo Generating Station in 2019. The war in
Ukraine, natural gas interruptions, the “Texas Freeze” and
California wildfires all drove energy prices up. Through careful
planning, CAP was able to control the fluctuation in the energy
rate, while acquiring the power necessary to lift the water over
3,000 vertical feet along our 336-mile canal.

Energy prices will continue to be a major unknown moving
forward, and CAP is working to secure additional firmed long-
term resources to insulate CAP from the volatile energy market.
One silver lining that has resulted from reduced water delivery
volumes is that CAP has greater flexibility to shape power
purchases throughout the year to take advantage of more
favorable pricing. This has become a powerful tool for rate
predictability for CAP water users.

There are many challenges and opportunities on the horizon for CAP, but none more so than the
Reconsultation process. On June 16 of this year, Reclamation formally requested comments concerning
the post-2026 operational guidelines for Lake Powell and Lake Mead. This effort will require substantial
resources from CAP’s workforce. This budget includes a request for additional staff to ensure CAP is
positioned to advocate CAWCD's position during this process.
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Another headline-grabbing concern relates to the
100-year groundwater models in Phoenix and Pinal
active management areas. As groundwater sources
become scarcer, the Central Arizona Groundwater
Replenishment District (CAGRD) must still meet its
firming obligations for its members. Every ten years,
CAGRD is required to submit a Plan of Operation for
approval by the Director of the Arizona Department
of Water Resources. The 2025 Plan of Operation will
have to contemplate this new reality and is
anticipated to be submitted in 2024 for review.

CAP does not function without a well-trained,
dedicated staff to operate it. Since the COVID-19
pandemic, there has a been a paradigm shift for how
prospective employees view employers. CAP’s hiring
managers have noticed that there is significantly less
interest in positions than there was previously. This is
a problem nearly every employer is facing. However,
CAP is well-positioned to remain an employer of
choice for prospective candidates. This budget
includes a package to “right-size” employee pay to
align with the changing labor market, without having
an impact on water rates.

Finally, CAP faces challenges procuring critical
equipment and resources, specifically due to inflation
and supply chain interruptions. The cost of doing
business has gone up. Everything from fuel for our
fleet to IT equipment is impacted. Professional service
contracts unhindered by price-lock mechanisms will
surely jump. The insurance market experienced
underwriting losses in 2022 that were six-times
greater than the losses in 2021. CAP expects
insurance providers will be looking to recoup that at
some point in their pricing. Since CAP’s operating
costs are largely independent of the amount of water

delivered, it should be no surprise this budget increases

spending over prior years.

Water is a precious resource, and it may become more so before
alternative sources are located and procured. When those new
sources of water are realized, whether they are from exchange
agreements, groundwater recovery, desalination, or some other
source, Central Arizona Project is likely to be the mechanism by
which it is transported to over 80% of the state’s population.

CAP remains focused on maintaining a reliable infrastructure
system. This budget reflects a dedication to ensuring the system

is operable 24/7/365 days of the year.
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THE CAWCD BOARD OF DIRECTORS

Maricopa County

Ylenia Aguilar
Alexandra Arboleda
Lisa A. Atkins

Terry Goddard
Benjamin W. Graff
Heather A. Macre
Jennifer Martin
Amanda Monize
April Pinger-Tornquist
Barbara Seago

Terry Goddard  Alexandra
President Arboleda
Vice President

Karen Cesare
Secretary

—TIemMmMoON®y

Pima County

K. Karen Cesare

L. L.M. “Pat” Jacobs IV
M. Justin Manuel

N. Mark Taylor

Pinal County
0. Stephen Q. Miller
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CAWCD GOVERNANCE

CAWCD is a special district governed by a 15-member, popularly elected Board of
Directors. Ten members are from Maricopa County, four are from Pima County, and one
is from Pinal County. Members serve six-year, unpaid terms. Five members are elected
every two years. Subsequent to each election, the Board chooses a President, Vice
President and Secretary as well as an Executive Committee.

The Board typically meets publicly the first Thursday of each month to establish policy and
set rates and taxes for CAP. There are five established Committees of the Board.
Meetings are open to the public and held in person and broadcast via livestream.

EXECUTIVE COMMITTEE

The Executive Committee is comprised of the President, Vice President, Secretary,
Immediate Past President and two additional Board Members. Bylaws ensure all three
counties represented among the membership. The Committee does not meet regularly
but may be called to handle emergencies between Board meetings and to make
recommendations to the Board. All actions of the Executive Committee are subject to
ratification by the Board.

FINANCE, AUDIT & POWER COMMITTEE

The Finance, Audit and Power Committee (FAP) is chaired by the Board Vice President
and provides assistance to the Board in fulfilling its responsibilities to the electorate
relating to accounting and reporting, the quality and integrity of the District's financial
reports, and the budgetary and fiscal practices of the district, operational security, energy
risk management and other power and transmission matters. The Committee also
oversees the internal and independent auditors for the District.
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CAGRD & UNDERGROUND STORAGE COMMITTEE

The Central Arizona Groundwater Replenishment District (CAGRD) and Underground
Storage Committee is chaired by the Board Secretary and provides assistance to the Board
by addressing issues, policies and proposed legislative amendments relating to the CAGRD's
responsibilities and authorities and CAWCD's underground storage and recovery activities.

PuBLIC PoLICY COMMITTEE

The Public Policy Committee is chaired by a Board member(s) appointed by the Board
President and provides recommendations to the Board for positions on state legislative
issues, federal legislative issues and other public policy issues.

NOMINATING COMMITTEE

Nominating Committee. At least two weeks prior to the election of officers, the President
of CAWCD shall appoint a Nominating Committee consisting of at least three (3) Directors
to make recommendations for the election of officers and the Executive Committee
memberships. Recommendation

SPECIAL COMMITTEES

In addition to the established committees, the Board President may appoint Special
Committees to make recommendations to the Board on issues of significance or to carry
out directives of the Board. In recent years, these special committees have been referred to
as Task Forces and have been created with a specific scope to address a pertinent policy
topic and make recommendations to the Board.
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GFOA AWARD

The Government Finance Officers Association (GFOA) of the United States

and Canada presented a Distinguished Budget Presentation Award to the Central Arizona
Water Conservation District for its Biennial Budget for the Biennium beginning January 1,
2022. In order to receive this award, a government unit must publish a budget document
that meets program criteria as a policy document, as an operational guide, as a financial
plan and as a communication device.

This award is valid for a period of two years. Central Arizona Project believes the current

budget continues to conform to program requirements and will be submitting it to the
GFOA to determine its eligibility for another award.

2024 | 2025 Biennial Budget o 1-11

(eniral Arizona Project PFITR




t
(O]
()]

©
>

o0

©
c
jau

k3

[aa}

LN

o~

(@]

o~

<
~N

o

o~
[}

[a\}

o

_
i1

SRP Turnout near Salt Gila Pumping Plant




WHO WE ARE

- Mission

Central Arizona Project’s dedicated team reliably manages and

delivers Colorado River water to Maricopa, Pinal, and Pima Counties

-Vision

Central Arizona Project serves as a collaborative partner and innovative

leader in sustainable management and reliable delivery of water for Central Arizona

Our Values

Teamwork: Working together to reach consensus and achieve common goals

Safety: Keeping coworkers and the workplace safe
Integrity: Doing the right thing with consistency and dedication

Service: Caring for the needs of stakeholders, coworkers, and our community

Professionalism: Delivering superior results

2024 | 2025 Biennial Budget e 1-13
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THE CAP SYSTEM
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CAP PROFILE

Central Arizona Project (CAP) was created in 1971 as the Central Arizona Water Conservation
District (CAWCD), pursuant to state law. CAWCD is a three-county water conservation
district. While generally having the same authority as a municipal corporation, CAWCD is a
special district with duties focused on managing and providing water to a large region.
CAWCD is the largest supplier of renewable water supplies in the state of Arizona. It is the
state’s largest contractor of Colorado River water with an entitlement of nearly 1.5 million
acre-feet during normal supply conditions. An

acre-foot of water is equal to approximately

326,000 gallons, enough water to serve about

three average homes for a year in the CAP service

area.

PURPOSES OF CAWCD

CAWCD has three primary purposes. First, it is
the steward of central Arizona’s Colorado River
water entitlement and a leader in Arizona’s water
community. The District works with the Arizona
Department of Water Resources to meet the
current and future water needs for CAWCD
customers by: (a) focusing on understanding the
current and future reliability of Colorado River
supplies; (b) assessing current and future water
needs in the CAWCD service area; (c) identifying
the mechanics of storing water underground and
recovering it for future use; and (d) identifying
additional renewable water supplies that could be
brought into the CAWCD service area.

Second, CAWCD delivers Arizona's share of

Colorado River water through a conveyance

system that it also operates and maintains. The

CAP aqueduct begins at the Arizona-California

border near the confluence of the Bill Williams and Colorado Rivers at Lake Havasu and
extends east and then south past Tucson to the Tohono O’odham Nation. The CAP system
includes approximately 336 miles of aqueduct, 14 pumping plants, 1 hydroelectric pump/
generating plant at New Waddell Dam, Lake Pleasant stage reservoir, 39 radial gate structures,
12 tunnels and siphons and 54 turnouts. Using its pumps, CAP lifts water nearly 3,000 feet
from the Colorado River to the CAP terminus just south of Tucson.

Finally, CAWCD is responsible for repaying the federal government those reimbursable costs
associated with the construction of the CAP.

Over time, CAWCD's statutory responsibilities have expanded to include authorization to

provide groundwater replenishment services through the CAGRD, and to build, operate and
maintain underground storage projects as well as being a recovery agent of stored water.
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CAP HISTORY
During the early 1900's, the seven states of the
Colorado River Basin - -Arizona, California, Nevada,
New Mexico, Wyoming, Colorado and Utah - -
negotiated for shares of Colorado River water. In 1922,
representatives from the seven states and the United
States government created the Colorado River Compact,
which divided the states into lower and upper basins
and gave each basin
7.5 million acre-feet
— oy of water to annually
, apportion. Arizona,
\ California and
/ Nevada were
\ sectioned into the
Lower Basin and were instructed to
divide the 7.5 million acre-foot
' allotment among themselves.
Arizona was in dispute
over its share of the Colorado River, however,
/ and was the last state to approve the Compact
\ in 1944. Today in the Lower Basin, Arizona has
/ rights to 2.8 million acre-feet of Colorado River
% ol S water per year, California is entitled to 4.4
“ '. million acre-feet per year and Nevada has an
“ " annual allocation of 300,000 acre-feet.
2
® In 1946, the Central Arizona Project Association
\g was formed to educate Arizonans about the
. need for the CAP and to lobby Congress to
: authorize its construction. It took the next 22
- years to do so, and in 1968, President Lyndon B.
- Johnson signed a bill approving construction of
N the CAP. The bill provided for the U.S. Bureau
rs of Reclamation (Reclamation) of the Department
L 4 of the Interior to fund and construct CAP and
" ” for another entity to repay the federal
'S . government for certain costs of construction
¢ . when the system was complete.

In 1971, CAWCD was created to provide a means for

Arizona to repay the federal government for the
reimbursable costs of construction and to manage and operate the CAP. Construction began
at Lake Havasu in 1973 and was completed 20 years later south of Tucson. The entire project
cost approximately $4 billion to construct.
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CAWCD WATER USERS

Through the CAP system, CAWCD delivers Colorado River
water to many different types of customers throughout its
three-county service area, encompassing Maricopa, Pima
and Pinal counties. CAWCD's expansive service area
includes approximately 6.1 million people, roughly 80% of
the state’s population, and spans 24,000 square miles of
land, which is 20% of the state’s area.

CAP’s Headquarters is located along their aqueduct in
north-central Phoenix, the capital of Arizona.

CAP delivers water pursuant to delivery agreements
between the federal government, Municipal and
Industrial (M&I) and Tribal stakeholders. Long-term
contracts total 1.415 million acre-feet of water, and
when available, excess water is made available for
specific agricultural customers. Historically, the
combined deliveries totaled about 1.5 million acre-feet of
water annually though this amount has been and is
projected to be significantly less in the upcoming years,
due to reduced availability.

AGRICULTURAL (AG) CUSTOMERS

Representing three of Arizona's five "Cs"— Cattle, Citrus and
Cotton — agriculture in Arizona is a multi-billion dollar industry.
According to a 2014 study by the University of Arizona's College of
Agriculture & Life Sciences, agriculture contributes more than $17
billion to state output. CAP's agricultural customers are primarily
large irrigation districts that deliver water to farmers.

-y s
g R

e

Maricopa Pima Pinal Arizona
2000 Population 3,072,149 843,746 179,727 R ENEY)
2010 Population 3,824,058 981,168 376,369 6,401,569

2022 Estimated Population 4,586,431 1,072,298 453,924 7,409,189

2060 Projected Population 6,529,107 1,305,212 1,230,545 10,662,273

Percent Change Projected

Between 2022 and 2060 200 2AwTo% Iamiies

2021 Labor Force (non-farm) 2,311,889 480,903 192,406 3,312,720

2021 Land Area (square miles) 9,222 9,184 5,374 113,635

Based on July 1, 2022 estimates available from the Arizona Commerce Authority (https://www.azcommerce.com)
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As part of the Arizona Water Settlements Act (AWSA), agricultural users
of CAP water relinquished their long-term non-Indian Agriculture
allocations in exchange for a limited volume of water reserved for their
exclusive use. Commonly referred to as the Ag Settlement Pool, this
volume of excess water declines over time, and is the first priority of
excess water made available by the CAWCD Board to CAP's agricultural
customers through 2030. When available, CAP reserves and makes
available a volume of excess water (currently up to 300,000 acre-feet) for
specific agricultural customers. The Ag Settlement Pool has historically
represented about 20% of CAP deliveries though, due to shortage,
excess water is not projected to be available in 2024 or in 2025.

As with other stakeholders, CAP reaches out regularly to the agricultural
community through informational meetings, tours and other briefings.
This communication ensures that CAP learns of issues that are important
to Arizona agriculture and likewise informs agricultural

customers of issues confronting CAP.

More information visit: www.cap-az.com/finances-of-
cap/agriculture-and-cap/

MUNICIPAL & INDUSTRIAL
SUBCONTRACTORS

CAP does not treat water for drinking, but rather is

the wholesaler that provides water to cities, water

utilities and other entities. After treating the water,

cities deliver it to residents. More than 50 cities and

private water companies utilize CAP supplies to

augment their water supplies, including Arizona’s

largest cities: Phoenix, Tucson, Mesa, Chandler,

Glendale and Scottsdale. CAP M&I subcontracts total

more than 620,000 acre-feet of M&I priority and more

than 44,000 acre-feet of NIA priority allocations. Most

M&I customers take delivery of their full CAP allocation

each year, either directly or through underground

storage agreements. As cities build treatment plants and water
delivery infrastructure, they are able to use more of their allocated
subcontract water.

CAP conducts regular tours and informational meetings to reach out to
its M&I water users, and CAP staff members periodically tour city
facilities to learn more about their operations and water management.

More information visit: www.cap-az.com/water/cap-system/contracts-
and-documents/
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TRIBAL STAKEHOLDERS

CAP is the largest single provider of Colorado River
water to Tribal water users in the river system,
delivering water to Indian communities in central and
southern Arizona. Almost half (46%) of CAP's water
allocations are designated for Indian Tribes. This
water is used for a variety of purposes, including
municipal (i.e., residential), farming, leases to cities
and underground storage.

There are 22 federally recognized tribes in Arizona, of
which 14 currently have fully resolved, adjudicated
rights or partially resolved water right claims. CAP,
along with other stakeholders, continues to engage in
settlement discussions with the Tribes, 11 of which
still have unresolved claims. Four other Tribes hold
senior Colorado River rights adjudicated in Arizona v.
California.

CAP has been working to develop and maintain long-term relationships with Tribal communities
through outreach efforts that include invitations to tours, informational meetings and other
public events. CAP has organized and participated with several organizations in events with a
Tribal emphasis. For more information visit: www.cap-az.com/about/tribal-water-rights/

CENTRAL ARIZONA GROUNDWATER REPLENISHMENT DISTRICT

CAGRD has a statutory obligation to replenish groundwater used by members in CAP's three-
county service area. Created in 1993, CAGRD must replenish groundwater withdrawals made by
new developments enrolled in the CAGRD, and water providers and homeowners agree to pay
the cost to replenish any amount of groundwater pumped beyond limitations set by the state.

As of the end of 2022, CAGRD has replenishment obligations for 23 member service areas (MSA)
and 1,256 member land (ML)

subdivisions representing

approximately 310,336 homes. For

more information visit: CAGRD.com

Pima Mine Road Recharge Site
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WHAT IS THE CENTRAL ARIZONA GROUNDWATER
REPLENISHMENT DISTRICT?

CAGRD is a special function of Central Arizona Project, replenishing water to foster and
enhance responsible groundwater management. It was created by the Arizona State
Legislature in 1993 to facilitate the State’s adoption of the assured water supply rules requiring
new growth to demonstrate a 100-year assured water supply. CAGRD’s members are land
owners, cities, towns or private water providers in Maricopa, Pima and Pinal counties without
adequate access to renewable water supplies. CAGRD serves its members by replenishing the
groundwater they pump, providing a way to comply with Arizona’s groundwater laws.
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Since its inception,
CAGRD has
replenished almost
600,000 acre-feet of
water on behalf of its
members. One acre-
foot equals 325,851
gallons.

23 Arizona cities,
towns and private
water companies and
more than 1,200
subdivisions in
Maricopa, Pima and
Pinal counties are
members of CAGRD.

CAGRD provides an
effective mechanism
for enrollees to
comply with
Arizona'’s
groundwater
management laws.




WHO ARE THE MEMBERS OF CAGRD?

Any city, town, water company, subdivision or homeowner’s association located in the Phoenix,
Pinal or Tucson Active Management Area with access to a 100-year physical supply of
groundwater may voluntarily join CAGRD so long as it meets the State’s requirements.

THERE ARE TWO TYPES OF CAGRD MEMBERS:

Member Service Areas (MSA) - a city, Member Lands (ML) - an individual

town or private water company. subdivision or development.

Water providers who become MSAs pay a For MLs, an annual replenishment
replenishment assessment directly to assessment is collected by the County
CAGRD according to the amount of Treasurer from each individual parcel of
excess groundwater they deliver within land based on the amount of excess

their service areas during a year. groundwater delivered to that parcel by its

water provider.
There are 23 CAGRD Member Service

Areas—nine in the Phoenix AMA, four in There are more than 1,250 CAGRD MLs as
the Pinal AMA and 10 in the Tucson of March 2023. These Member Lands
AMA. CAGRD MSAs stretch from represent more than 300,000 homes when
Sahuarita Water Company to Surprise. fully developed and are served by

approximately 60 different water providers.
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How DID THE PRIORITIES EVOLVE?

To fully understand the CAP priorities system, a brief
history review is in order.

