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Digest of
A Performance Audit of the
Central Utah Water Conservancy District

Thisaudit was initiated in response to a L egidative request for afollow-up of
our 1989 audit. Discussions involving replacement of the digtrict’ s property tax
revenue with another source of revenue are going to occur, and a careful
review of the digtricts financing was desired. In addition, we aso reviewed
issues surrounding the former Spanish Fork-Nephi Irrigation and Drainage
System (SFN). In our opinion, management oversight and adminigtrative
controls within the Centra Utah Water Conservancy Didtrict (the district) could
be sgnificantly improved.

* Hirg, thedigrict’s financid management can be more consgtent.

»  Second, digtrict policies and procedures lack sufficiency and
enforcement.

* Third, in addition to these managerid issues, the discontinuation of the
SFN system affords an opportunity to analyze the district’s water
efforts.

District Financial Management IsInconsistent. Some financia decisons
made by district management have been beneficid to the taxpayer while others
have not. Specificdly, we found the following:

» Debt pre-payment will save $117 million by 2047

Poor cash management has cost taxpayers $ 3.7 to $4.4 million

Poor fund management has cost taxpayers $7.2 million

» Poor taxing decisions could cogt taxpayers $81 million by 2011 and
$170 million by 2015

Centrd Utah Water Conservancy Didrict, as ataxing entity, has afiduciary
respongibility to properly manage its funds. Management of those fundsisa
mgor task of the organization given the enormous size of its projects and the
fact that the timing of funding and congtruction are not congruent. The didrict
must invest its funds and disburse its funds to meet the needs of its projects and
to ensure the greatest possible benefit for its condtituents. Failing to achieve the
grestest possible benefit from financial decisonsis unacceptable.



Digrict Policiesand Procedures Lack Sufficiency and Enfor cement.
Didrict management has alowed |gpses in adminidrative controls that have
resulted in questionable administrative practices. Disregard for policies and
procedures, liberd interpretation of expense policies, and general manager
gpproved violations of policies has resulted in approximately $90,000 of
questionable expenses and $185,000 of expenses that violate accepted
business practices. Examples of questionable ditrict adminigtrative controls
demondtrative of ether violated policies or poor controls include:

e Didtrict board membersindirectly receiving at least $110,000 from
digtrict contracts, dthough specificaly prohibited by state code and
digtrict policy.

» Didrict management benefitsincluding a $75,000 contracted bonus
agreement for future work as well as a $37,000 car for the genera
manager and inappropriately reported car dlowances for another senior
manager.

o Travel expensesat least $35,000 in excess of necessary travel costs,
because the didrict failed to use the lowest available rates or follow its

own lodging policy.

» Vehiclefleet utilization that does not gppear adequate to support the
number of fleet vehicles. Further, use of didtrict vehicles for commuting
purposesis not controlled well.

» Didrict procurement practices resulting in retention of many services
without using a comptitive bid process.

Discontinuation of SFN Project Affords Opportunity to Redirect Efforts.
In our opinion, digtrict leadership has maintained a historical plan in the SFN
water adlocations. In particular, district leadership appears to be closdly tied to
delivering an irrigation project to southern Utah County and eastern Juab
County. Thisfocusis primarily defended using two arguments:

e commitment to the area
e growthinthearea

With Utah' s rgpid urbanization, it is possible that the former SFN plan may no
longer be the best dternative. In particular, demographic and economic data
guestion the water alocations of the former SFN water project. For example,
east Juab County is projected to need 2,506 acre-feet of culinary water by



2050 while Salt Lake County is projected to need 286,133 acre-feet of water
and northern Utah County is projected to need 91,566 acre-feet of water. In
Spite of this need, east Juab was to receive 42,000 acre-feet of water while Sdt
Lake County was to receive 70,000 acre-feet of water and northern Utah
County was to receive 20,000 acre-feet of water. We believe that the
Legidature should form atask force or study committee to independently
andyze and recommend a position the Legidature could consider adopting
regarding dlocation of the former SFN water.
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The primary
objective of the CUP
was to help Utah
claim its 1.7 million
acre-feet ayear
from the Colorado
River by storing and
diverting water from
the Colorado River
Basin to the
Bonneville Basin

