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TITLE: CONCERNINGANAUTHORIZATION OF PILOT PROJECTSFOR THE LEASING OF
WATER FOR MUNICIPAL USE.
Fiscal Impact Summary FY 2013-2014 FY 2014-2015
State Revenue
Cash Funds $24,000 $25,000
State Expenditures See State Expenditures section.
FTE Position Change

Effective Date: The bill was signed into law by the Governor and took effect on May 13, 2013.

Appropriation Summary for FY 2013-2014: None required.

Local Government Impact: SeeLoca Government Impact section.

Summary of Legislation

This bill establishes a procedure for the Colorado Water Conservation Board (CWCB) to
approve up to ten pilot projectsthat temporarily transfer agricultural water rightsto municipal water
users. No more than three projects will be located in any major river basin.

Thepilot projectsgeneratetransferabl e consumptiveusewater primarily by fallowing certain
cropland for no morethan three yearsin aten-year period. No pilot project isauthorized to transfer
water acrossthe continental divide or out of the Rio Grande basin. In addition, pilot projects cannot
utilize land and water that is aso subject to a temporary substitute supply plan (TSSP) or
interruptible water supply agreement (IWSA).

To administer the pilot project program, the CWCB will accept public comment and consult
with the State Engineer's Office (SEO) to develop appropriate application and annual review fees,
aswell as guidelines for projects, including:

» materialsand analysisrequired of applicants, with applicationsto be allowed for
awindow of at least five years,

» proceduresfor public commentsfrom ownersof water rightsthat may be affected
by a pilot project;

e procedures for a conference to include an applicant, the SEO, and an owner of
water rights that has commented on the proposed water transfer;
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* appropriate measures to prevent injury to other water rights and to prevent the
impairment of interstate water compacts;

* requirements that projects comply with other applicable law; and

» periodic reportsto the CWCB.

Approval of a pilot project requires the CWCB to consider the recommendation of the
SEO. If awater users believesit will suffer injury due to apilot project, that party may appeal the
CW(CB decision to the appropriate water court within 35 days after the CWCB's notice of decision
has been mailed.

The bill isrepealed July 1, 2030.

Background

Under current law, temporary transfers of water rights between agricultural users and
municipa users may be reviewed as either a TSSP or an IWSA. The SEO in the Department of
Natural Resources (DNR) is responsible for reviewing TSSP and IWSA applications and
administration of approved transfers.

Through the Alternative Water Transfer Methods Grant Program, the CWCB has studied
water banking, rotational fallowing , and other methods to make agricultural water available to
municipal users. In collaboration with the CWCB, the SEO devel oped rulesfor the Arkansas River
Water Bank Pilot Program to accomplish transfers. Transfer activities through the statutory water
bank mechanism have been minimal. Recent CWCB studies affecting the Lower Arkansas River
basin have included feasibility and engineering to facilitate temporary transfers though the " Super
Ditch," aconsortium of multiple irrigation ditch companies.

The bill does not specify which individuals or entities may seek approval as a pilot project
applicant. Based on past legislation and CWCB studies, the fisca note assumes that project
applicants will be amix of agricultural and municipal water interests, including local government
water providers.

State Revenue

Thebill increases state cash fundsrevenueto the Department of Natural Resour cesby
an estimated $24,000in FY 2013-14. Cash fundsrevenueto DNR associated with the bill will
thereafter increase to a maximum of $28,000 by FY 2017-18. All fee revenue under the bill is
reduced to zero by the time the pilot project program is repealed in 2030.

As detailed below, the bill requires pilot project applicants and owners of approved pilot
projects to submit initial and annual feesto the CWCB. Asdirected by the bill, initial application
feeswill be staggered over afive-year window for applications, assumed at two approvals per year.
Approved projects are assumed to run for the ten-year duration allowed by the bill.
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Fee Impact on Participating Water Users. Section 2-2-322, C.R.S,, requires legisative
service agency review of measureswhich create or increase any fee collected by astate agency. The
fiscal note assumesthat eight applications are received in each fiscal year for thefirst five yearsthe
bill iseffective, generating $24,000 each year. Thisanalysisalso assumesthat two pilot projectsare
selected in FY 2013-14, generating renewal fees in FY 2014-15, and that two additional pilot
projectsare approved each year until five yearsof applications have beenreviewed. Thetablebelow
identifies the fee impact of this bill.

Tablel. Feelmpact on Participating Water Users

Current | Proposed Fee Number
Type of Fee Fee Fee Change | Affected | Total Fee lmpact

Pilot Project, Application Fee n/a $3,000 $3,000 40 $120,000

Pilot Project, Annual Review n/a $500 $500 10 Up to $5,000/year

State Expenditures

Thebill increaseswor kload in the Depar tment of Natur al Resour cesin FY 2013-14and
futurefiscal years, aswell asa minimal increasein theworkload of the Judicial Branch. The
impacts of the bill on various state departments are discussed below.

Department of Natural Resources. In FY 2013-14, workload of the CWCB and SEO will
increase to devel op application procedures and guidelines, to solicit pilot project proposals, and to
conduct formal review of (or conduct conferences concerning) any applicationsreceived. The staff
of the CWCB and SEO will use existing resources, including prior studies, to develop project
requirements. The CWCB will discuss these project requirements and other implementation issues
at aregularly scheduled meeting and, therefore, will not require additional appropriations.

In FY 2014-15 and future fiscal years, workload of the CWCB will increaseto review new
applications and monitor approved pilot projects.

Department of Law. The Department of Law will assist the CWCB with devel opment of
pilot project guidelines within the scope of regularly scheduled CWCB work, and will not require
new appropriationsfor thistask. The Department of Law will also represent the CWCB intheevent
of an appeal of apilot project approval to thewater court. Additional resources, if required for legal
servicesin the appeal process, will be allocated in the annual budget process.

Judicial Branch. In the event of an appeal of an approved pilot project, the state water
courts will experience increased workload to adjudicate the appeal. Given the limit of ten pilot
project approvals, the bill hasaminimal impact on workload of the courts and will not require new
appropriationsto the Judicial Branch.
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L ocal Government I mpact

The bill results in minimal, offsetting impacts to local government property tax revenuein
the Lower Arkansas River basin. Depending on the geographic scope of land subject to temporary
fallowing, the bill may temporarily reduce property tax assessments for affected properties in
agricultural counties. However, the bill isassumed to result in temporary conversion of agricultural
use to municipal water use where demand is otherwise met by permanent "buy and dry" of
agricultural water rights. As a consequence, the overall impact of the bill on property tax revenue
is assumed to be negligible.

Departments Contacted
Natural Resources Public Health and Environment Law
Judicial Branch Local Affairs Counties

Municipalities