After authorization in 1968, CAP construction e

began in 1973. By the early 1980s, as the first part CAP Canal near Mesa at
of construction was nearing completion, decisions e
were made regarding who would have long-term

contract entitlements to CAP water.

At that time, long-term contracts were split into
three types — municipal and industrial (M&I), Tribal
and agricultural.

e Ma&l subcontracts were issued primarily on the
basis of projected future growth and
consideration of existing supplies including other
water supplies.

Tribal contracts were the result of a number of
federal decisions including Congressionally
authorized water settlements.

Irrigation districts were issued subcontracts for a
percentage of the remaining available supply.
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In the early years, it was assumed that
agriculture would take the largest portion of the
available CAP supply as the other users grew
into their entitlements. But once the water
started flowing in 1985, reality set in and for
many irrigation districts, CAP water was too
expensive compared to pumping groundwater.
The cost issues came to a head in the early
1990s, which led to a decade of litigation and
negotiations, culminating in the 2004 Arizona
Water Settlements Act and a reconfiguration of
the CAP priority system.

The agricultural entitlements were relinquished

by the irrigation districts and converted from

percentage of supply to fixed volumes. In

exchange for giving up their long-term rights,
the irrigation districts were given access to a lower-cost fixed volume of excess water, which is
a lower priority water. Access to this Agricultural Settlement Pool (Ag Pool) water expires in
2030.

The “Non-Indian Agricultural” (NIA) priority water was then allocated to tribes, cities and
towns, and some was held back for future allocation. This term is a head-scratcher for many.
But that's because it relates to the lineage of the term, not to the way it's used today. NIA
refers to water that was originally designated for agriculture use, excluding tribes.

CAP PRIORITY SYSTEM - A
REVIEW

The block chart provided on the right is
a pictorial representation on how the
priority system works. Here's a quick
tutorial on the information being
displayed, representing CAP’s internal
priority system.

The first thing to note is the “up/
down” arrow on the right-hand side
with “low” on the top and “high” on
the bottom. That means that in this
chart, it is better to be closer to the
bottom, rather than to the top!

So, going over the chart from the
bottom-up:
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LONG-TERM CONTRACTS

P3- This is a small portion of the highest-priority water, termed Third Priority (P3). It shares
priority with some of the large irrigation districts in Yuma and elsewhere on the mainstream of
the Colorado River.

Indian and M&I — Combined, these pools make up the majority of CAP’s long-term
contracts. These pools are depicted side-by-side because they are roughly co-equal in priority.
There is also some cross-over in use of these supplies, as some tribes lease water to cities.

NIA — This is the Non-Indian Agricultural pool priority that has been allocated, referenced
above, primarily available to cities, industries and Tribes.

EXCESS WATER

Ag Pool- Any water available to CAP after satisfying the long-term contract is termed “Excess
Water” and the agricultural districts that gave up their long-term contracts via Board Policy
have priority access to it.

Other Excess — Any Excess Water available after satisfying the Ag Pool is classified as Other
Excess and historically has primarily been used by the Arizona Water Banking Authority, Bureau
of Reclamation for federal firming and the Central Arizona Groundwater Replenishment District
for Replenishment Reserve firming.

WHY DOES THE CAP PRIORITY SYSTEM MATTER?

There are some differences in cost and other provisions among the priorities, but most
importantly, the priorities determine water availability during times of shortage. For example, a
Tier 1 shortage was declared on the Colorado River in 2022.

The result of a Tier 1 shortage being declared on the Colorado River is a 512,000 acre-feet of
combined shortage reductions and required Drought Contingency Plan (DCP) contributions to
Lake Mead by CAP. This is more than 30% of the CAP’s historical delivery supply, which
significantly affects the “other excess water” — the Ag Pool and the NIA supply. Some of
these impacts will be mitigated based on agreements reached in 2019 in conjunction with the
Lower Basin DCP.
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In 2023, the Colorado River is operating under a Tier 2a shortage. Reductions under a Tier 2a
shortage include 400,000 acre-feet of shortage reductions and 192,000 acre-feet of Drought
Contingency Plan contributions. Under a Tier 2a shortage, CAP takes more than 34% of
reductions in CAP’s historical delivery supply which significantly affects the entirety of the
excess pool, the Ag pool and almost 100% of the NIA supply.

WHAT ARE THE NEXT STEPS?

There are several additional actions underway in 2023, that could have implications on CAP’s
water supply in 2024. These actions were taken considering the probability of Lakes Mead and
Powell falling to critical elevations following subsequent years of below average inflow that was
witnessed between 2020 and 2022.

Reclamation is working on a Supplemental Environmental Impact Statement (SEIS) that could
potentially change the way Lakes Mead and Powell are operated through 2026. The SEIS could
impose additional reductions on top of those mandated under the 2007 Guidelines and the
Lower Basin Drought Contingency Plan. Through the SEIS process, the Lower Basin States of
Arizona, California and Nevada submitted a proposal that is based on voluntary contributions
from certain lower basin water users. If the Lower Basin States proposal is unchanged and
adopted as the preferred alternative by the SEIS, there may not be additional tier based
reductions through 2026. However there would be reductions to CAP’s diversions based on the
voluntary conservation agreements that CAP users have entered into in addition to the
shortage reductions under the 2007 Interim Guidelines. Currently, Lake Mead is anticipated to
operate under a Tier 1 shortage condition in 2024. As stated previously, several conservation
programs are operating and delivery volumes will be close to Tier 3 levels, which have rate
impacts.

In June 2023, Reclamation also published a notice of intent to begin work on developing
operational guidelines for Lakes Powell and Mead. The 2007 Interim guidelines that govern the
operations of Lakes Mead and Powell expire in 2026. It is possible that CAP’s water supply may
be impacted by the operational guidelines for Lakes Powell and Mead past 2026. Due to the
importance of these operational guidelines, CAP actively participates with the Arizona
Department of Water Resources, Colorado River basin states as well as the Bureau of
Reclamation to ensure CAP’s Colorado River supply is maintained. CAP also works with
Colorado River stakeholders to launch technical studies and programs to help with the
Colorado River supply issues and also to augment the supplies in the system. It is likely that
these efforts will ramp up as the work on post-2026 operational guidelines intensify.
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THE COLORADO RIVER

The Colorado River is the principal water resource diverted for CAWCD and serves as Central
Arizona Project water to its customers. CAWCD has until recently delivered approximately 1.4
million acre-feet of CAP water to customers in central and southern Arizona annually. Under
shortage conditions these deliveries have been reduced, some through agreement and some
through voluntarily conservation.

Colorado River Tributary - Havasu Creek

The Colorado River is one of the most significant and important rivers in North America. It is
approximately 1,420 miles in length. It originates in the central Rocky Mountains in Colorado, and
flows almost 246,000 square miles and empties into the Gulf of California in Mexico. The Colorado
River Basin includes Wyoming, Colorado, Utah, New Mexico, Arizona, Nevada, California, and the
states of Baja California and Sonora, in Mexico.

The Colorado River provides economic and environmental benefits across the western United States
and northwest Mexico. It provides renewable water supplies for more than 40 million people in
communities across the Basin. The economic output of areas served by the Colorado River is
estimated to be in excess of $2 trillion annually or
equivalent to the 12th largest Gross Domestic Product
(GDP) in the world. The River provides irrigation water to
more than 4 million acres of crop lands in the United
States and Mexico. The Colorado River Basin is an
important agricultural region that includes farms that are
the “salad bowl!” of the U.S. providing 90% of the
nation’s winter vegetable crop. The dams along the River
provide clean, renewable electricity, with annual
hydroelectric production exceeding 10 million megawatt
hours of electricity per year. The River also provides vital
environmental values and recreational benefits. The River
is home to more than 10 endangered species in the U.S.
and Mexico. Further, the River is the centerpiece of several
internationally recognized national parks and recreation
areas, including: Rocky Mountain National Park, Grand
Canyon National Park, Glen Canyon National Recreation
Area, Lake Mead National Recreation Area, Dinosaur
National Monument, and the Colorado River Delta and
Gulf of California Biosphere Reserve in Mexico.
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Glen Canyon Dam
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The Colorado River is composed of
three major river systems: Green
River, Colorado River and the San
Juan River. The Colorado River is the
lifeblood of the CAP system as well as
the southwestern United States and
Northwest Mexico. The annual
natural flow from the Colorado River
is estimated to be about 14.8 million
acre-feet per year, calculated from
the long-term average of
measurements beginning in 1906.
The Green River, with headwaters in
the Wind River Range in western
Wyoming, contributes 33% of the
annual natural flow; the Colorado
River mainstem, with headwaters in
oover Dam—Lake Rocky Mountain National Park in
|mteel Colorado, provides about 42% of the
annual natural flow; and the San
Juan River, with its origins near
Durango, Colorado, provides about
13% of the annual natural flow to
the River. Additional flows are provided from numerous smaller tributaries including the Virgin
River system in Utah, Nevada, and Arizona, and the Bill Williams River in Arizona.

CAWCD is the largest diverter of Colorado River water in Arizona and the second largest
Colorado River water user in the system, diverting more than half of Arizona’s 2.8 million acre-
foot allocation. About .

One'thqu Of Arlzoha's Lake Powell an(gol\(ljlgajdzggg;bmed Storage

economic production can Lo

be tied to delivery of CAP
water. Wyoming,
Colorado, Utah and New
Mexico each have a share
of the Upper Basin’s 7.5
million acre-feet of
entitlement; however, the
Upper Basin routinely only
uses about 4.5 million
acre-feet annually.
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The Colorado River system s0%
includes 10 major dams 10%

and reservoirs. The

backbone of the system is 2000 2001 2002 2003 2004 2005 2006 2007 2005 2009 2010 2011 2012 2015 2014 2015 2016 2017 2015 2019 2020 2021 2022
comprised of the two B Combined Storage  —— Unregulated Inflow

largest reservoirs in North

America: Glen Canyon Dam/Lake Powell and Hoover Dam/Lake Mead. These two reservoirs
have a combined storage capacity of about 50 million acre-feet. They capture flood flows in
wet years and release storage during dry years.

Unregulated Inflow Percentage of Long-term Average (1991-2020)
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At the end of 1999, the combined reservoir storage of Lake Powell and Mead was almost 95%
of capacity or about 47.5 million acre-feet of storage. However, since that time, due to
prolonged drought and full use of the system, the reservoir storage has declined to almost
50% of capacity or about 24 million acre-feet of combined storage.

The decline in reservoir storage is the result of fewer high-flow years than in previous decades.
In addition, there is a structural deficit in the system, where normal uses exceed normal supplies
in most years. The drought, along with the structural deficit, creates risks to the reliability of
the Colorado River supply. Since 2014, water users, including CAWCD, have undertaken
efforts to reduce the impacts of drought and the structural deficit by reducing uses of Colorado
River water. These efforts include system conservation programs where water users are paid to
reduce their use of water and leave water in the Colorado River system. In addition, the
Colorado River Basin States, the United States, Mexico and key water users including CAWCD,
are now implementing the 2019 Drought Contingency Plan. This plan reduces Colorado River
diversions to protect critical elevations in Lake Powell and Mead. The plan is working to reduce
the near-term and longer-term risks in the Colorado River system.

COLORADO RIVER SHORTAGE

The Arizona Department of Water Resources
and Central Arizona Project are taking proactive
steps to address Colorado River shortages and
improve the health of the river system by
working in collaboration with the Colorado
River Basin states, federal government, Mexico,
and local and regional partners, which include
Tribes, Yuma agricultural and on-river municipal
water users in water resource management.
Collaboration is focused on reducing the near-
term risks caused by the ongoing drought as
well as addressing the long-term imbalance
between supply and demand on the Colorado
River system.

In 2007, to prepare for a possible shortage and
to guide Colorado River operations during low
reservoir conditions, the seven Colorado River
Basin states and the Bureau of Reclamation
completed an agreement clarifying the triggers
and anticipated reductions during shortage
conditions, known as the 2007 Interim
Guidelines. The 2007 Interim Guidelines
defined how “shortage” conditions would be
defined during the term of the Guidelines. As
part of the 2007 Interim Guidelines, water levels
in Lake Mead and Lake Powell are coordinated to allow more efficient management of the
Colorado River supply. Water users across the Basin states continue to work together to
promote the benefits of conserving Colorado River water. This agreement runs through 2026.
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Frequently Asked Questions:

What is a Colorado River Shortage under the 2007 Interim Guidelines?

A shortage under the 2007 Interim Guidelines is an annual reduction in the amount of
Colorado River water available to Arizona, Nevada and Mexico and is determined primarily by
the elevation of water in Lake Mead. Each month, the Bureau, which manages the Colorado
River system, forecasts the elevation of the surface of Lake Mead for the following two years in
a document called the 24-Month Study.

A Tier 2a shortage was declared for 2023 when the August 2022 study showed the end of
December 2022 level to be below elevation 1050’. A Tier 1 shortage has been declared for
2024.

Who will be impacted by Colorado River Shortage under the 2007 Interim Guidelines?

A near-term shortage as currently projected will have limited impacts on water supplies for
Arizona'’s cities, towns, industries, mines or Tribes using CAP water. It will, however, eliminate
CAP water supplies to the Arizona Water Banking Authority (AWBA). It would also reduce a
portion of the CAP water supply identified for groundwater replenishment, delivery of water
available for agricultural users in central Arizona and causes an increase in CAP water rates. In
the face of potential shortage, farmers in central Arizona may choose to offset supply
reductions in their CAP supply by using local supplies including pumping groundwater.

Lake Mead at Sunrise
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PREPARING FOR COLORADO RIVER SHORTAGE: MILESTONES

e B Iy . ‘
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The Lower Colorado River Basin has been in a shortage status under the 2007 Interim
Guidelines since 2020 (Tier zero for 2020 and 2021; Tier 1 in 2022; and Tier 2a shortage in
2023). To understand how we got to the point of shortage and what this means, it's helpful
to review some of the 21st Century’s Law of the River milestones. Western water lore includes
frequent references to the Law of the River. This refers not just to one law, but a compendium
of sorts that includes compacts, treaties, federal laws, court decisions, a decree, contracts,
agreements and regulatory guidelines. The Law of the River has evolved continuously over the
past century, building upon itself, often providing solutions to rising issues. Each new building
block is intertwined with all the former blocks, making the body of the Law of the River quite

complex.

2007 Interim Guidelines - Feb 28, 2007

Established a shortage framework for
the Lower Basin

Incentivized storage of water in Lake
Mead (called Intentionally Created
Surplus or ICS)

Coordinated operations of Lake Powell
and Lake Mead

Expires in 2026

Minute 323 - Sept 26, 2017

Binational agreement that expanded
collaboration and sharing of shortage
risks and surplus

Established the Binational Water
Scarcity Contingency Plan

Provided for U.S. Investment in water
infrastructure and environmental
projects in Mexico

Established a work group to
investigate binational desalination in
the Sea of Cortez

Effective through 2026, consistent
with the 2007 interim Guidelines.
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COLORADO RIVER DROUGHT
CONTINGENCY PLAN (DCP)

DCP is a set of agreements building upon the

2007 Guidelines that are designed to protect the
Colorado River system through voluntary

reductions and increased conservation. The
agreements were developed through a

collaborative process among the federal government,
states, water users and Mexico. The Arizona
Department of Water Resources and Central Arizona
Project were the participants from Arizona.

There is an Upper Basin DCP involving Colorado, New

Mexico, Utah, Wyoming and the U.S.; a Lower Basin

DCP involving Arizona, California, Nevada and the

U.S.; and a companion agreement which connects

these two programs and links them to Mexico through a U.S.-Mexico agreement.

In 2018 and early 2019, ADWR and CAP jointly
led nearly 40 stakeholders through months of
public and small group meetings. During this
process, new arrangements, which form a
package called the Arizona DCP Implementation
Plan, were negotiated. The package agreements
share the burden of impacts from Colorado River
reductions and the benefits of increased reliability
for Arizona water users.

There was uncertainty about what would happen if Lake Mead, the Lower Basin’s principal
reservoir, dipped to the very lowest levels. Arizona participated in DCP in order to reduce this
risk by sharing reductions with other states and Mexico.

DCP will not prevent a Colorado River shortage, but due to innovative water management
programs, conservation and collaborative long-term planning, along with the DCP and
Arizona’s water management framework, we
Risk of Lake Mead going below 1,025’ are prepared to minimize the effects of
(Fr(})rzjgee ggfg]gzglfgata) drought and potential Colorado River
shortage.

The Drought Contingency Plan Authorization
Act was signed into law on April 16, 2019
and reductions to Arizona’s Colorado River
supply under DCP began in 2020; and run
through 2026. It is anticipated that new
rules will be negotiated and put into effect
after 2026.
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Lower Basin DCP Contributions to Lake Mead

The risks of Lake Mead falling below critically low reservoir elevations has tripled in the past
decade, increasing the risks of large-scale reductions to Arizona’s Colorado River supply and
threatening the health of the river for all users. Previous agreements and guidelines designed

to protect the system against such dry times may not be sufficient to address the current risks
to the system.

Projections by the U.S. Bureau of Reclamation in June 2018 showed that DCP would reduce the
risks of Lake Mead falling below critical elevations. DCP provides Arizona with greater certainty
for reliable and secure water supplies now and in the future.

Colorado River Tributary -
Havasu Creek™ ~ =
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DROUGHT CONTINGENCY PLAN AUTHORIZATION ACT
i N |

v

f_.

Lower Basin Highlights: Upper Basin highlights:

e Supplements the 2007 Interim Guidelines e Designed to minimize the risk of Lake

e Created a “Tier Zero” at Lake Mead, Powell falling below elevation 3525”
requiring contributions to Lake Mead e Established foundation for the storage of
earlier, starting at elevation 1090’, and water in the Upper Basin as part of a
increased contributions at lower demand management program that may
elevations be developed in the future

e (California agreed to make contributions
to Lake Mead starting at elevation 1045’

e Provided for the protection of Lake Mead

=

ARIZONA
RECONSULTATION
COMMITTEE
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Lake Mead & Lake Powell
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A LINKED LIFELINE - HOw LAKE POWELL & LAKE MEAD ARE DESIGNED

TO RISE AND FALL TOGETHER

The two largest water supply reservoirs in the United States are part of the Colorado River
System - Lake Mead at the Arizona/Nevada border and Lake Powell at the Arizona/Utah border.
These two reservoirs are linked by the Colorado River through the Grand Canyon and provide
about 90 percent of the system'’s storage capacity, supplying seven states and Mexico with
water.

The enormous storage capacity in these two reservoirs has provided the resiliency to continue
Colorado River water supply deliveries during more than two decades of drought. The two
lakes also provide vital clean, renewable hydroelectricity used across the western United States,
as well as environmental and recreational benefits.