Chapter |
Introduction

Management oversght and adminidrative controls within the Central Utah
Water Conservancy Didtrict (the district) could be significantly improved. Firdt,
the digtrict’ s financid management can be more consgtent. While the digtrict
reduced its long-term debt by making advantageous use of the federd
government’s need for cash, cash management at the district could be
revamped. Further, with better financid planning, the district might be able to
reduce itstax rate. Second, digtrict policies and procedures lack sufficiency
and enforcement. Specificdly, lapsesin adminigrative controls occurred which
resulted in questionable adminigtrative practices. Third, in addition to these
managerid issues, the discontinuation of the Spanish Fork-Nephi (SFN) system
affords an opportunity to andyze the didtrict’ s water efforts. In our opinion, a
legidative task force should be formed to independently re-assess the former
SFN water alocations.

Additiondly we received three dlegations related to digtrict operations. The
firgt dlegation involved transactions between the digtrict and Strawberry Water
Users Association. The second dlegation involved the activities of agroup
known as Waterwatch. The third alegation concerned bidding procedures for
large didtrict contracts. The first two dlegations appeared to have no merit and
the third was not addressed for lack of pertinent information.

History of the Central Utah Project

The Centrd Utah Project (CUP), which is being completed by the Central Utah
Water Conservancy Didtrict, has had along and fairly tumultuous history. In
1922, the Colorado River Compact divided the waters of the Colorado River
between the lower basin states (Cdifornia, Arizona, and Nevada) and the
upper basin states (Wyoming, Colorado, Utah, and New Mexico). Each basin
was allocated about 7.5 million acre-feet of water annualy. It was determined
in 1948 that Utah had a 23 percent share of the upper basin water which
equaled gpproximately 1.7 million acre-feet ayear.

The CUP was first described in a 1951 Bureau of Reclamation report.  The
CUP was s0 large that it was divided into two phases: theinitid phase and the
ultimate phase. Together, these two phases formed the comprehensive plan.



The CUP was
conceived 50 years
ago when Utah was
amore agrarian
state. Today, Utah is
the sixth most urban
state in the nation.

Under the CUP comprehensive plan, 800,600 acre-feet of water would be
provided to Utah at an estimated totd cost of alittle over $1 billion. This
amount of water would provide afull irrigation supply for 200,000 acres of new
land and a supplemental supply to 239,900 under-irrigated acres. In addition,
48,800 acre-feet of municipa and industrid water wasto be provided. In
1956, the Colorado River Storage Pact (CRSP) was passed with the CUP as
the largest CRSP project. The primary objective of the CUP was to store and
divert water from the Colorado River Basin to the Bonneville Basn. Haming
Gorge and Glen Canyon were the firsde CUP dams completed to aid in this
objective. These dams were to function as* cash register” dams by generating
power for the Intermountain West. The revenue from these power saleswould
help repay some costs of the CUP and other reclamation projects.

Certainly many changes have occurred since the CUP was first described.
When the CUP was conceived, the development of the agricultural economies
of the sateswas anationd god. At thistime, Utah was a more agrarian sate.
Today, Utah is the Sxth most urban state in the nation. According to census
data, 87 percent of Utah's population ether lives in an urbanized area (Utah
hasfour: Logan, Ogden, Sdt Lake City, and Provo-Orem) or in acity over
2,500 persons. As aresult, competition for water resources between urban
and agricultura uses has become prominent. In addition to this change,
environmental considerations have aso become a significant factor today
whereas these congderations were negligible fifty years ago. Because of
environmental and other factors, it is Smply harder and more costly today to
construct alarge-scale water project.