CONJUNCTIVE
MANAGEMENT

In order to operate the Lake COLONALD
Colorado River system s
efficiently and make ? e
optimal use of the S— Pibrpessner

available storage in o Ve g

these vital reservoirs, ' ‘ .
the operations of Lake
Powell and Lake Mead

are coordinated, known ‘
as conjunctive
management. In fact, conjunctive management is required by the Colorado River Basin Project
Act, which was signed more than 50 years ago to provide a program for the comprehensive
development and augmentation of the Colorado River supplies throughout the Upper and
Lower Colorado River Basins.

> NEW
MEXICO

CALIFORNIA

S
g
S

{
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One important goal of coordinated long-term management of these reservoirs is to maintain
“as nearly as practicable” equal contents of active storage in Lake Powell and Lake Mead. Lake
Mead has about 28 million acre-feet (MAF) of storage and Lake Powell can store about 26
MAF.
In 2005, the U.S. Secretary of the Interior
directed the Bureau of Reclamation to develop
additional strategies for improving the
coordinated management of these two
reservoirs. The goal was to honor the intent of
the Colorado River Basin Project Act, while
sharing the water between the Upper
(Colorado, New Mexico, Utah and Wyoming)
and Lower (Arizona, California and Nevada)
Basins during times of lower reservoir levels.
The result was guidelines for the coordinated
operations for Lake Powell and Lake Mead,
contained within the 2007 Interim Guidelines.
These guidelines remain in effect through Dec.
31, 2025.

The essence of this coordinated approach is
that releases and reductions will be
coordinated to share risks to water users in
each basin. Detailed descriptions and
definitions can be found in the 2007
Guidelines where further scenario
explanations are available.

Lake Mead

1-40 e 2024|2025 Biennial Budget

-




24 - MONTH STUDY & A LINKED LIFELINE
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WHY DO WATER MANAGERS PAY SUCH CLOSE ATTENTION TO THE
24-MONTH STUDY?

Colorado River water users, like CAP, rely upon operating guidelines related to the amount of
water stored in the two major Colorado River Basin Reservoirs — Lake Powell and Lake Mead.
The operating guidelines determine how much water will be released from those reservoirs to
meet water-user needs. Since 2007, the 24-Month Study has been used to implement the
operational decisions directed by the guidelines. We have long understood the risks to
Arizona’s Colorado River supplies and have been planning for decades, including the successful
efforts to help craft the Drought Contingency Plan for the Colorado River system in 2019.

Each month, the U.S. Bureau of Reclamation (Reclamation) prepares the 24-Month Study based
on hydrologic modeling, including estimates of precipitation, runoff and water uses to forecast
operations for these two reservoirs for the next two years. The study considers three hydrologic
scenarios, a most likely (“most probable”) condition for system inflow into Lake Powell and
releases to Lake Mead, and frequently provides “wetter-case” and “drier-case” scenarios. The
study uses these hydrologic scenarios combined with the complex operating rules of the system
to generate a dense set of tables containing storage and release values for each of the major
reservoirs in the Colorado River system. The results of the monthly study forecast the water
supplies for the more than 40 million people served by the Colorado River.

The Colorado River System relies on snowpack as the primary source of its water supply.
Consequently, there are two particularly important months where data from the Study gives a
clearer indication of what the water supply will be for the subsequent 24-month period:

e In April, at the conclusion of the snow accumulation season, when an accurate projection
of runoff from snow melt can be determined.

e In August, once the runoff period has fully concluded and the storage contents for the
upcoming water year are more fully known.
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The U.S. Secretary of the Interior relies on the April Study to evaluate releases from Lake Powell
and the August Study to make the Colorado River water supply determination for the
upcoming year. Here are the particulars regarding the April and August 24-Month Studies:

APRIL 24-MONTH STUDY

The April 24-Month Study has the best estimate of the likely runoff into Lake Powell, the Upper
Basin’s primary reservoir. The April 24-Month Study is used to make any necessary adjustments
to the previous year's

determination of water releases

from Lake Powell to Lake Mead.

The previous year's

determination was made in

August (see below) with

assumptions about the coming

year's snowpack and runoff. In

the event the forecasted inflow

to Lake Powell from August was

too wet or too dry, the April

Study is used to make

adjustments.

AUGUST 24-MONTH STUDY

The August 24-Month Study forecasts the coming year’s precipitation, runoff and water uses in
the Colorado River Basin. This study is of particular interest because it projects the level of Lake
Mead, the Lower Basin's reservoir, at the end of the calendar year. The projected elevation at
the end of the year, which reflects the amount of storage in Lake Mead, determines the
operating conditions and supply available for Colorado River water users in California, Nevada,
Arizona and Mexico. In summary, the projected end-of-year elevation determines whether
there is a shortage triggered for the coming year. If Lake Mead is projected to be below
elevation 1090, Arizona, and in particular CAP, will face reductions in its available Colorado
River supply. When Lake Mead elevation is between 1090 and 1075’ there is a Tier Zero
reduction, which reduces the supply to CAP by 192,000 acre-feet or about 12%. When Lake
Mead elevation is between 1075" and 1050 there is a Tier 1 shortage, with a reduction of
512,000 acre-feet or about 30%. Here you can see the Lower Basin shortage levels and their
corresponding reductions.
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COLORADO RIVER SALINITY
CONTROL PROGRAM

In 1975, the seven Colorado River Basin states
adopted an EPA-approved salinity standard for the
Colorado River. This standard provides criteria for
dissolved solids and a plan designed to keep the
average annual salinity concentrations at or below
1972 levels. Salinity control is important because
increased salt levels can limit or prohibit agricultural
productivity and add costs to municipal and industrial
water users. All Colorado River water users benefit
from investments in improved water quality,
including those in Mexico.

The Colorado River Salinity Control Program is
managed by a partnership of federal and state
agencies that have worked cooperatively with Tribal
communities, irrigation companies and individual
water users for the past four decades to control the
salinity levels of the Colorado River, while allowing
development and use of its waters. CAP represents
Arizona water users on the Salinity Control Forum,
along with the Arizona Department of Water
Resources and the Arizona Department of
Environmental Quality. Through efforts to date, the
salt load of the Colorado River has been reduced by
about 1.3 million tons annually. The current plan
calls for the creation of an additional 67,000 tons of
annual salinity control practices over the next three
years.

Today, the Colorado River currently meets all
applicable water quality standards, but the challenge
in an era of drought is to protect and maintain that
quality going forward. To meet this challenge, CAP,
the Metropolitan Water District of Southern
California and Southern Nevada Water

Authority joined together in 2011 to form the Lower
Colorado River Water Quality Partnership. The
Partnership works to identify and implement
proactive, collaborative solutions to address Colorado
River water quality by identifying the challenges
currently facing the River, collaborating on research
and policy analysis and developing initiatives and
solutions to ensure the River’s future health and
sustainability.
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Snow Melt Run-Off — Rocky Mountains Colorado
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COLORADO RIVER “RUNOFE”

The maijority of the winter snow runoff that arrives as inflow into Lake Powell occurs from April
through July. In the “water world,” our New Year's is October 1st, since the water year extends
from October through the following September to
give “water wonks”, true hydrologist, a look at the
year's snowpack and runoff. Here is a recap of the
recently released 2022 water year:

e Winter 2021-2022 resulted in a below-average
snowpack

e Spring 2022 runoff into Lake Powell was
abnormally low (71% of the 30-yr average)

e Summer 2022 continued hot and dry across
the Upper Colorado River watershed

e  There was a significant monsoon - Precipitation
across Arizona, Nevada and southern Utah,
which provided unexpected inflow to (and
decreased demand from) Lake Mead. This
resulted in the lowest August release volume
from Lake Mead in more than 20 years.

e The very low inflows contributed to significant depletion of storage in Lake Powell, which
will impact releases to lake Mead in Water Years 2023 and 2024, increasing the risk of
deeper shortages to Arizona in the coming years.
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CAP POWER PORTFOLIO

The Central Arizona Project (CAP) lifts water
more than 2,900 feet across its 336-mile system
stretching from Lake Havasu to Tucson.
Colorado River water is lifted by pumping plants
- 14 in all - flowing through the aqueduct by
gravity until it needs another lift to continue
uphill.

Water is heavy, and pumping it across the state
takes a lot of energy. In fact, CAP is one of the
largest end users of electric energy in the state.

In the past, most of the power needed to move
this water came from a single source, the
Navajo Generating Station, which closed in
20109.

Now, to manage its power needs, CAP has
developed a diversified power portfolio, which
includes a combination of long and short term
market purchases.

Market Forward Purchases

Power from the market as needed to supplement

the long-term power resources

Market Daily/Short-Term Purchases

Pumping on a seasonal and hourly basis to obtain

the lowest cost possible
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Coyote seen at CAP HQ
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THE CAP AND ARIZONA WILDLIFE

Walk This Way!

CAP’s 336-mile system winds across Arizona, bisects the state and thus, creates a man-made
barrier to important wildlife corridors. To ensure this doesn’t alter migration patterns,
segregate populations of wildlife, and restrict access to natural waters, 30 crossings were
constructed over the CAP canal; 11 wildlife crossings, 18 game and cattle crossings, and 1
equestrian crossing.

If You Provide Water,
They Will Come

CAP not only delivers water to 80% of
Arizona’s population, but also to
Arizona’s wildlife. Environmental impact
studies conducted prior to construction
of the system indicated that as the canal
crossed the state, it created a man-made
barrier that could impact wildlife's access
to natural waters. The solution? Install
wildlife drinkers to ensure access to fresh
water. During 2019 study of five drinkers, the positive impact was evident for all types of
animals.
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WATER QUALITY

Water Quality

The Central Arizona Project (CAP) delivers Colorado River water
to users in central and southern Arizona.

While CAP does not treat the water it delivers, water
quality data has been provided to stakeholders since
the first water deliveries in 1985.

Water Quality Monitoring Today

As a service to water users and stakeholder groups,
CAP publishes extensive water quality data on its
website. This data gives water providers important
information about the water CAP delivers so that
treatment plants can be properly equipped and
treatments can be applied to meet national drinking
water standards. CAP’s monitoring program consists
of both real-time measurements and more extensive
monthly and
quarterly samples.

How Does CAP
Notify Water
Users About
Water Quality?

Along with publishing data on the website, notifications
sent to stakeholders provide high-priority updates on
issues that impact the quality of water delivered to CAP
water users. In addition, CAP publishes a Water Quality
Annual Report that summarizes results from CAP’s
monitoring program, including source water from the
Colorado River and Lake Pleasant, and water in the canal.
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Where Is Water Quality Tested?

CAP monitors water quality each month at its Colorado
River source and quarterly at its storage reservoir, Lake
Pleasant. In addition, five sites throughout the 336-mile
system are monitored each month. The samples test for
more than 400 water quality constituents. Three
additional sites are monitored in real time for basic water
quality constituents.

Planning For The Future

CAP is facing a variety of challenges, including climate
change, water shortage, invasive species, emerging
contaminants, and introducing non- Colorado River
water into the system. Such challenges are all addressed
by CAP and its elected, 15-member Board of Directors in
collaboration with stakeholders and other agencies.
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Stormy Day—Colorado River




CAP CLIMATE ADAPTATION

CAP has long been involved in adaptation
activities that mitigate against drought,
including groundwater storage, water
augmentation (e.g., weather modifications),
and water conservation programs. In addition
to these adaptation activities that are directly
connected to CAP’s water supply, CAP has also
funded research projects that improve our
understanding of how hydrological and
meteorological variables influence water supply
conditions and forecasts in the Colorado River
Basin.

CAP / ASU NASA-FUNDED STUDY

CAP has partnered with Arizona State

University on a NASA-funded study to explore

the impacts of future climate on CAP’s water

supply (the Colorado River). ASU received a $1

million grant from NASA towards conducting
modeling and
analysis work that focuses on averting drought shortages in
the Colorado River. The end goal of the study is to
incorporate new modeling products, tools and enhancements
into the existing modeling and analysis used by the CAP.
Results from this study were shared with other Colorado River
Basin stakeholders to analyze the impacts of climate change
on the Colorado River Basin and therefore inform future
decisions regarding the Colorado River as a major supply
source in the West.

REDUCING CARBON FOOTPRINT OF CAP’S
POWER PORTFOLIO

CAP is one of the largest consumer of electricity in Arizona
due to the amount of power it takes to lift water more than 2,900 vertical feet over its 336-
mile system. CAP has developed a diversified power portfolio, which includes renewable
sources of energy.

WATER UTILITY CLIMATE ALLIANCE

CAP is a member of the Water Utility Climate Alliance
(WUCA) (wucaonline.org), a coalition of 12 of the
nation’s largest water providers that collectively
supply drinking water to more than 50 million people
throughout the United States. WUCA is dedicated to
ensuring that water utilities are well-positioned to
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respond to the impacts of climate change on their
water supplies by funding projects, producing
publications and hosting workshops that support
water utility climate adaptation. WUCA's current
membership includes Central Arizona Project, Austin
Water, Denver Water, Metropolitan Water District of
Southern California, New York City Department of
Environmental Protection, Philadelphia Water
Department, Portland Water Bureau, San Diego
County Water Authority, San Francisco Public Utilities
Commission, Seattle Public Utilities, Southern Nevada
Water Authority, and Tampa Bay Water.

CAP CLIMATE ADAPTATION PLAN

CAP began the process of developing its own

organizational climate adaptation plan in 2017. The

process began by assembling a team of CAP staff
members and CAWCD Board of Directors sponsors who collectively represent key areas of the
organization that are vulnerable to current and future impacts of climate change.

Through the remainder of 2017 and 2018, the CAP team worked on developing future
planning scenarios, climate change impacts, and adaptation strategies relevant to CAP’s
strategic planning. The step-by-step process of developing this information and a thorough
analysis of the results and the impact on each CAP function were compiled into a
comprehensive final report that was published in 2019. The climate adaptation plan provides
an assessment of how climate change may impact CAP and identifies adaptation strategies that
the organization can undertake to address those impacts.

Sixty-one potential implications of climate change are presented in this report, along with 131
adaptation strategies. Additional in-depth analysis of implications and strategies is
recommended to identify and prioritize the most important adaptation strategies. The analysis
will be used to support an implementation plan that highlights what strategies should be
implemented and how to implement them, along with a plan for monitoring conditions to
inform additional future action.

The analysis would be used to assess risk to CAP and form the basis of an implementation plan.
Risk could be quantified by assessing the likelihood of implications occurring, the severity of the
implications, and the ability to mitigate the implications. Costs and benefits of strategies could
be assessed. CAWCD is currently finalizing its climate adaptation implementation plan and
anticipates releasing it in late 2021 or early 2022.
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SUSTAINABILITY

CAP’s dedicated team reliably manages and delivers Colorado River water to Maricopa, Pinal
and Pima Counties. Our Environmental Team helps to accomplish this mission in the safest and
most environmentally conscious and sustainable way possible. The team ensures CAP complies
with all environmental laws and regulations and manages four successful programs that help
the organization reduce its impact on our environment.

Green Energy Purchasing

CAP is one of the largest consumers of electricity in

Arizona due to the amount of power it takes to lift

water nearly 3,000 feet over its 336-mile system. CAP

has developed a diversified power portfolio, which

includes energy from a 30 MW solar facility that

provides 6% of our power needs. A second solar phase,

scheduled to come online in 2023, will add an additional 3%. Since 2020, renewables
account for an increasing portion of CAP’s electricity use. CAP’s practice of purchasing most of
its power during daylight hours when solar generation is at its peak accounts for some of this,
as does the regional shift from coal to less carbon-intensive sources.

Waste Reduction and Recycling Program

Over the past 20 years, CAP’s award-winning

environmental management system has recycled,

reused, and repurposed more than six million pounds of

material that would otherwise have been delivered to a

landfill. Both CAP and its employees regularly donate

items no longer needed to local teachers and social

service organizations. These and other efforts contribute to a circular economy where waste is
minimized, and reuse improves the communities we serve. Recycling reduces greenhouse gas
emissions, conserves landfill space, and helps protect our natural resources.

The proceeds CAP receives for recycled materials and the reduction of waste-hauling expenses
fund the entire waste reduction program.
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Sustainable Purchasing Program

CAP’s Sustainable Purchasing Program identifies and procures environmentally preferable

products and services. A convenient one-page checklist serves as a guide to protect the health
and well-being of employees, reduce environmental impacts,
lower overall costs and liability, reduce consumption of
natural resources, encourage external organizations to adopt
a similar program, and help CAP meet its sustainability
goals. When buying products and materials CAP chooses
materials -- whenever practical -- that are recyclable,
repairable, low toxicity, biodegradable, or otherwise prevent
or reduce waste and pollution.

VESP Program

CAP is a Platinum Member of the Arizona Department of Environmental Quality Voluntary

Environmental Stewardship Program1 (VESP). The program identifies and rewards
organizations with a strong history of compliance with
environmental regulations. The program identifies five levels
— copper, bronze, silver, gold, and platinum. To achieve
platinum status, an organization must have a fully
implemented environmental management system — a set of
processes and practices that represent reduced

environmental impacts and increased operating efficiency.
(1 https:/Amww.azdeq.gov/VESP)

The four environmental programs highlighted in this fact sheet are only a sampling of the
many efforts made by CAP and its employees to protect the environment and incorporate
green business practices throughout the organization.

Reduce
the amount and toxicity of
trash you throw away

Recycle Repurpose
as much as possible and A product you don’t use
buy products with or haven't used in a while
recycled content and give it a new life
somewhere else

Reuse
containers and Products

Refuse
To purchase new products
if a reuse alternative is
available
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FEDERAL REPAYMENT

Why Is There A CAP Repayment Obligation?

The U.S. government constructed Central Arizona Project (CAP)
during a span of 20 years (1973—1993) at a cost of more than
$4 billion. The agreement from the beginning was that Arizona,
through the Central Arizona Water Conservation District
(CAWCD), would repay the government for a portion (the non-
federal share) of construction costs.

What Is Included in Arizona’s Repayment Obligation?

Costs that Arizona must repay are directly linked to municipal
and industrial (M&I) use, agricultural use and commercial power
generation. The cost of construction for supplying water to
tribal users is considered a federal cost and is not included in the
CAP repayment obligation.

How Much Is CAP’s Repayment Obligation?

CAP’s repayment obligation is $1.646 billion, plus interest.
Payments started in 1994 and are scheduled to be completed in
2045. As of January 2023, approximately $737 million of the
principal had been paid to date, or approximately 45%. In
addition, $12 million was paid in advance.
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How Much Does CAP Pay Each Year?

The annual payment is made in January for the previous year. It is $55-58 million through
2029, then decreases to $44 million through 2043 with the final $9.2 million payment in
2045. There are two portions to the repayment: interest bearing and non-interest bearing.
The interest bearing is paid first and will be paid off in 2036. The remaining portion of the
repayment is non-interest bearing.

When Will the Federal Debt Be Paid Off?

CAWCD makes its final payment in January 2045. Even though the federal debt will be paid,
the Bureau of Reclamation retains ownership of CAP.

How Does CAP Make This Payment?

CAP has three revenue sources to make this annual payment: 1) surplus revenues in the Lower
Colorado River Basin Development Fund, 2) ad valorem property taxes, and 3) municipal and
industrial capital charges. The CAWCD Board of Directors determines the combination of
taxes and capital charges to be applied towards the payment each year.

Colorado River Basin Development Fund revenues are primarily generated
through a surcharge on Hoover and Parker-Davis energy sold in Arizona, net
transmission revenues and land leases. These are estimated to satisfy
approximately $6-7 million of the debt payment annually.

CAWCD is authorized to levy two property taxes in Maricopa, Pinal and Pima
counties. The first, limited to 10 cents per $100 of assess valuation, may be

used for any authorized CAP purpose. The second, sometimes referred to as
the “water storage tax,” is limited to 4 cents per $100 of assessed valuation

and is available to be used for CAP repayment, operation, maintenance and

replacement costs and the Arizona Water Banking Fund. CAWCD currently

levies both ad valorem taxes at the maximum authorized amount.

Cities, water providers and other industrial long-term CAP subcontractors
pay capital charges to assist in repaying the federal government for the costs
of constructing the CAP infrastructure that supplies their water. Capital
charges are based on allocations for M&l use regardless of the quantity of
water actually delivered.
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CAP SYSTEM USE AGREEMENT

The Central Arizona Project System Use Agreement,
signed by CAP and the Bureau in February 2017,
increases the reliability and flexibility of the state’s
single largest renewable water supply by creating a
legal framework to allow wheeling, firming and
exchanges in the CAP system.

Wheeling is when the CAP system is used to
transport new water supplies; firming refers to the
use of water that has been stored underground to
increase the reliability of CAP supplies during
shortage; and exchanges are arrangements in which
a delivery of CAP water is legally swapped with an
alternate supply.

Work continues on the implementation of the
System Use Agreement, particularly in the
establishment of uniform water quality standards for
the introduction of Non-Project Water into the CAP
system. After extensive public processes, the
CAWCD Board adopted introduction and delivery
standards for non-Project Water. CAP is also
developing an expanded water quality and
monitoring program, along with implementation
guidelines.

Water quality is a critical component of several
wheeling projects under consideration, including
proposals to import groundwater from the
Harquahala Irrigation Non-Expansion Area.

The System Use Agreement has also played a
prominent role in planning efforts related to the
recovery of the more than four million acre-feet of
CAP water stored by the Arizona Water Banking
Authority. The provisions related to exchanges of
non-Project Water for Project Water are particularly
relevant to cost-effective methods for implementing
recovery utilizing existing infrastructure and
partnerships.

By establishing an overall framework, the System Use
Agreement will allow the CAP infrastructure to be
used in more efficient and innovative ways. Those
innovations are crucial to the success of efforts by
CAP and state water agencies to manage risks from
drought and shortages on the Colorado River.
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City of Phoenix Skyline
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ECONOMIC IMPACT - OF COLORADO RIVER WATER
DELIVERED BY CAP TO ARIZONA

The Colorado River water Central Arizona Project (CAP) deliveries has

supported Arizona's gross state product (GSP) with $2 trillion in economic benefits since water
deliveries began. The GSP represents the dollar value of all goods and services produced in the
region and is a measurement of the economic output of a state. This economic impact
supports 22 sectors of the Arizona economy related to gross state product and job-years of

employment.

In Recent Years Top Five Sectors

Colorado River water delivered by CAP has The top five sectors estimated to be impacted
supported an economic benefit exceeding: the most in terms of contribution to GSP since

water deliveries began are:
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CAP REVENUE SOURCES

CAWCD collects revenues primarily through the delivery of water, through collection of
property taxes, and through interest on investments held at the Arizona State Treasurer's office.
The CAWCD Board establishes water delivery rates at a level to operate, maintain, repair, and
replace CAWCD infrastructure. CAWCD also operates several underground storage facilities or
recharge sites and collects revenues from those customers that utilize the sites to cover the
costs of operating the facilities. In addition, CAWCD collects rates, fees and dues from CAGRD
customers that have joined the CAGRD as a means to meet their assured water supply
requirements. CAGRD finances are maintained separate from CAWCD's core business
finances.

CAWCD is authorized to assess two property taxes:

e A general ad valorem tax can be assessed up to $0.10 per $100 of assessed valuation
in Maricopa, Pinal and Pima counties
e A water storage tax can be assessed up to $0.04 per $100 of assessed valuation

Proposition 117 took effect in tax year 2015, which established that a property’s net assessed
valuation (NAV) will be taxed based on the Limited Property Value (LPV). This proposition limits
the annual growth in the LPV of all locally assessed property to 5%.

County County
X NAV/LPV % o NAV/LPV % o

July-June ($M) Growth ($M) Growth ($M) Growth ($M) Growth
T — F
2017 $38,252 5.9% $2,239 5.6% $8,075 3.3% 48,566 5.4%
2018 $40,423 5.7% $2,355 5.2% $8,334 3.2% $51,113 5.2%
— —— ———r
RR— T —

2019 $43,194 6.9% $2,521 7.0% $8,730 4.8% 54,446 6.5%
2020 $45,704 5.8% $2,689 6.7% $9,140 4.7% 557,535 5.7%
— I ——————
[RR— T
2021 $48,724 6.6% $2,869 6.7% $9,696 6.1% $61,289 6.5%
— I —
RR— P
2022 $51,593 5.9% $3,053 6.4% $10,275 6.0% $64,921 5.9%
2023 $54,461 5.6% $3,246 6.3% $10,800 5.1% $68,507 5.5%
— I ——y—————
[RR— Ty
2024 $57,347 5.3% $3,457 6.5% $11,334 4.9% $72,137 5.3%
— I —
2025 $60,401 5.3% !gggg 88% $11,896 5.0% 5’!55! !!%
_ ———— ——

Sources: CAP; Maricopa County; Pinal County; Pima County; Elliott D. Pollack & Company (April 2021)
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LAKE PLEASANT

CENTRAL ARIZONA RESERVOIR SERVES AS CAP’S STORAGE RESERVOIR AND A
POPULAR RECREATION DESTINATION

History - Making Dam

In the mid-1920’s, the need for reliable sources of water in central Arizona had become
evident. As a result, Waddell Dam was designed to contain the Agua Fria River and provide
valuable irrigation water to the Maricopa Water District’s service area. When completed in
1928, Waddell Dam was the largest multiple arch concrete dam in the world. The “massive”
structure stood 76 feet tall and 250 feet long with a crest length of 2,160 feet. The total
storage capacity was 157,000 acre-feet.

The Thirst For Water

In 1968, President Lyndon B. Johnson signed the
Colorado River Basin Project Act, which authorized
the Bureau of Reclamation to construct the Central
Arizona Project (CAP). The CAP would supply a
majority of Arizona’s allocation of Colorado River
water to central and southern Arizona. With the
creation of the CAP, Lake Pleasant would
transform from a reservoir that stored and
supplied irrigation water to farmers, to the primary
storage reservoir for the CAP and a critical
component of its reliable water delivery system.

The storage capacity of the new reservoir would
need to increase substantially, so construction of
New Waddell Dam began in 1987. The new dam,
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constructed 1/2 mile downstream of the old dam, was completed in 1992. At a height of 440

feet, New Waddell Dam overshadows the original, which was left in place and sits

approximately 100 feet below the water surface. The storage capacity increased to 811,784

acre-feet, more than five times the previous capacity. Although the Agua Fria River still

provides some inflow at the upper end of the reservoir, the primary water source is now the
Colorado River.

Present Day Lake Pleasant

Lake Pleasant has become one of the most heavily used
recreation areas in Arizona. With numerous boating,
fishing, camping, and off-roading opportunities in and
around the lake, more than 750,000 visitors frequent
Lake Pleasant Regional Park each year.

Reservoir Operations

Lake Pleasant is roughly at the midpoint of the CAP
system, just upstream from where CAP will ultimately
deliver the majority of water to Arizona cities,
agricultural and tribal users. The ability to utilize Lake
Pleasant for storage provides flexibility to balance
Colorado River water supply diversions and customer
deliveries. This also maintains energy costs. CAP's yearly
pumping plans take advantage of low energy prices
during winter months to move more water into Lake
Pleasant. When primary fill season concludes during the
end of May, water is released from Lake Pleasant for
deliveries to water users. This results in reservoir
fluctuations of 30-60 feet annually.
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MARK WILMER PUMPING PLANT

Central Arizona Project

Central Arizona Project (CAP) is Arizona’s single largest
resource for renewable water supplies, reliably delivering
water from the Colorado River to central and southern
Arizona every year.

The CAP starts at the Mark Wilmer Pumping Plant near
Lake Havasu and continues to the southern boundary of
the San Xavier Indian Reservation southwest of Tucson.
It is @ 336-mile-long system of agqueducts, tunnels,
pumping plants and pipelines.

The Mark Wilmer Pumping Plant was the first plant built
in the CAP system. Right at the outset, the first
engineering challenge was pumping water from the
river and then lifting it 800 feet up Buckskin Mountain
where it is released into the seven-mile long Buckskin
Mountain Tunnel.

This phenomenal construction feat was captured on
video and is a fascinating look at the engineering marvel
that is CAP.

Uentral Arizona Projecl
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Central Arizona Project

Plant construction started in 1973 and CAP first delivered water to the west of Phoenix in
1985.

The plant contains six, 60,000 horsepower pumps each capable of moving 278,256
gallons per minute, or 16.7 million gallons per hour (400 million gallons per day).

Water is pumped off the river and lifted 824 feet up Buckskin Mountain, where it is
released into Buckskin Mountain Tunnel.

Buckskin Mountain Tunnel was constructed from 1975 to 1980; it is seven miles long, 22-
feet in diameter, and is fully lined with 28,500 concrete segments/panels.

Each pump unit at Mark Wilmer Pumping Plant
requires 50 megawatts of energy; for comparison,
Lake Havasu City, with a population of about
57,000 would use about 45 megawatts on the
hottest day of the year.

When all six pumps are running, they could fill an
Olympic sized swimming pool in less than 23
seconds, pump 2.3 billion gallons per day or 7,120
acre-feet.

Mark Wilmer Pumping Plant is a half-plant design,

which means that the discharge piping and all the :

supporting auxiliaries were designed to operate half of the plant while the other half is in
a planned or forced outage condition, for example, for maintenance.
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~ STORM IMPACT FOR TUCSON AREA

T R 2023 article from CAP’s Internal Communications - - CAP Connections - By: Rich Weissinger, Director Field Maintenance i

It may seem like the monsoon season has been light; however, CAP’s southern operations have A
seen some definite impacts. : ‘ '}

On Thursday, August 17, 2023 around 3:30

pm, a severe storm in the Tucson area knocked M
down power poles/lines on the 115 kV

Rattlesnake to Valencia transmission line that

feeds all pumping plants from Twin Peaks to

Black Mountain (six plants in all). All back-up

generators at the plants started up and

transferred successfully, which allowed us to

have some level of control at the plant, but not

operate any of the pumps. | ‘_

Employees from CAP, WAPA, and AEPCO all ) ,
worked tirelessly to first assess the situation and

then get the plants back operating. Around 27

wooden power poles supporting the 115 kV

line were knocked down between the Twin

Peaks and Sandario Pumping Plants.

Ultimately, we were able to back feed the
plants downstream of Twin Peaks from Valencia
Substation (via a procedure created in 2020
after a similar event) and normally feed Twin
Peaks from Rattlesnake Substation. We were
7 s able to restore power from Black Mountainto
| o Sandario by early Friday. Twin Peaks was
s ; . restored around 8:00 pm on Friday, restoring
2 full and normal operational capability to the full
system. WAPA crews will be working to repair
poles between Twin Peaks and Sandario in the ;
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Four Peaks - Arizona
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_ -'“;;oming weeks. In the meantime, we will be in an abnormal c6nflgurat|on_feedinrg the plants,
- all crews are aware of this and will work closely with the electrical safety program
administrators regarding safe clearance configuration as needed.

R One thing unique regarding the event was a downed distribution line at the Tucson Field
Office. We kept employees inside the building until it was determined it was safe to exit. The
downed line was blocking access to employees’ personal
vehicles. Working with plant crews and with advice g
from TEP, at approximately 7:00 pm it was determined
that the area could be safely barricaded, and employees
could access CAP vehicles to go home.

Less than a week later, August 22, 2023 at about 4:16
p.m., CAP’s 115KV Transmission line was lost again to
another fast-moving thunderstorm, affecting pumping
capacity from Sandario Pumping Plant through Black
Mountain Pumping Plant. It was already in an abnormal

power configuration due to last week’s event, so WAPA | !
quickly identified a new area of concern. They confirmed ' " ;i
another 10 power poles were downed between the : f

Sandario and Brawley Pumping Plants. Although both
WAPA and CAP staff were able to restore power from
Brawley to Black Mountain Pumping Plants, due to the
location of the second incident, CAP will not have
pumping capacity at Sandario Pumping Plant until either
repair is back online.

Coincidently, during General Manager Brenda Burman'’s

field visits earlier this month she asked what keeps me

up.at night. | said it's the issues out of our control, such ‘
as monsoons. | mentioned Pool 34, power disruptions,
etc. You never know where they will hit or what they
will bring. What we do is ensure we are prepared, know . '
our backup systems (protection systems, generators, etc.) are tested and maintained effectively

and emergency procedures (operations and clearance procedures) are available and ready to

go, come what may. We don’t rely on luck. Luck is what happens when preparation meets

opportunity.

So, although these were unfortunate events, it did showcase the communication between our
- Water Operators, Electrical Safety, Field Maintenance teams, and our external electrical
‘organizations (WAPA and AEPCO). We have a resilient system and many smart employees that
were able to safely and quickly address events, without much interruption in service to our
‘water customers.

2024 | 2025 Biennial Budget o 1-71

L€niral ATlzona rrojec! T {




B N
7 o e

CAP Canal

1-72 e 2024|2025 Biennial Budget




General
Fund

CAGRD
Account

Supplemental
Water
Account

Captive
Insurance
Fund

DISTRICT FUNDS

Central Arizona Project (CAP) accounts for its activities by means
of four separate funds and accounts. Each fund and account
represents a separate activity that has its own sources and uses
of cash. Within each, revenues and expenses are further divided
between operating and non-operating categories. These funds
and accounts are further explained in the Operating Budget,
Section 4. The following key assumptions provide the
framework and guidance for development of the 2024/2025
Biennial Budget. The assumptions and trends are discussed in
the sections that follow:

Largest share of Central Arizona Water Conservation District
(CAWCD or District) financial activities that include water

deliveries, maintenance, underground water storage, federal
debt repayment, capital spending and other daily operations

Assumptions

e \Water revenues are based on reconciled rates of estimated
costs and projected water volumes

® Tax and capital charge revenues are based on current Board
approved rates and distributions

e Sufficient funds are included in the budget to ensure that all
capital facilities and equipment are properly maintained

® No contingency amount is included in the budget

All activity of the Central Arizona Groundwater Replenishment
District (CAGRD) for Member Service Areas (MSA) and Member
Lands (ML) revenue collections, water replenishment obligations
and related operating expenses

Assumptions

® CAGRD rates include components for the cost of
replenishment water, replenishment reserve, water rights,
infrastructure and administration

® Membership dues will be collected at maximum each year

® Replenishment obligation expense is based on the
anticipated cost of supplies to fulfill obligation

Reserves that are held pursuant to the Ak-Chin Water Rights
Settlement to acquire or conserve Colorado River Supplies
Assumptions

e Interest accrues on the reserve balance

e There are no anticipated costs during the budget period

All activity for the CAWCD Insurance Company (Captive), a tax-

exempt wholly-owned corporation for CAWCD'’s self-insurance

of property, casualty and health coverage

Assumptions

e Premiums will be established based on actuarial estimates

e Reserves will be funded in accordance with legal
requirements
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Red Mountain freeway just north of McDowell Rd — Taken by CAP Employee Pam Saba
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DISTRICT REVENUES

CAWCD has four major sources of funding:

hich include Water Operations and Maintenance (O&M) charges,

ment Fund (BDF) revenues

r revenues

Water O&M charges are the District’s most significant revenue source, accounting for approximately
50% of the 2024/2025 Budget. Property taxes comprise approximately 21% of revenues, with the
balance comprised of capital charges, Basin Development Fund (BDF) revenues, interest income and
other Revenues. Other revenue includes Central Arizona Groundwater Replenishment District

(CAGRD) charges, interest income, underground water storage fees, reimbursements and interest
income.

Each fund and account is accounted for individually to determine the performance of the specific
activities within that fund. At the consolidated level, inter-fund activities are eliminated. For instance,
CAGRD purchases water from CAP to meet its obligations. Within the General Fund it is shown as a
revenue or sale of water while in the CAGRD account it is shown as an expense. At the consolidated
level, the transaction is eliminated, which is shown under eliminations.
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The following table shows the year-over-year revenue changes are explained in the subsequent
sections:

2023 2024 2025 24 vs 23 25 vs 24

(Millions) Projection Budget Budget Incr/(Decr)  Incr/(Decr)
Water O&M Charges $ 186.7 $ 2339 $ 258.7 $ 472 $ 2438
Capital Charges 36.8 36.5 37.2 (0.3) 0.7
Power & Other BDF 7.2 6.7 6.7 (0.5) 0.0
Other Revenue 57.1 68.8 74.9 11.7 6.1
Property Taxes 97.9 104.4 109.2 6.5 4.8
Interest Income 29.5 25.8 28.6 (3.7) 2.8

Total Revenues

Water Delivery Charges

Water Volumes

The delivery of wholesale, untreated surface water represents CAWCD's core business with
deliveries to customers grouped into three major classes: Municipal and Industrial (M&l), federal
(also known as Indian or Tribal) and excess. The M&I and federal deliveries are pursuant to long-
term federal contracts and long-term M&I subcontracts. Any amounts not delivered under these
agreements are available as excess water under annual short-term agreements. The highest
priority of excess water is the agricultural (Ag) settlement pool, which was established pursuant to
the Arizona Water Settlement Act (AWSA).

The AWSA established a pool for Ag customers as a settlement for relinquishing their long-term
CAP subcontract allocations so that some of the water supply could be used for Indian water right
settlements and some could be reallocated to M&I in the future. In 2021, 246,083 acre-feet was
delivered to the Ag Settlement pool, but declined to 30,825 acre-feet in 2022. No deliveries are
expected in 2023, 2024 or 2025 as there is no excess pool water available. Ag subcontractors
were relieved of certain indebtedness to the United States, which was partially assumed by
CAWCD (known as 9(d) debt). This 9(d) debt will be paid by M&l reallocation recipients. In
addition, Ag Pool customers do not pay Fixed Operations, Maintenance and Replacement (OM&R),
which is referred to as the Ag Consideration.

In the event there is excess water, CAWCD has an "Access to Excess" policy for its allocation. In
developing the Annual Operating Plan (water deliveries):

e CAWCD shall first use available CAP excess water to fully satisfy the Ag Settlement Pool. Any
remaining CAP excess water is “Other Excess”.

e CAWCD will then use Other Excess to satisfy commitments associated with the Water
Availability Status Contract with the City of Scottsdale, not to exceed 2,910 acre-feet.

e CAWCD will then use Other Excess to satisfy the difference, if any, between the most recent
year of reported CAGRD replenishment obligation, and the volume of renewable supplies
available for replenishment (excluding Long Term Storage Credits (LTSCs)), up to a limit of
10,000 acre-feet per year.
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e The Board will further make an annual decision whether to make additional Other Excess
available to the Statutory Firming Pool. If the Board decides to make Other Excess available, it
will be apportioned among the Arizona Water Banking Authority (AWBA), Reclamation, and
CAGRD based on an annual coordination meeting among the three organizations.

e The Board may further establish a Supplemental Firming Pool, comprised of any Other Excess
available after satisfying the Statutory Firming Pool. This pool will be made available at the
same charge and on the same terms to federal and non-federal long-term contractors holding
non-Indian Agriculture (NIA) priority supplies on a proportional basis until all orders are
satisfied or the available supply is fully subscribed.

e CAWCD can provide up to 35,000 acre-feet to meet CAGRD annual replenishment
obligations.

e All remaining Excess Water goes to the Statutory Firming Pool.

State law, ARS 48-3772(E)(8), provides that the CAGRD replenishment reserve shall have access to
excess CAP water equivalent to that of the AWBA for firming CAP M&I subcontracts.

Due to the ongoing drought, structural deficit and Drought Contingency Plan (DCP)
implementation, water available to CAWCD has decreased. In addition, as M&I and federal water
usage has grown.

Wheeled Water

In 2023, CAWCD delivered its first non-project water that was delivered via a system use
agreement with the Bureau of Reclamation. Wheeled water adds to the volume of CAP deliveries
and helps decrease the Fixed OM&R rate. It can be wheeled for a customer firming its M&
subcontract, or federal contract supply that was shorted, or simply for water in addition to any
other contract. If it is for firming a shortfall in a contract or subcontract, it does not retain losses,
otherwise it is subject to a 5% decrease for system losses and is also subject to facility use
charges, which are equivalent to M&l capital charges. CAWCD expects to be able to also wheel
water under its authority once the System Use Agreement is in place.
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CAGRD Credit Transfer

CAWCD holds some LTSCs that are dedicated to CAGRD, who purchases the credits at the
current reconciled rate. These transfers increase the water volume that the water delivery costs
are spread over.

Major Assumptions

e In 2024 and 2025, CAWCD planned deliveries are based on a Tier 1 DCP level, which includes
a total reduction of 512,000 acre-feet of deliveries.
CAWCD planned deliveries are reduced by anticipated voluntary conservation reductions
resulting in decreased deliveries of 267,000 acre-feet in 2024 and 275,000 acre-feet in 2025.
The Ag Settlement Pool does not have any deliveries anticipated for 2024 and 2025.
No other excess water is made available during the budget period.
DCP mitigation is included with CAWCD contributions of:
° 50,307 acre-feet and $7,866,000 in 2024
° 50,307 acre-feet and $8,071,200 in 2025
There will be approximately 2,000 acre-feet of Non-Project water in both 2024 and 2025.

Volume 2021 2022 2023 2024 2025
(Acre-feet in Thousands) Actual Actual Projection Budget Budget

Project

Municipal & Industrial

Federal

Ag Settlement

Other

NonProject

Firming-Federal

Other Wheeled-Federal

Total Water Deliveries

CAGRD Credit Transfer

Take or Pay/Adjustment

Total Water Volume

Revenues (wviliions)

Total Water O&M Charges $ 1733 $ 176.8 $ 186.7 $ 2339 $ 258.7
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Water O&M Charges

As prescribed in CAP’s rate-setting policy, Water O&M rates are set biennially in June (even years)
for the upcoming two calendar years with firm rates for the first year, provisional rates for the
second year and advisory rates for the following four years. Provisional rates automatically
become firm the next year, unless the Board takes additional action. In 2022, CAP set the
provisional rates for 2024. During the 2023 rate setting review, although there appeared to be a
high likelihood of a Tier 1 shortage in 2024, it was also known that a significant number of
conservation activities were to occur in 2023 though 2025. Many of the conservation programs
were being coordinated through the Bureau of Reclamation and were to decrease CAP water
delivery volumes. With the additional conservation, the rates will be more closely aligned with the
rates that would occur with a Tier 3 shortage. Due to changes with energy market forecasts,
transmission costs and the water volumes, the Board revised the 2024 rates as well as the 2025-
2028 advisory rates to coincide with the Tier 3 rate. Other Tier level shortages were also provided
as a reference. The updated rates can be found in the Rate Schedules in the Appendix (pages 7-3
through 7-7).

Due to the correlation between water delivery volumes and water delivery charges, assumptions
used to explain water delivery volumes are pertinent for understanding water delivery revenues.
The table on the previous page reflects actual water deliveries and associated revenues for 2021
and 2022 and water delivery volume assumptions and related revenues for 2023 through 2025.

Water Operation & Maintenance (O&M) rates have two major components: Fixed OM&R, and
pumping energy. Each of these components is discussed in the subsequent sections.

Fixed OM&R Rate Component

The Fixed OM&R component of the rate is comprised of two parts: O&M costs and a capital
replacement component (“Big R”). The O&M costs are calculated to assume that costs associated
with fixed O&M are recovered on an annual basis. Water delivery costs for the year are divided by
total deliveries for the year to calculate the O&M rate. Since costs are fixed, as deliveries decrease,
the rate per acre-foot increases and vice versa.

The “Big R” component funds annual major repairs, replacements and capital improvement
programs (CIP) related to water deliveries. However, to mitigate fluctuations in annual capital
spending, the model is designed to smooth the rate and to recover the costs over several years
rather than 100% in each year.

In consideration for giving up their subcontract water rights, Ag settlement pool stakeholders’
Fixed OM&R is paid from property taxes. Since tax revenue is recorded when levied, Water O&M
revenue is not recorded on Ag Settlement pool deliveries. With the reduction and elimination of
the Ag Settlement pool, more Water O&M revenue is recorded on those deliveries that are
delivered to long-term contract holders, thus increasing water delivery revenue.

When the AWBA has deliveries, they can request the water storage revenues be used to pay for
the deliveries. This is shown as Water Revenues Contra WSTA reversal of water delivery revenue
as the deliveries are recorded upon delivery (see page 7-2).

M&I subcontracts and federal contracts have a ‘take or pay’ provision wherein any orders not

taken or successfully remarketed, the contractor must still pay the Fixed OM&R on the undelivered
amounts.
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Pumping Energy Rate Component

The pumping energy rate component relates to the energy costs associated with delivering water.
All customers pay pumping energy, including Ag customers. Energy is provided through long-term
contracts, the energy market and the Hoover Power Plant (see pages 2-15 through 2-16 for
additional energy information). The use of energy is variable and as deliveries decrease, the total
energy cost and subsequently the revenue also decrease. The rate per acre-foot, however, remains
fairly consistent.

Major Assumptions

e 2024 and 2025 Water O&M revenues are projected to be the indicated volumes and at
reconciled rates for long-term contracts and subcontracts.

e 2024 and 2025 water delivery levels will be at the levels indicated on page 7-1.
CAPITAL CHARGES

Capital charges are used to pay the District’s annual repayment obligation to the federal
government for building the CAP. CAWCD assesses a capital charge to M&I customers based on
subcontract allocations for M&I subcontractors and are not impacted by water delivery volumes.
Neither federal nor Ag customers pay a capital charge.

Customers using excess water pay capital charges in the form of a facility use charge based on
scheduled water deliveries. Any repayment obligation amount not covered by Basin Development
Fund revenues or capital charges are made up from property taxes.

Non-Indian Agricultural Reallocation

Through 2020, CAWCD held 96,295 acre-feet of NIA priority rights that had been set aside for
future allocation to M&I users. These NIA priority rights were recorded as an asset of CAWCD at
$88.7 million. In exchange for the relinquishment, CAP incurred a 9(d) debt liability related to loans
that had been made to the irrigation districts, which was recorded as an $88.7 million liability.

The first reallocation of 44,530 acre-feet occurred in 2021 for delivery in 2022. Of these, CAGRD
received 18,185 acre-feet. Upon reallocation, the District collected charges from the M&I users, an
amount sufficient to repay the District’s costs in facilitating the payment of the 9(d) debt. These
funds were deposited into a restricted reserve that will be utilized when the repayment begins in
2026 (see appendix (page 7-14).

As a result of this reallocation, the District recorded a write-down of the NIA asset of $6.8 million in
2021 for the reallocation (excluding CAGRD). In addition, the District recorded back-capital charges
for these acre-feet of $34.2 million. The District offered a 5-year payment option to the recipients,
with the first payment due in September 2021 and then equal installments for the next 4 years. The
acre-feet allocated to CAGRD impacted the individual funds and accounts, but were eliminated at
the District level.

Major Assumptions

e Ma&l Capital Charge and facility use rates will be $53/acre-foot for 2024 and $54/acre-foot
for 2025.

e There will be no facility use charges during the budget period.
e There will be no additional NIA reallocation occurs in during the budget period.
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BASIN DEVELOPMENT FUND REVENUES

CAP is a multi-purpose water resource project authorized by the Colorado River Basin Project Act
and constructed by Reclamation. This act established the Lower Colorado River Basin
Development Fund (LCRBDF or BDF) maintained by the U.S. Department of the Treasury.
Although the District is responsible for the operation and maintenance of CAP and repayment of
the reimbursable construction costs, the United States retains a paramount right or claim in CAP
arising from the original construction of CAP as a Federal Reclamation Project. The District's right
to the possession and use of all revenues produced by CAP is evidenced by the Master Repayment
Agreement, various laws and other agreements with the United States. Legal title to CAP will
remain with the United States until otherwise provided by Congress.

BDF revenues are earned from a surcharge on energy sold in Arizona from the Hoover Power Plant
and the Parker-Davis Project, net transmission revenues, revenues associated with land-use
agreements, sale of excess lands and other miscellaneous revenue. Following are the Power &
BDF Revenue year-over-year changes:

2023 2024 2025 24 vs 23 25vs 24
(Millions) Projection Budget Budget Incr/(Decr) Incr/(Decr)
Hoover 4.5 Mil Revenue $2.3 $2.1 $2.0 $ (0.2) $(0.1)
FarkerDavs 45 MilRevenve 3T T e T 6 0.1
| Net CAP Transmission Revenues (1.3) (0.7) (0.7) (0.6) -
| Land-Related Revenue 0.8 T 0.7 (0.1) -
| Misc NGS Revenues 3.2 2.8 2.8 (0.4) -

Major Assumptions

e Hoover 4.5 mil surcharge and Parker Davis revenue will continue
e Transmission revenues will occur as indicated and include transmission losses
e Land sale proceeds and land use fees will occur as indicated
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REIMBURSEMENT AND OTHER REVENUES

Reimbursements and other revenues account for various miscellaneous items, such as CAGRD
charges, underground storage revenue and Captive revenues. Other revenues collected by
CAWCD or expenses reimbursed to CAWCD by other entities are recorded in this category.
Revenues from the Captive are eliminated at the consolidated level.

The following are examples of the type of revenues included in this category:

2023 2024 2025 24 vs 23 25vs 24
(Millions) Projection Budget Budget Incr/(Decr) Incr/(Decr)

CAGRD Assessments

Underground Storage Facilities O&M

Captive Insurance Premiums

Other

Eliminations

Total Reimbursements and other $ 74.9
revenues

Underground Storage

CAWCD, through previous State Demonstration Tax proceeds (predecessor to the water storage
tax) and some general ad valorem tax proceeds, built several underground storage sites,

frequently called recharge sites. These sites continue to serve a variety of purposes, including:
storing excess water to allow the AWBA to create long-term storage credits toward meeting its
M&I firming goal; providing stakeholders the ability to store unneeded entitlement for self-firming;
as well as providing a means to replenish water for CAGRD obligations.

Since the underground storage facilities (USF) were constructed using State Demonstration Project

tax revenues and general ad valorem tax revenues, when entities other than municipal, AWBA and
CAGRD (e.qg., federal, industrial, etc.) utilize them, an
underground water storage Capital Charge is assessed to
recover the costs of constructing these facilities.

CAP Underground CAWCD Underground Storage
Storage Facilities Operational Capacity
338,500 Total Acre-Feet Total

Pima Mine Road 23,000
Lower Santa Cruz 50,000
Agua Fria 24,000
Hieroglyphic Mountains 35,000
Tonopah Desert 150,000

Superstition Mountains 56,500
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AD VALOREM TAXES

CAWCD is authorized to collect two ad valorem property taxes. Tax rates are set annually for the
next tax year by the Board on or before its August meeting.

General Ad Valorem Tax

The District’s enabling legislation authorizes levying a general ad valorem tax throughout
CAWCD's three county service area (Maricopa, Pinal and Pima counties), not to exceed $0.10 per
$100 of Net Assessed Valuation (NAV) based on Limited Property Values (LPV). These taxes have
been used for CAP federal debt repayment, Ag Consideration, recharge capital spending,
smoothing project O&M spending and other Board-approved programs. This general ad valorem
property tax was first levied beginning in the 1974 / 1975 tax year.

In June 2023, the Board set the 2023/2024 General Ad Valorem tax rate to $0.10.
Water Storage Tax

In 1996, the Arizona state legislature created the Arizona Water Banking Authority and the
Arizona Water Banking Fund for purposes of increasing Arizona'’s use of its Colorado River
entitlement. The legislation also authorized CAWCD to levy a water storage tax at a rate of $0.04
per $100 of NAV in Maricopa, Pinal and Pima counties, based on LPV. Arizona Revised Statutes
(ARS) §48-3715-03.A provides that the Board shall determine whether any or all portion of the
water storage tax is to be applied toward the repayment of CAP construction or operating costs.
If these monies are not needed by CAWCD for these purposes, they must be transferred to the
AWBA.

In 2014, ARS § 45-2423 was revised, allowing the AWBA to purchase LTSCs. The Board
subsequently approved an amendment to the existing Intergovernmental Agreement (IGA) among
CAWCD, AWBA and Arizona Department of Water Resources (ADWR) that governs the way in
which $.04 taxes can be used to help pay for such purchases. The Board will continue to establish
the Water Storage Tax rate and a resolution on its use each June under the existing statutes.

In June 2023, the Board set the 2023/2024 Water Storage tax rate at $0.04.

Tax Years General Water Storage
(collected October- Ad Valorem Tax Ad Valorem Tax
September) (per $100 NAV) (per $100 NAYV)
1984-88 $ 0.07 N/A
T s o0 e
1995-00 0.10 $0.04
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General

Ad Valorem Tax
(Millions)

Calendar
Year

Water Storage
Ad Valorem Tax
(Millions)

Total
(Millions)

Process for Long Term Storage Credit Purchases

AWBA and CAP staff meet in May each year to discuss AWBA's draft Annual Report and the
projected Water Storage Tax revenue. By May, AWBA will identify in its draft Annual Report the
amount of revenues it will seek from the CAWCD Water Storage Tax for the purchase of the

projected volume of LTSCs for M&l firming
during the following calendar year. In June,
staff will bring the water storage tax
resolution to the Board, which includes a
request to transfer the identified amount to
the AWBA. As the AWBA Commission
approves a purchase for M&I Firming LTSCs,
AWBA will submit the agreement to staff
for reimbursement up to the Board’s
approved level.

AWBA activities generate underground
storage credits for the purposes of firming
CAP M&I water supplies. Since 2012, the
Board has designated the funds for federal
repayment and OMG&R costs, which includes
AWBA M&l firming.

Property Tax Equivalency

Entities that are outside of the three-county
area pay a property tax equivalency charge
that is equivalent to taxes paid by entities
within the CAP delivery area. These
proceeds are transferred to the state Water
Protection fund as required by statute.

Major Assumptions

e The general ad valorem tax rate will
remain at $0.10 per $100 of NAV
throughout the budget period.

e The water storage tax rate will remain
at $0.04 per $100 of NAV throughout
the budget period.

AWBA LONG-TERM STORAGE CREDIT

PURCHASE PROCESS

Annial
Report

Board.

Meet‘in"g‘“ -
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the CAWCD Water
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purchase of projected
volume of LTSCs for M&l
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amount to transfer to
AWBA for LTSC
purchases.

AWBA approved
purchase agreement

" submitted to CAWCD for
 transfer of funds for the

contract amount.




INTEREST INCOME

CAWCD is required by its enabling legislation to invest funds not currently needed for operations
or dedicated to the repayment of revenue bonds with the Arizona State Treasurer. Funds
invested earn interest and this interest is recorded in the appropriate accounts. The Captive funds
are held at First Hawaiian Bank. CAWCD also receives interest on funds that are held in the BDF

by the Reclamation.

The following graph shows the historical and projected interest and fair value (FV) adjustments as
well as the average annual interest rate on investments at the Arizona State Treasurer.

Major Assumption

e Interest rates for funds invested with the Arizona State Treasurer will be an average of
3.5% for 2024 and 3.7% for 2025.
e Interest will be collected on the annual NIA reallocation payments at 2.5%.

2024 | 2025 Biennial Budget e 2-13




DISTRICT EXPENSES

District expenses are categorized as either operating or non-operating expenses. Operating expenses
include pumping energy, salaries and related costs, amortization and depreciation and other
operating costs. Non-operating expenses include interest expense on the federal repayment
obligation and bonds and disbursements to AWBA.

Historically, the highest cost has been pumping energy, although with the decreased water volumes,
it has fallen below salaries and related costs and other operating costs.

The following table shows the year-over-year expense changes which are explained in the subsequent
sections:

2023 2024 2025 24 vs 23 25 vs 24
(Millions) Projection Budget Budget Incr/(Decr) Incr/(Decr)
Salaries & Related Costs $78.6 $ 86.5 $93.0 $7.9 $6.5
‘Amortization & Depreciaion 486 436 466 (G0 30
W

$275.7 $294.6 $315.4 $18.9 $ 20.8
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PUMPING ENERGY

The greatest variable affecting water
delivery expenses is the cost of
pumping energy. While most
General Fund operating costs (Fixed
O&M) will not vary with water
deliveries, the cost of electricity to
pump CAP water does vary.
CAWCD anticipates using 1,689
gigawatt hours (GWh) of energy in
2024 and 1,719 GWh in 2025 to
meet the District’s pumping needs at
the projected water volumes.

CAP has developed a diversified
power portfolio. Currently, almost
70% of total CAP energy needs are
obtained from market purchases.
The remaining energy comes from a
long-term contract for Hoover Dam
generation, a power purchase
agreement (PPA) for energy from a
30 megawatt (MW) solar plant with
another PPA for a second solar plant site for 20 MW with a 60 MWh battery bank, a PPA with an
Arizona utility for 35 MW of firm energy from their fleet of generation (expiring at the end of
2024), and the hydroelectric generation produced as a result from releasing water from Lake
Pleasant.

CAP schedules energy use and develops pumping strategies that most efficiently fulfill customers'
requests by using the system's 109 pumps. Although CAP runs 24 hours a day, schedulers utilize
an on-peak/off-peak energy schedule to maximize pumping during off-peak times when energy is
less in demand and less expensive.
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The District established an Energy Risk Oversight Committee (EROC) that acts as an advisory
committee on a variety of energy and transmission-related issues affecting CAP operations.

The District uses a portfolio approach for managing CAWCD's contract energy resources and
transmission contracts. This approach focuses on designing a portfolio of projects that best meet
the following guiding principles:

Minimizing volatility in cost paid by CAWCD without sacrificing reliability

Maintaining options for use of transmission
Leveraging use of existing transmission infrastructure

Willingness to commit capital to secure new transmission

Due to current market conditions, forward energy prices are elevated. CAP has acquired
approximately 50% of estimated need for 2024 and 15% of energy needs for 2025, with no
forward purchases made yet. CAP will explore best pricing strategies going forward, such as
conducting energy auctions to lock in prices of future energy.

CAWCD can increase or lower the water stored in Lake Pleasant to meet CAP operational needs.
When water is pumped into the lake, CAWCD increases water inventory and reduces pumping
energy costs. Conversely, when water is released from the

lake, water inventory is decreased and pumping energy

costs are increased.

Major Assumptions

e Long-term contracted power is available at
$51.18/MWH in 2024 and $38.60/MWH in
2025.

e Market purchases made at an average of
$34.22/MWH in 2024 and $51.79/MWH in

2 OZ 5 . Power Lines in Arizona

e Lake adjustments occur as indicated in the
energy section of the Appendix (page 7-9).

TRANSMISSION

e Transmission costs includes operations (delivery of pumping energy) and maintenance
activities.

e Western Area Power Administration (WAPA) is implementing a One Transmission Rate,
combining the formula rates of transmission systems in the Desert Southwest Region,
effectively reducing transmission expenses by over $4.0 million annually for CAP.

Major Assumptions
e Similar to the energy markets, transmission rates are projected to increase .

e CAP will maintain its contractual agreement with WAPA for transmission line maintenance
under the One Transmission Rate.
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SALARIES AND RELATED COSTS

CAWCD'’s workforce is projected to be comprised of 495.5 full-time equivalent (FTE) positions
for the 2024/2025 budget period. CAGRD has a staff of 9 FTEs that are dedicated to CAGRD
operations and the rest are dedicated to CAP operations. Of the FTEs dedicated to CAP
operations, about one-third are assigned to the pumping plants and other locations along the
agueduct and the balance are assigned to Headquarters in Phoenix. Approximately 70% of
CAWCD'’s workforce is dedicated to the core water delivery business, including water delivery
activities, capital projects and extraordinary maintenance projects. Three positions were added
in 2022: Planning Analyst, Executive Strategy Advisor, and Senior GIS Analyst. There are three
new FTE additions in the 2024/2025 budget from 2023 levels: Resource Planning Senior
Analyst, Senior Attorney and Protective Engineer.

Since the COVID-19 pandemic, CAP has experienced a decline in its ability to recruit and retain
high-quality staff to ensure the reliability of its critical and unique infrastructure. During 2023,
CAP commissioned a comprehensive compensation study for both Crafts and Trades (CT) and
Administrative, Technical, and Professional (ATP) positions. The study demonstrated that CAP
employee salaries had not kept pace with the market since the last study had been completed in
2021. To address this issue, market adjustments have been included in the salaries budget for
specific positions based on the results of the study. Once these market adjustments have been
incorporated, merit increases of 5% have been included for 2024 and 2025. CAP’s management
is confident that by addressing the salary gap, we will return to being a highly competitive
employer in 2024,

Another driver of salary expenses in the operating budget is a change in the type of work being
performed. Shifting work from capital to operating projects will move salary expenses into the
operating budget and out of the capital budget. The net effect is cost-neutral, but it does have
an impact on water rates. This effect is driven by the nature of work being performed and will
vary from year-to-year.

Finally, one of the ways CAP controls costs is to assume that a certain number of positions will

remain vacant over the course of the year. The savings from these openings are removed from

the budget and staffing is actively managed at a budget level less

than full funding. Open positions are reviewed to determine the
most effective and efficient manner to fill the needs of that
position and are evaluated on supporting the strategic objectives
of CAP. In 2024/2025, open positions and the lag time in filling
those positions are estimated to create a vacancy savings
equivalency of approximately 15 FTEs, the same as in recent
years. The Organizational Summary section includes details on
the District’s organizational structure and FTE detail.

Major Assumptions

e Three new positions are requested in the budget period, and

Twin Peaks Pumping Plant
include a factor for vacancy / salary savings equivalent of 15
FTEs to reflect turnover and retirements.
e Include salary market adjustment and an average merit

increase of 5% per year to maintain a competitive
compensation and benefits package.
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AMORTIZATION AND DEPRECIATION

Amortization - The permanent service right (PSR) is an asset that represents the District’s right to
use the CAP system and collect revenues from operations, for which the District has incurred a
repayment obligation to the United States.

Depreciation - The District records a depreciation expense for capital equipment additions and
replacements, and for capital projects. It is anticipated that this expense will increase each budget
year.

Major Assumptions

e Recording of an amortization expense related to the PSR, which is approximately $18.1 million
for 2024 and $18.1 million for 2025.
e Include depreciation of $25.5 million for 2024 and $28.5 million for 2025.

INTEREST EXPENSE

CAWCD pays interest on the federal repayment obligation and its bonds. CAWCD has two
revenue bond issues outstanding: Series 2016 bonds relating to transmission projects and CAGRD
2019 bonds relating to CAGRD water acquisitions. The CAWCD Series 2016 bonds were sold at a
premium and there is an annual amortization of the premium that decreases interest expense.
Detailed debt schedules are contained in the appendix (page 7-12 through 7-13). Note the
federal repayment is made in January but the interest expense for the payment is recorded in the
prior year.

Major Assumptions

e Federal debt interest expense is $15.0 million for 2024 and $13.6 million for 2025.
e CAWCD bond interest expense is $1.7 million for 2024 and $1.6 million for 2025.
e CAGRD bond interest expense is $0.2 million for 2024 and $0.1 million for 2025.
e CAWCD bond amortization is $0.5 million for 2024 and $0.5 million for 2025.

OTHER EXPENSES

This category represents the remainder of the District’s operating expenses. Operating expenses
include outside services, materials and supplies, CAGRD water purchases and other business-
related expenses (e.g., property and casualty insurance, rentals and Multi-Species Conservation
Program expense). Transactions from internal sales and expenses such as water that CAGRD
purchases and self-insurance premiums that the General Fund pays to the Captive Insurance Fund
are eliminated at the consolidated level. Board elections occur every other year in even years and
is one of the larger variances when comparing year-over-year. CAGRD replenishment obligation
expense is the largest item in other expenses. Another increase facing the District is the cost of
insurance coverage outside of the Captive; the market is seeing significant increases as a whole
and CAWCD is anticipating to see increases of 10-15%.
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2024/2025 Budget Initiatives

The following list provides some key unique initiatives or expenses during the budget period. These
initiatives and expenses are included in costs that are included in the Fixed O&M rate:

(Thousands) B%l(:izgt ¢

Multi-Species Conservation Program $ 4,406 $ 3,781
Data Analytics Initiative $ 485 $ 410
Weather Modification & Augmentation $ 650 $ 650
Climate Change $ 250 $ 250
Bureau of Reclamation Work Plan (Reclamation support) $ 1,275 $ 1,255
Board Elections $ 1,250 $ -
Insurance Program-Property & Casualty $ 2,922 $ 3,221

Also included in the budget are several initiatives that are included in the District’s expenses but
anticipated to be funded from other sources. These items are excluded from the Fixed O&M rate
calculations. Any items that are funded from the Extraordinary Cost Reserve must be approved by
the Board prior to execution. In the event the Board chooses to include the items in the Fixed O&M
rate, the rate would increase from what the current budget indicates. In the event the Board
chooses to not move forward on the initiative, the item would not be utilized and cause an expense

variance.

| Funding Source P Pk

| (Thousands) Budget Budget
Conservation Initiatives Extraordinary Cost Reserve $ 9,250 $ 9,500
Post-2026 Guidelines renegotiation Extraordinary Cost Reserve $ 1,830 $ 1,730
SRP-CAP Interconnect Facility Extraordinary Cost Reserve $ 900 $ -
Siphon strategy planning Extraordinary Cost Reserve $ 205 $ 50
Hydrological planning studies Extraordinary Cost Reserve $ 200 $ 200
Regional Recycled Water with MWD Water Storage Tax $ 2,000 $ 2,000
Recovery Planning Recovery Reserve $ 1,500 $ =
Extraordinary Maintenance 'Big R $ 2,503 $§ 2,525

2024 | 2025 Biennial Budget e 2-19

(eniral Artzona Project ™78 T




Compensated Mitigation

The Arizona Implementation Plan for the Drought Protection Plan includes compensating some
long-term contract holders for reducing their water deliveries at a pre-established rate per acre-
foot. In turn, CAWCD will contribute water and/or Intentionally Created Surplus Credits (ICS) in
an amount that when combined with the compensated mitigation payments will not create an
increase to the Fixed OM&R rate. The amount of the compensated mitigation and the
contributed water/ICS are dependent on the year of shortage, the level of shortage and the
actual amount of water ordered. Exact amounts will be determined in late October to early
November of each year. The compensated mitigation is included in the outside service costs and
causes a significant increase to that line item. As the Board has approved this program and it is
contractual, exact amounts may cause variances on actual expenses and water volumes, but will
not impact rates.

Major Assumptions

e The budget includes amounts to fund activities to support the Board’s 2022 Strategic
Plan.
e The General Fund’s budget includes amounts for proper maintenance of facilities and
equipment.
e The CAGRD Account includes appropriate amounts to meet its replenishment obligation
and support its water acquisition program.
e The Captive Insurance Fund expenses are determined through actuarial calculations.
e Key initiatives are included and executed and funded from sources as identified.
e Compensated mitigation payments and CAWCD water/ICS included as follows:
° 50,307 acre-feet and $7,866,000 in 2024
° 50,307 acre-feet and $8,071,200 in 2025
e Include Salt-Gila Reline Discharge Lines & Manifolds project for $2.5 million in 2024 and
$2.5 million in 2025 as Extraordinary Maintenance programs.

DISBURSEMENTS TO ARIZONA WATER BANKING
AUTHORITY

CAWCD utilizes the water storage tax to
support the AWBA in purchasing LTSCs and
in paying its administrative costs. These
transfers are recorded as Disbursements to
AWBA.

Major Assumptions

e In 2024, no disbursements for LTSC
purchases and $0.7 million for
administrative costs.

e In 2025, no disbursements for LTSC
purchases and $0.7 million for
administrative costs.

e All water storage tax proceeds
will be retained to be applied to
CAP OM&R costs and repayment.

2-20 e 2024 | 2025 Biennial Budget




CAPITAL SPENDING

Along with the District’s right to use the aqueduct system, CAWCD is responsible for the
maintenance, repair and replacement of its equipment and infrastructure. This responsibility entails a
capital improvement plan that may add to the existing asset base, improve or extend the life of
existing assets or replace assets as they wear out. In addition, there is ongoing capital spending for
vehicles and other equipment.

CAWCD has a capitalization policy to determine whether major maintenance efforts should be
capitalized or expensed as repairs. Capital spending will vary year-to-year dependent on the projects
being executed and available resources. Costs related to the CIP are summarized in the following
table:

(Millions) Equipment Capital Projects
2021 $ 2.2 $ 26.1 $ 28.3
2022 4.6 304 35.0
2023 5.2 36.0 41.2

2024 6.8 24.6 31.4

2025 4.5 54.9 59.4

Detail on each capital improvement project and a detailed equipment list is located in the Capital
Budget section (see pages 5-9 through 5-41).

New projects scheduled to start during the 2024/2025 budget period include:

Aqueduct hydrology improvements to address cross drainage and canal embankment risks
Emergency backup generator replacement at pumping plants

Waddell pump/generating plant fire pump and power supply line replacement

Roof fall protection at Headquarters

Parking lot paving at Headquarters replacing distressed parking lot surfaces

Major ongoing projects post 2024/2025 budget period include:
e Electromechanical relay replacements providing new digital relays at pumping plants
e SCADA system replacement to address technology advancements and security concerns
e Water Education Center to provide a public educational space highlighting CAP history and
Arizona water supplies
e Tonopah Desert Recovery Project — wellfield construction for recovery and CAP wheeling

Major projects that are scheduled to be completed in the 2024/2025 budget period include:
e Discharge valve air compressor replacement at Brady, Picacho, and Red Rock pumping plants
e Discharge valve replacements at western pumping plants
e Motor exciter replacement at Twin Peaks, Sandario, Snyder Hill, and Black Mountain pumping
plants
e Backup power system replacement at checks, turnouts, and microwave sites
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Capital Project Funding

Most of the CIP is funded by the ‘Big R" component of the water delivery rate, while some projects
are funded through other established reserves. Each Project itemized in the Capital Budget section
identifies the funding source. The following chart indicates those projects that are funded from

sources other than ‘Big R'.

| Project Total
(Thousands)

Funding Source Budget

Aqueduct Hydrology Improvement Extraordinary Cost Reserve $ 153,527

SRP-CAP Interconnection Facility Extraordinary Cost Reserve 25,750

Water Education Center Extraordinary Cost Reserve 27,473

Monitor Well Agua Fria Recharge Recovery Reserve 477

TDRP Recovery Wells Recovery Reserve 13,332

Major Assumptions
e Projects must be approved by the Project Steering Committee (PSC).
o Capital equipment over $100,000 must be supported by a financial/business case analysis.
e Fleet vehicles require a financial analysis to ensure the vehicles are being utilized as intended
by CAWCD's fleet vehicle policy.

e

" .
Near SRP Interconnect
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4

RESERVES

STRATEGIC RESERVES

Strategic Reserves are not a single fund, but rather a collection of individual accounts that have
been established for a variety of specific purposes. They are cash reserves for unusual or
unplanned events, such as equipment failures, business interruption or other unplanned costs.
These reserves may be drawn upon if unusual or unplanned events occur, or they may never be
used at all.

In 2022, as part of its biennial review of strategic targets, the Board revised its strategic reserve
target to $161 million. A review will be conducted in 2024, and the target may be adjusted as
appropriate. Strategic reserves are projected to be at the target of $161 million for 2024 and
2025.

WORKING CAPITAL

Working capital is available for daily operational needs and includes accounts held by the state
treasurer and Bank of America accounts. These
funds are used to smooth out timing differences in
revenues and spending within the year, as well as
across years. Water rates and other charges are et nEEy,
set in such a way as to allow CAWCD to cover its “ s
costs and maintain adequate reserve levels. It is ® “
impossible to precisely break even every year due .‘ .
to the uncertainties associated with water volume e
and rate reconciliations. In addition, fluctuations N
in capital spending as compared to the “Big R” [ ]
revenue collection will also cause working capital n
reserves to fluctuate year-to-year. l‘

L

.

In 2022, the Board established a working capital

target of $89 million. The 2024 review may adjust Py
this target also. The working capital reserves are * *
forecasted to be at the budget of $89 million. ’. 4

EXTRAORDINARY COST RESERVE

The Extraordinary Cost Reserve is a revolving fund meant to pay for large expenses or
opportunities that may cause unplanned “spikes” in the water rate. Additionally, the reserve may
be utilized to fund large, budgeted projects that might not otherwise fit within the water rate,
resulting in large, temporary rate bubbles for relatively short periods of time. It can also be utilized
for activities that directly or indirectly support CAWCD’s mission to deliver Colorado water reliably
for endeavors such as mitigation, conservation, augmentation and other water-related activities.
Expenditures from the Extraordinary Cost Reserve require Board approval.

In 2022, the Board established an extraordinary cost reserve target of $281 million; however, the

2024 review may adjust this target. The extraordinary cost reserve is forecasted to be near the
target after anticipated expenditures from the reserve.
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OTHER RESERVES

The District maintains several special purpose reserves in addition to the strategic reserves (see
pages 3-37 through 3-40). For this reason, even though net position may increase, the cash for
the items driving the increase is deposited into these special purpose funds, such as the water
storage tax reserve and the CAGRD reserves, and consequently does not result in an associated
increase in working capital.

FL.OW OF FUNDS

In 2022, the Board approved the Reserve Management Guidelines. The guidelines provide staff
with the methodology to fund the strategic reserves, working capital and the extraordinary cost
reserve.

The order for bringing reserves to target are in the following order: Strategic Reserves, Working
Capital and Extraordinary Cost Reserve. Funds for the establishment of Strategic and Extraordinary
Reserves are solely derived from taxes. As tax revenues are received, they shall be utilized in the
following order shown immediately below. “Available taxes” include any excess amounts in the
Working Capital or the Water Storage Reserves.

1. Available 10-cent taxes will be applied towards obligations relating to the Ag
Settlement if excess water is available and the “Ag Consideration” is triggered in the
given year.

2. Available 4-cent taxes and 10-cent taxes will be applied towards the next Repayment
installment, as directed by the Board for the current tax year.

3. Available 4-cent taxes and 10-cent taxes will be applied to additional expenditures as
directed by the Board for the current tax year.

4. Available 10-cent taxes will be used to meet the current target for Strategic Reserves.

5. Available 10-cent taxes will be used to meet the current target for the Working Capital
Reserve.

6. Available 4-cent taxes will be reserved for the Arizona Water Banking Authority under
the provisions of the IGA between CAWCD and AWBA as directed by the Board for
the current tax year.

7. Available 4-cent taxes and 10-cent taxes will be used to replenish the Extraordinary
Cost Reserve to the extent that there are anticipated extraordinary expenditures over
the next 10 years that would otherwise be included in Fixed OM&R.

If the Extraordinary Cost Reserve is at target, any excess 10-cent tax will remain in the Working
Capital and any excess 4-cent tax will remain in the Water Storage Reserves. Revenues from the
Water Storage Tax will be segregated into a separate account within the Extraordinary Cost
Reserve to ensure they are utilized for a purpose authorized in statute (no comingling with other
revenues).
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SELECTED FINANCIAL DATA

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
All Funds

2021 2022 2023 2024 2025

Actual Actual Projection Budget Budget

Operating Revenues $ 3142 $ 2786 $ 2878 $ 3459 $ 3775
Operating Expenses (235.3) (252.6) (256.9) (277.5) (300.0)
Operating Income/(loss) 78.9 26.0 30.9 68.4 77.5
Non-operating Revenues 96.3 56.9 127.4 130.2 137.8
Non-operating Expenses (34.5) (24.2) (18.8) (17.1) (15.4)
Total Non-operating Revenues/(Loss) 61.8 32.7 108.6 113.1 122.4
Change in Net Position 140.7 58.7 139.5 181.5 199.9
Cumulative-Effect of Change in Accounting Principles 0.0 0.0 0.0 0.0 0.0
Net Position at Beginning of Period 890.4 1,031.1 1,089.8 1,229.3 1,410.8
Net Position at End of Period $1,031.1 $1,089.8 $1,229.3 §$1,410.8 $1,610.7
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NET POSITION SUMMARY

All Funds
(Millions)

2021 2022 2023 2024 2025
Actual Actual Projection Budget Budget

Assets
Cash and investments $ 6437 $§ 6698 $ 6732 $ 829.6 $ 942.5
Receivables 60.5 72.8 93.9 85.9 102.7
Water inventory 220.9 228.2 245.9 247.3 254.0
Capital assets
Operating assets, net 337.3 331.2 354.5 361.5 398.0
Permanent service right, net 1,019.8 1,006.7 975.1 956.9 938.8
Agricultural water allocation 47.7 47.7 47.7 47.7 47.7
Other Assets 125.7 124.5 121.5 119.8 121.8
Total Assets 2,455.6 2,480.9 2,511.8  2,648.7 2,805.5

Deferred Outflow of Resources
Pension valuation 17.5 141 14.5 14.5 14.5
Total Deferred Outflow of Resources 17.5 141 14.5 14.5 14.5

Total Assets & Deferred Outflow of Resources $ 2,473.1 $ 24950 $ 2,5263 $2,663.2 $2,820.0

Liabilities
Repayment obligation $ 9429 $ 9026 $ 897.1 $§ 856.6 $ 813.8
Bonds 91.9 85.8 44.8 38.5 32.2
Non-Indian agriculture 9(d) debt 88.7 88.7 88.7 88.7 88.7
Other liabilities 223.9 257.9 207.4 217.2 223.2
Total Liabilities 1,347.4 1,335.0 1,238.0 1,201.0 1,157.9

Deferred Inflow

Customer deposits 56.7 55.2 44.0 36.4 36.4
Pension valuation 37.9 15.0 15.0 15.0 15.0
Total Deferred Inflow 94.6 70.2 59.0 51.4 51.4

Net Position

Investment in Capital Assets, less related debt 308.6 339.7 381.8 421.3 488.9
Restricted 935 924 95.0 97.0 100.2
Unrestricted 629.0 657.7 752.5 892.5 1,021.6
Total Net Position 1,031.1 1,089.8 1,229.3 1,410.8 1,610.7

Total Liabilities, Def Inflows & Net Position $ 24731 $ 24950 $ 25263 $2,663.2 $2,820.0
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TOTAL REVENUES
(Millions)

2021 2022 2023 2024 2025

Actual Actual Projection Budget Budget

General Fund Operating

Water O&M charges 183.0 189.0 198.8 250.2 277.2
Water service capital charges 94.8 36.5 38.6 38.6 39.4
Power & BDF revenues 85 9.6 7.2 6.7 6.7
Other revenue 2.2 1.7 1.6 1.5 1.6
Total General Fund Operating 288.5 236.8 246.2 297.0 324.9

General Fund Non-operating

Property taxes 87.0 924 97.9 104.4 109.2
Interest and other 4.4 (34.8) 25.0 21.7 24.2
Total General Fund Non-operating 91.4 57.6 122.9 126.1 133.4
General Fund Total 379.9 294 .4 369.1 423.1 458.3

Other Funds and Accounts

CAGRD 65.4 56.2 59.7 71.1 77.4
Supplemental Water 0.1 (0.7) 0.3 0.3 0.3
Captive Insurance 11.2 11.5 12.6 12.7 12.9
Eliminations (46.1) (25.9) (26.5) (31.1) (33.6)
Total Revenue $ 4105 $ 3355 $ 4152 $ 476.1 $ 515.3

All Funds by Revenue Type ($ Millions)

2025
2024
2023
2022

2021

Water O&M Capital Charges Power and BDF Property Taxes Interest and Other
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TOTAL EXPENSES
(Millions)

2021 2022 2023 2024 2025
Actual Actual Projection Budget Budget

General Fund Operating

Salaries and related costs $ 63.4 $ 714 $ 773 $ 850 §$ 91.5

Pumping energy 66.4 48.9 51.3 66.4 80.4

Transmission 15.9 21.7 15.0 15.4 13.4

Amortization and depreciation 48.1 48.4 48.5 43.6 46.5

Other expenses 34.6 59.2 59.7 61.3 61.6
Total General Fund Operating 228.4 249.6 251.8 271.7 293.4
General Fund Non-operating

Interest and other 34.0 23.3 18.2 16.8 15.4
Total General Fund Non-operating 34.0 23.3 18.2 16.8 15.4
Total General Fund 262.4 272.9 270.0 288.5 308.8

Other Funds and Accounts

CAGRD 45.0 21.5 21.3 25.3 28.2
Supplemental Water - - - - -
Captive Insurance 8.5 8.3 10.9 11.9 12.0
Eliminations (46.1) (25.9) (26.5) (31.1) (33.6)
Total Expenses $ 2698 § 276.8 $ 2757 $ 2946 $ 3154

All Funds by Expense Type ($ Millions)
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CAPITAL SPENDING

(Millions)

2021 2022 2023 2024 2025

Actual Actual Projection Budget Budget
Salaries and related costs $ 34 % 47 % 46 $ 40 $ 3.1
Equipment, buildings, and structures 17.9 22.3 30.3 18.6 47.5
Outside services 3.0 25 0.9 4.4 5.4
Materials, supplies & other expenses 0.4 0.4 0.5 0.2 0.1
Overhead expenses 3.6 5.1 4.9 4.2 3.3
Total Capital $ 283 $ 35.0 $ 41.2 $ 314 § 59.4

Capital Spending by Type ($ Millions)

2025

2024

2023

2022

2021

Salaries & Related costs Equip/Bldgs/Structure Outside Services Other Expenses
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2022 BOARD STRATEGIC PLAN

For more than two decades, the Central Arizona Water
Conservation District (CAWCD) Board of Directors
(Board) has emphasized the importance of strategic
planning. The first Strategic Plan was published in May
1996, identifying key strategies and specific programs
to accomplish objectives. The Board updated or created
new plans in 2006, 2010 and 2016.

In 2019-2020, the Board
developed a new
Strategic Plan, facilitated
by external consultants.
The process included
several Board retreats,
input from employees,
and two rounds of
stakeholder forums.
Implementation of the
new plan began in
2022.

The Plan provides high-

level strategic guidance

to the organization and

defines CAP’s Mission,

Vision and Values. It also

defines eight Key Result

Areas (KRAs) and

identifies Strategic Issues

for each area. This hierarchy of issues serves as the
context for many other planning activities at CAP,
including the biennial budget, the “Big 5" organization
-wide objectives, Board reports and employee
performance goals. As part of CAP’s two-year budget
process, staff links the Board Strategic Plan to the
biennial Business Plans to ensure that organizational
goals are consistent with the strategic direction
provided by the Board.

The Strategic Plan can be found in its entirety at:

https://library.cap-az.com/documents/board/2022-
Strategic-Plan.pdf
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https://library.cap-az.com/documents/board/2022-Strategic-Plan.pdf
https://library.cap-az.com/documents/board/2022-Strategic-Plan.pdf

CAP Canal Route 87
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2022 BOARD STRATEGIC PLAN

The Strategic Plan contains the organization’s Vision, Mission, Values, Key Result Areas, and Strategic
Issues. It addresses CAP’s current challenges and helps to ensure continued success in operations and
the management of resources and assets.
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Providing a reliable CAP water supply for
the short- and long-term

Strategic Issues:

e Address impacts from Colorado River
drought and overallocation

e Actively participate in plans and
support relationships to maintain a
healthy Colorado River system

e Facilitate deliveries of non-Project
water through the CAP system,
pursuant to the System Use
Agreement

e Collaborate in the development of
new water supplies and other water
augmentation efforts

e Work collaboratively in the recovery
of water stored by the Arizona Water
Banking Authority

KRA:

Providing reliable and cost-effective
operations, maintenance, and
replacement of CAP infrastructure and
technology assets

Strategic Issues:

e Implement and improve CAP's
strategic asset management program
to ensure long-term infrastructure
viability

e Maintain and improve the security
and reliability of information
technology systems

e Advance focused plans to support
business continuity

I e

RESULT

Building a reliable, diversified, and
sustainable energy portfolio

Strategic Issues:

e Address dynamic energy markets as
they affect CAP power acquisitions

e Actively engage in the transmission
market to ensure access to diversified,
low-cost energy resources

e Take advantage of developments in
energy efficiency and renewable
resources, including storage

e Minimize CAP's carbon footprint,
consistent with CAP’s mission

KRA:

Maintaining long-term financial strength
to achieve CAP’s goals and being
prepared to address opportunities or
challenges

Strategic Issues:

e Generate sufficient revenue to repay
the Federal Government

e Manage capital and operations and
maintenance budgets, debt, revenues,
tax rates, water rates, and reserves
effectively and transparently

e Solicit and incorporate input from
constituents, customers, and
stakeholders on rate setting capital
charges and taxes

e Develop risk management and
procurement practices to minimize
financial exposure and maximize value
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STRATEGIC PLAN - KEY RESULT AREA

Lentral Artzona Project

KRA:

Earning and preserving public trust,
building and maintaining
partnerships, and providing informed
water management leadership

Strategic Issues:

e Recognize the role of the elected CAP
Board in balancing the competing
needs among customers, taxpayers,
and stakeholders

e Increase awareness of CAP and
engage the general public on CAP's
role in the management of Arizona’s
water

e Seek feedback and identify
opportunities to collaborate and
improve customer service

e Continue active Board and staff
engagement with constituents

KRA:

Fulfilling CAP's groundwater
replenishment responsibilities in
accordance with statutory
requirements

Strategic Issues:

e Responsibly meet CAP's statutory
replenishment obligation

e Participate actively in dialogues
regarding the resilience and long-
term role of the Central Arizona
Groundwater Replenishment District
(CAGRD)

e Consider the hydrologic relationship
between member pumping and
CAGRD replenishment

e Ensure continued effective
management, reasonable pricing, and
financial viability of CAGRD

e Enhance public outreach and
education regarding the importance
of water conservation and
groundwater replenishment
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KRA:

Serving as proactive leaders in
sustainability and responsible,
collaborative stewards of CAP’s Colorado
River supply

Strategic Issues:

e Implement plans for climate change
adaptation and mitigation and develop
plans to address climate-related
impacts

e Explore opportunities to support
sound water management within
CAP’s jurisdiction and through
partnerships

e Support the Multi-Species
Conservation Plan (MSCP) and explore
future opportunities related to species
and habitat conservation

e Evaluate and consider the relevant
environmental impacts of moving non-
Project water

KRA:

Being a premier employer that attracts
and retains an exceptional and diverse
workforce

Strategic Issues:

e Develop recruitment strategies to best
support CAP's hiring needs

e |mplement programs to support
building a diverse, inclusive, and
representative workforce, emphasizing
programs to attract Tribal candidates

e Engage in innovative professional
development opportunities to enhance
CAP's workforce

e Monitor CAP's workforce climate,
employee well-being, and
engagement and act upon identified
areas needing improvement

e Review and update policies and
procedures to protect CAP employees




CAP Canal Burnt Mountain Conduit Install
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PERFORMANCE MEASURES

“BIG 5”
ORGANIZATION-WIDE GOALS

When the 2011 Integrated Strategic Plan was implemented, one of the
Action Plans was to "develop and communicate common, organization-
wide performance goals for management and employees annually." It
was originally anticipated that this initiative might result in the next
generation of the Balanced Scorecard, which was the performance
measurement tool at that time.

As the Strategic Plan became the tool to track and manage strategic
initiatives, and detailed performance measures were being effectively
managed at the department/unit level, CAP senior management sought to
identify a short list of unifying essential metrics, fundamental to the
achievement of CAP’s mission, for which the entire organization shares
responsibility and can take individual ownership.

The result of this work was the “Big 5" Organization-Wide Goals. Each of

the five goals represents a different portion of the KRA’s. As much as

possible, objectives have been chosen that can endure from year to year. In addition, CAP
implemented a modest incentive compensation program connected to the “Big 5" - each employee is
eligible to receive $100 for each of the goals that is achieved each year, with the exception of Director
Goals which will be discussed later. Detailed progress is reported quarterly in CAP publications.

A distinctive “Big 5” symbol was designed to label important communications related to the
organization-wide goals. While each of the “Big 5" goals includes one or more detailed, measurable
objectives, the basic premise of each goal is captured by a characteristic action verb.

From 2012 to 2014 all five of the “Big 5" goals were met. As this program continues, there are
lessons learned and goals modified slightly to reflect refined targets. These goals are chosen because
they are challenging, and in 2015 only four of the five goals were met. With renewed focus CAP was
successful in achieving the identified goals for 2016. In 2017 and 2018, CAP met four-of-five goals,
falling short on the target for preventable vehicle accidents in both years. This led to a renewed focus
on vehicle safety and the creation of the Get Out and Look (G.O.A.L.) Initiative.

The goals for 2018 largely mirrored those for 2017, with a few notable exceptions. The District was
successful at meeting each of its 2018 goals, with the exception of preventable vehicle accidents. The
District had 14 accidents, while the goal remained at 8. For 2019, CAP’s “Big 5" goals remained the
same as previous year for the goals related to water. In regard to Project Reliability goals, minimizing
forced outages (FOX) and compliance with outage work plans continues, but the outage compliance
goal was increased from 85% to 90%. CAP also increased its goal of completing required safety
awareness and health training during the year to 95%.

The year 2020 was unlike anything CAP has ever faced as an organization. It was particularly difficult
to navigate our Big 5 Goals, which were set before any of us had ever heard of COVID-19. Last in
March of that year, it was briefly discussed that Big 5 for 2020 should be suspended, because the
challenge would be too great. In the end, that idea was rejected because management knew CAP
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employees and culture were capable of overcoming nearly anything. CAP and its employees did not
disappoint. When the final reliability metrics came in, it was astonishing to see that not only did we
meet the Big 5 goals in the midst of a global pandemic, we had one of our best years ever!

Similarly, because the pandemic caused management to defer and delay large capital projects, it was
no longer appropriate to count that as part of the Big 5 goals. However, our operating spending
remained easily within our stated goal. We were also successful at making our water delivery goal and
our Director Goals. Two areas during 2020 that CAP did not meet its goal was with department visits,
and Days Away & Restricted Time (DART). This has been an area of focus going forward since CAP
would like to redouble their safety efforts. During a year in which CAP was recertified for VPP, our
DART rate actually went in the wrong direction. In addition to CAP standard “Big 5" goals, similar to
what occurred in 2020, there were additional Director Goals that will be apart of the Big 5 program
going forward and will be listed on the following page for the 2023 goal activity.

The year of 2021 was full of adjustments that resulted from COVID-19, one of which was the
introduction of a hybrid telework schedule. Even with the continued challenges each of our 2021
Director Goals were achieved. Unlike the others mentioned, the Director Goals are worth $225 and is
dispersed with the others. CAP also hit nearly every other goal for 2021, the only miss was that 95%
of managers making it to two site visits.

Looking at 2022, last year it was confirmed that CAP hit every goal, missing only the Safety Culture
Goal. This miss occurred because CAP’s Days Away, Restricted, or Transferred (DART) goal rate was
less than or equal to 0.9%, however CAP’s ended at 1.8%. The 2022 edition of the “Big 5" full year
reporting of the Organization-Wide Goals is shown below, and the midyear 2023"“Big 5" progress
report is shown on the following pages.
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CAP is now in the process of meeting their 2023 goals, these goals will be shown on the following
pages, including the current Director Goals which are:

Centralized Maintenance: Complete the Annual Maintenance Plan baselined work assignments for
Centralized Maintenance teams with a scheduled end date in 2023 at a rate of 90% excluding
unexecuted contingency work.

Field Maintenance: Complete equipment PMs with a compliance end date in 2023 and provide
corresponding equipment condition data for main unit motors, pumps, transformers, discharge valves,
station battery, and station service Integrated Power Systems (IPSS) at a rate of 90% or higher.

Finance and Administration and Employee Services: The Analytics and Information Management (AIM)
Team will meet with all departments within the Finance and Administration and Employee Services
Divisions to review (and update, as needed) each group'’s record types and retention schedules, followed
by assistance with general clean-up of those records (tagging and disposition).

Legal: Legal will work to prepare “information papers” for the media and general public regarding the
Colorado River and its operation. The goal is to challenge the generally accepted perception of the
meaning of the Law of the River, especially with regard to the effects on CAP as reservoir elevations
decline. Topics could include discussion of the Colorado River Basin Project Act and how the so-called
junior priority is applied, Secretarial authority pursuant to the Boulder Canyon Project Act and Arizona v.
California, the Mexican obligation, the 2007 Interim Guidelines and the Drought Contingency Plan, as
well as river operations including evaporation and losses, infrastructure protection, and other losses
resulting from river operations. The Legal Department would work as necessary with CAP
Communications personnel to prepare the information papers for distribution, which will take place as
authorized by the General Manager in consultation with the CAP Board.

Operations, Power, and Engineering: Manage Water Control, Power Programs, and Engineering
functions to: : (1)Achieve a full-year pumping energy rate that is at or below $73/AF (within +10% of
our published energy rate of $65/AF); (2)For the SCADA upgrade project, complete bench scale
development and functional testing of four sites by the end of the year.

Public Affairs: Coordinate with the AIM Team to identify all legal and organizational rules and
regulations regarding public records retention, inventory the records generated by the Public Affairs
Team and determine which require management and then develop a plan by Dec. 31, 2023.

Water Policy: Improve our knowledge and understanding of fellow Colorado River states and peers by
forming new and deeper relationships on the river. Assistant General Manager commits to personally
reaching out to and visiting other water districts and states in 2023. A successful year will include at
least 3 separate visits.

OPTIMIZE MAINTAIN INCREASE CONTROL PROMOTE

RELIABILITY, AND IMPROVE THE SAFETY AWARENESS,
SUSTAINABILITY AND LONG-TERM MANAGE SAFETY
DELIVERY OF RELIABIITY OF CAP PERFORMANCE AND
COLORADO RIVER SYSTEM FUNCTIONS PROMOTE SAFE,
WATER SUPPLIES TO BY PERFORMING THE RESPONSIBLE

THE SATISFACTION OF RIGHT MAINTENANCE BEHAVIOR

COSTS AND CAP’'S CULTURAL

PROMOTE RATE VALUES, FOCUSING ON

STABILITY COMMUNICATION,
TEAM-WORK AND
COLLABORATION
ACROSS ALL UNITS

CAP’S CUSTOMERS AT THE RIGHT TIME IN

AND STAKEHOLDERS A MANNER THAT IS
SAFE, EFFICIENT AND
COST-EFFECTIVE

WITH CAP
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2023
DELIVERIES

The quantity may be adjusted during the year based on
m requested changes in customer orders that are

approved/recorded by CAP Water Control.
RELIABILITY,

SUSTAINABILITY AND Actual Scheduled:

DELIVERY OF 794,687 in Water Management System (WMS) based
COLORADO RIVER on 2023 water orders. End-of-year success will be
WATER SUPPLIES TO determined by meeting all scheduled customer requests
THE SATISFACTION OF for water delivery, which may result in adjustments to
CAP’S CUSTOMERS AND the targeted budget.

STAKEHOLDERS

This quantity will be
measured in acre-feet of
deliveries of CAP water to
customers set at the
beginning of the year based
upon orders placed with
CAP Water Control
Department. The quantity
may be adjusted during the
year based on changes in
customer orders approved /
recorded by the CAP Water
Control.
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MAINTAIN

!

planning, scheduling, work
execution and closeout
processes with regard to
completing identified
outage work within the
seasonal outage window.

For 2023 the Outage
Compliance goal is to
meet or exceed 90%
completion rate for
seasonal outage work
orders. The goal for
Forced Outages is 2.0%
or less.

Cenlral Arizona Project

A forced outage occurs
when a system failure
causes a main unit’s
protection circuit to engage
and shut the unit down. A
high forced outage rate can
impact the safety of the
CAP workforce and impede
CAP’s goal of providing
reliable and cost-effective
water deliveries.

Outages are planned
around assessing the
condition of critical
equipment, conducting
critical maintenance, or
modifying assets that are
normally required to
operate continuously to
meet customer deliveries.
This metric does not include
routine items such as
meetings, weekly and
monthly PMs, etc. Finished
work must be reported as
completed within 30 days
following the outage.
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2023

SAFETY PERFORMANCE

INCREASE

SAFETY AWARENESS,
MANAGE SAFETY
PERFORMANCE AND
PROMOTE SAFE,
RESPONSIBLE
BEHAVIOR

This goal focuses on the
training that is provided to
meet regulatory and CAP
requirements to ensure
employees have the
necessary skills to perform
their jobs safely.

Computer-based training
effectively provides refresher
training, trains for new
programs, and reviews policy
updates or procedures in a
comfortable environment
where employees can retain
knowledge at their own pace.
Allows the organization to
track acknowledgements and
completions to maintain
compliance with industry
requirements.

Our stretching program is
important, while CAP doesn’t
experience a significant
number of workplace injuries,
many of the ones that do
occur are musculoskeletal in
nature. Encouraging
employees to stretch on a
regular basis will help
prevent some of these.
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2023
COST CONTROL

This goal focuses on financial planning accuracy. Each
m department builds its budget based on planned work to

meet its business plan. Department budgets then are

combined to create a District budget that the Board
COSTS AND ultimately approves. The budget is used to develop

PROMOTE RATE water delivery rates. Accurate planning helps support
STABILITY accurate rate forecasts for stakeholders.

This goal includes both
annual operating expenses
and annual capital
spending. Power,
transmission, amortization
and depreciation are
excluded from this goal as
they are dependent on
factors that are not

Costs include both operating
expenses and capital spending
($inthousands)
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2023
COMPANY CULTURE

PROMOTE

CAP’S CULTURAL
VALUES, FOCUSING ON
COMMUNICATION, TEAM
-WORK AND
COLLABORATION
ACROSS ALL UNITS
WITHIN CAP

This goal highlights
management’s support of
the Big Five goal to
promote CAP’s cultural
values, focusing on
communication, teamwork
and collaboration across all
units within CAP.

Communication, teamwork & collaboration
across all units within CAP

CONTROL: Number of Cost Centers visited Managers and Directors complete

by management two in-field visits during the year
Cultural

VCI|UeS El 7% 25% El 6% 24%
d 20% 50% ﬂ 18% 48%
EI = 75% EI = 72%
El = 100% = 95%

LIRS PLANNED CUMULATIVE LRGN PLANNED CUMULATIVE

CAP’s commitment to Safety and Health, VPP, and
Leadership competencies identified in POD (Personal &
Organizational Development) can be demonstrated
through presentations to departments in a location that is
not under current Director or current reporting location.
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2024 BI1G 5 PROGRAM

In the past, The Big 5 goals were tied to Key Result Areas (KRAs). In 2024, the Big 5
Program will be revamped to highlight each of the five company values in the
Board’s Strategic Plan: Teamwork, Safety, Integrity, Services, and Professionalism. A
secondary goal of the new Big 5 is to make each goal incrementally-measurable so
that progress can be updated regularly on a dashboard for all employees to see.

Below is an example of the dashboard tool that will be used to help track and report
2024 Big 5 results. The information provided is of course not actual for 2024, but
just a representation of how the results will be reported and displayed within this
tool.

Owners are the group(s) or individual(s) responsible for collecting data and reporting it to the AIM Team
on a regular basis so that each metric can be updated on a company-wide dashboard. They are also
responsible for taking the lead on any cross-departmental initiatives related to the goal.

Director’s Goal: Each Director will still have a single goal for the employees within their reporting

structure. This goal may be tailored to a departmental need, rather than a CAP-wide need. These goals
will be determined and reported later.
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CAP Canal near mile post 260
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FINANCIAL PLANNING & CONTROLS

The CAP budget is a fundamental component of CAP's comprehensive Biennial Financial Planning
Process, which integrates and incorporates the financial aspects of planning that occur at every level.
The Strategic Framework and Strategic Plan serve as the foundation for the development of the
budget.

During the budget process, those portions of the Strategic Plan that pertain to the budget period are
selected for inclusion in the business plans for each organizational unit along with critical ongoing
activities. In addition to ensuring alignment with the Strategic Plan, the business plans focus on
closing gaps between actual and targeted performance measures.

The budget document includes both the business plans for the budget period as well as the financial
and human resources necessary to achieve the goals and objectives identified in the business plans.

CAP uses enterprise-wide performance measurements to evaluate accomplishment of its strategic
objectives.

STRATHGIC
URANHWORK

STRATHGIC
PrLAN

BUDGHT

NVUSSION & HMPLOHY
Y(SION PHRUORMANCH

2024 | 2025 Biennial Budget e 3-17

(enral Arizona Project | (% 3




BIENNIAL FINANCIAL PLANNING PROCESS

Budget & Review

LRFP & Review
Rates & Review

Reserve Strategy

Taxes

CAP utilizes a Biennial Financial Planning Process that includes the strategic plan, the budget and
business plan, long-range financial plan (LRFP), rate-setting and reserve planning. Budget and
business planning occur in odd years for the subsequent two years and are more tactical in nature.
In even years, the focus is on more strategic activities, such as LRFP, rates, and reserves.

The biennial process provides the ability for staff to focus on budget one year and the next year to
focus on the more strategic areas requiring more in-depth analysis of issues affecting CAP. As the
focus shifts back and forth between short and long-term planning horizons, the work done in
each year of the biennium complements and enhances the work in the alternate year; and each
year in the process serves as the basis for the work in the following year to allow staff to work
more efficiently and effectively. Quarterly reviews provide the means to measure performance
against the established goals. The financial planning process is illustrated on the following
diagram:

The 2024/2025 biennial budget covers two one-year periods. As the first year (2024) draws to a
close, the second year (2025) of the budget will be reviewed to determine if the budget should be
amended to incorporate any significant impacts. For further detail, see Biennial Budget
Amendment Process on page 3-22.
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BUDGET BASIS & FORMAT

Both the financial statements and the budget are reported on a calendar year using the accrual
basis of accounting for all funds and on a combined basis. Revenues are recognized in the
period they are earned and expenses are recognized in the period they are incurred, regardless of
when cash is exchanged. The basis of budgeting and accounting are discussed in more detail on
page 7-33.

All financial statements contained in the budget are presented on a comparative basis, including
two years of actual activity for 2021 and 2022, financial projection for 2023 and two years of
budget activity for 2024 and 2025. The Statement of Net Position summarizes current and long-
term obligations (liabilities) and assets available to meet those obligations, as well as deferred
inflows and deferred outflows. The Statement of Revenues, Expenses and Changes in Net
Position (income statement) summarize operating and non-operating expenses, and the revenues
available to cover those expenses resulting in the change in net position.

BIENNIAL BUDGET PROCESS AND CALENDAR

The 2024/2025 budget process began in March 2023 with the distribution of the Board Strategic
Plan and the associated action plans to managers and supervisors, in order to provide the basis
for development of their budgets and business plans.

Development of the budget is a “bottom-up” process. Each cost center (the lowest
organizational level) is required to prepare a detailed budget request; the requests are then
consolidated to develop CAP’s budget. In addition to the two-year operating budget and
business plan, a six-year capital budget is developed, two budget years and four advisory years,
that includes projected capital projects and a forecast of capital equipment needs.

The operating and capital budgets are developed simultaneously. By doing so, CAP is able to
accomplish manpower planning and allocate resources to ensure the achievement of goals and
objectives. In addition, to the extent the capital budget may influence the operating budget, the
impact can be analyzed, quantified and incorporated into the operating budget. Business plans
are developed at the department level.

As shown on the following page, there are four distinct phases that lead to development and
ultimate approval of the budget. Internal review takes place from June through September and
external review by CAP’s customers and the Board occurs in October and November.

Following approval of the 2024/2025 budget, staff begins work on the next LRFP, incorporating
any new strategies, objectives and trends identified during the budget process. Longer-term
issues are evaluated to determine the impact on CAP operations and finances, including reserves
and rates. This work then becomes the launching point for the subsequent budget.
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FINANCIAL PLANNING CALENDAR

2024 / 2025 BUDGET

LONG-RANGE PLANNING

y 2023

gust 2023

September

er 28, 2023
STAFF PROPOSED

BUDGET
12, 2023

19, 2023

er 2, 2023

BOARD APPROVED
BUDGET

023

arch 2024

15, 2024

LONG-RANGE 024

FINANCIAL PLAN

RATE-SETTING 2

RESERVE PLANNING 2024

o
N
D

August 2024

October 2024

November 2024

Departments develop and submit Strategic Plans

Cost centers develop budget and submit to
Finance for review & consolidation

General Manager review & changes
CAWCD Board Officers’ review

Consolidate & mail budget to Board

Budget briefing to review proposed 2024/2025 budget

Finance, Audit & Power Committee meeting to
review budget & make recommendation to Board

Board of Directors review & approval of budget

Board of Directors reviewed and approved Final 2024-
2028 rates update & 2023/2024 tax rate

Identify & analyze strategic issues, develop LRFP to
include reserve targets, 2025-2030 rate & tax
recommendation

FAP Committee review strategic reserve targets & make
update recommendation (as necessary)

Preliminary 2025-2030 rate schedule posted

Rate/Tax briefing to review staff preliminary 2025-2030
rates & 2024/2025 tax recommendation

Finance, Audit & Power Committee to review staff
preliminary 2025-2030 rates & 2024/2025 tax
recommendations & make recommendations to Board

Board of Directors adopt Preliminary 2025-2030 rates &
2024/2025 taxes

Board of Directors approve Final 2025-2030 rates &
2024/2025 tax rate

Board of Directors review and approve Final 2025-2030
rates update (as necessary) & 2024/2025 tax rate

Finance develops 2024 budget review and
amendment (as necessary)

Finance, Audit & Power Committee
review 2024 budget amendment and recommend
update (as necessary)

Board of Directors review & approval of 2024 budget
amendment (as necessary)
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BUDGET GUIDELINES

Organization-wide assumptions are shown in the Biennial Budget Overview on page 2-1. The
following budget guidelines and assumptions were conveyed to cost centers to develop the
2024/2025 budget:

e Human resources (staffing)

°  New positions required to address strategic issues identified in the CAP Strategic Plan
must be reviewed and approved by the General Manager (GM).

° Staffing justification must be completed to evaluate alternatives when replacing and
requesting new positions.

e Budgets must be developed using the CAP Strategic Plan and associated action plans.
e Budgets must not include any contingency funds.

o Capital projects must meet specified criteria set forth by the Project Steering Committee
(PSC) to be included in the budget. Only capital projects approved by PSC and GM to be
included in the budget.

e Supporting detail must be provided for training, outside services and capital equipment.

BUDGETARY CONTROLS

The operating and capital
budget must be approved by
the Board prior to the
beginning of the budget
period. At the time the
budget is approved, the Board
delegates budget
management authority to the
GM within set parameters:

Operating Budget — Execute
the budget and approve
budget variances on a line
item basis as follows:

e Upto 15% or $1 million, whichever is less, within any fund, provided that the total
expense within the affected fund does not exceed budget by the greater of $250,000 or
2% of the annual budget.

e Because of market volatility, energy and transmission are excluded from this process and
administered by an Energy Risk Oversight Committee.

e Central Arizona Groundwater Replenishment District (CAGRD) Water for Recharge to
meet obligations is excluded.

e Due to its contractual and legal nature, underwriting expenses of the Captive are excluded
from budgetary controls.

e Regulatory and accounting standard updates are exempted.
e Board approval is required for contracts over $300,000.
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Capital Budget — Execute the budget and approve budget variances for total capital spending up
to 102% of the annual budget. Board approval is required for any contracts over $300,000.

During the budget period, the following controls are in place to manage the budget:
e Cost center managers and supervisors are required to prepare quarterly budget-to-actual

variance reports explaining year-to-date and full-year projected variances that fall outside a
defined range.

e Finance is required to provide a quarterly budget and financial review to the Management
Council and Board. This review reports year-to-date operating and capital budget
performance and provides a full-year forecast of revenues and expenses by fund and the
capital budget. If the full-year forecast indicates that the GM's variance authority may be
exceeded, the Board is requested to provide direction to the GM for variance authority for
that item.

e Budget transfers are not allowed between
funds and line items.

e End-of-Year Balances — Budgeted funds
remaining at the end of the budget year
are not rolled forward to the next budget
year.

o Capital (includes projects and capital
equipment) — For a new capital project not
in the budget, it must be reviewed and
approved by PSC and managed within the
capital budgetary controls. Capital
equipment not in the budget must be
approved by a Management Council
member and is managed within the current
capital budgetary controls.

BIENNIAL BUDGET AMENDMENT PROCESS

Once the budget is approved by the Board, it is CAP’s policy to amend only the second year of the
budget if necessary. Prior to the beginning of the second budget year (i.e., budget year 2025),
staff will request that the Board review and potentially amend the General Fund budget for items
that have significantly changed and will cause budgetary control parameters to be exceeded.

During each budget year, if the GM’s budget authority is exceeded, the Board may be asked to
either approve additional spending authority or to waive the variance authority on a particular
budget line item. Such items do not constitute amendments to the budget, but authorization to
exceed the budget. Line item variances that are below $250,000 will not be taken to the Board,
even if it causes the GM's 15% line item threshold to be exceeded.

Any unbudgeted work subsequently approved by the Board is to include incremental budget

variance authorization if needed. No budget amendments have been recommended since CAP
began producing two-year budgets in 2006 / 2007.
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OTHER PLANNING PROCESSES

FINANCIAL PLANNING & MANAGEMENT
FRAMEWORK

The budget process is more than a self-contained activity. It is part of a dynamic financial planning and
management framework. Formulation of the budget and measurement of budget performance are
linked to other management processes within CAP, each of which incorporates and refines the
information that is made available by the other processes. Strategies and objectives are identified and
incorporated into the LRFP, rate-setting process and the budget. Execution and performance are
evaluated by means of an authorization process, quarterly financial reviews and the annual operations,
maintenance and replacement (OM&R) cost reconciliation to ensure that CAP accomplishes its strategies
and objectives.
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LONG-RANGE FINANCIAL PLAN

The LRFP is a 10-year financial forecasting model designed to assist in evaluating the impact of
business strategies, external conditions, rate-setting alternatives, debt assumptions and capital
programs, and to provide insight into the long-range financial implications of such factors on
CAP’s operations, reserves and cash flow. As previously stated, it is completed in even years,
separate from the budget.

The LRFP incorporates the latest information available from the recently completed budget, annual
financial results and economic indices. Major assumptions that are reviewed and revised include
water availability and delivery volumes, energy requirements and pricing, staffing and capital
programs. Fixed O&M expenses remain relatively constant year-over-year. As capital projects
have longer term impacts, 4 years of projections are shown in the budget. After its completion,
the first 6 years of the plan are communicated to the Board of Directors and customers as part of
the rate-setting process.

RATE-SETTING PROCESS

Similar to the biennial budget process, CAP has implemented a biennial rate-setting process. A
preliminary biennial water rate schedule and analysis is prepared and presented that identifies firm
rates for one year (i.e., 2025), provisional rates for the next year (i.e., 2026) and advisory rates for
the subsequent four years (i.e., 2027-2030). For planning purposes, rates for various Tier levels
are also provided. CAP communicates key items, such as capital spending, operational expenses
and projected water volumes as well as preliminary firm, provisional and advisory rates through
rate briefings, public board meetings and written briefs. The preliminary rates are adopted or
revised to be final rates at the June Board meeting. In the second year of the biennial rate-setting
process, the provisional rates become firm unless the Board elects to update them. Like the
budget update process, the rate update process is only used if needed. The provisional 2024 rates
were reviewed and revised in 2023.

are set to recover costs, on a long-term basis, net of

COST RECOVERY s

FINANCIAL are set to maintain a strong financial position and
STABILITY alanced cash flows

PRICE STABILITY & are set to maintain relatively stable and predictable
PREDICTABILITY

s to a goal of operating its facilities at the lowest

OPER A THEE. consistent with maintaining a highly reliable service

EFFICIENCY

ry policies and rates should be established in a highly
ACCOUNTABILITY ss only after due consideration and analysis of
d financial impacts

LEGAL CoMiTIEE king processes and policies must be accomplished in
ith statutory and contractual requirements

RATE-SETTING GOALS
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WATER DELIVERY RATES

CAP water rates are based on cost of service. Pumping energy and other water delivery
expenses are recovered primarily through separate components of the water delivery rates:

(1) Fixed Operation, Maintenance and Replacement, and (2) purchased energy. Water delivery
rates take into consideration costs that are funded through other programs and means, such as
underground storage, system use, recovery, capital charges, and taxes.

Delivery rates for each year are calculated in advance based on expected water deliveries and
related costs. Actual water deliveries can fluctuate considerably due to weather conditions and
the availability of water. If actual deliveries fluctuate from the estimate used to set rates, total
pumping energy costs will fluctuate, but other water delivery expenses are primarily fixed and
will not fluctuate based solely on water delivery volumes. This rationale is the primary rational in
the 2 key rate components. In general, if water deliveries decrease over the estimate used to set
rates, the Fixed OM&R rate will increase. It also holds true that if water deliveries increa<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>