Because of the above factors, the CUP appears to be scaled back in size.
Today the plan most closely resemblesthe initia phase of the comprehensive
plan. Under the current plan, 264,360 acre-feet of water are scheduled to be
provided; 44,400 acre-feet are designated for fish habitat; 107,360 acre-feet
arefor M&I use, while 112,600 acre-feet are for irrigation use. This amount of
irrigation water provides afull irrigation supply to 10,000 acres of new land and
a supplementa supply to 65,570 under-irrigated acres. To date, $1.7 billion
has been spent on the CUP. If the project is completed as planned with little
time delay, the CUP is estimated to ultimately cost $2.3 billion.



The CUP is
estimated to
ultimately cost $2.3
billion.

Work on 2 of the 6
units has stalled due
to along-standing
storage rights
disagreement

The Bonneville Unit,
the largest CUP unit,
is partially
completed and has

also run into trouble.

In 1964, the Central Utah Water Conservancy District was organized by
Utah's Fourth Digtrict Court. Seven counties were origindly represented within
thedigrict: Uintah, Duchesne, Wasatch, Utah, Sdt Lake, Summit, and Juab.
Later, five more counties joined: Sanpete, Garfidld, Piute, Millard and Sevier.
Today, with the 1994 exodus of Millard and Sevier

Counties, the digtrict represents ten counties.

Central Utah Project Today

The CUP s currently made up of six units the Ute Indian Unit, the Vernd Unit,
the Jensen Unit, the Uintah Unit, the Upaco Unit, and the Bonneville Unit. The
Vernd and Jensen Units are the only two units which have been fully
completed. Both the Uintah and Upaco Units are at an impasse because a
long-standing disagreement between the Ute Tribe and the downstream water
users over storage rights has never been resolved. Construction on the Ute
Indian Unit isaso on hold. The Bonneville Unit, the largest CUP unit, is
partidly completed; however, this unit has recently run into trouble as well.

The Bonneville Unit has both amunicipa and indugtrid (M&I) component and
an irrigation and drainage (& D) component. M& | is essentidly culinary water
usewhile1&D is essentidly agriculturd water use. The M&I system, of which
the Jordanelle Reservoir is a primary component, isfinished. However, the
M&I component cannot function without the completion of another
component- the Diamond Fork System. The proposed 1&D system, of which
the Strawberry Reservoir is a primary component, has not been completed and
has recently run into trouble.

The Spanish Fork-Nephi System (SFN), the 1&D delivery system, has been a
controversid project for sometime. In generd, the need for and expense of the
project have been questioned. Recently, questions have been raised
concerning competing water needs. Specificdly, the wisdom of sending high
qudity water to southern Utah County and eastern Juab County asirrigation
water was questioned, given the need for additional M& 1 water in Sdt Lake
County.

In spite of these questions, the didtrict wasin the process of completing a Draft
Environmenta Impact Statement (DEIS) for the SFN system. However, in July
1998, the Department of Interior (DOI) ingtructed the digtrict to discontinue
planning on the SFN system since it had become clear from public comments
on the SFN DEIS that the former SFN project must be re-analyzed.



Thedidrict is currently in the process of obtaining aFind Supplementd to the
Fina Environmenta Impact Statement (FS/FEIS) on the Diamond Fork System
which was previoudy included in the SFN DEIS. While the SFN pipdineisan
optiona system, the Diamond Fork Systemisnot. The Diamond Fork System
must be completed in order for Jordanelle Reservoir to make contractual water
deliveriesto Sat Lake County. The relationship between the Diamond Fork
System and the Jordanelle Reservoir revolves around the Jordanelle Exchange
which

isexplained in Appendix A. Once congtruction begins on Diamond Fork,
reanaysis will begin on the former SFN system.

Audit Scope and Objectives

This audit follow-up was initiated in response to arequest by severd legidators.
In particular, these legidators were concerned that property tax payments for
the CUP might not be the most equitable means of paying for weater use.
However, before this issue could be andyzed, the legidators requested current
information on the digtrict, the chief agency respongble for the CUP. Asa
result, these legidators requested a follow-up of our 1989 audit on the digtrict.
The previous audit had identified a number of financid and adminidrative
concerns, and it was the desire of the requesting legidators to determine how
well managed the didrict istoday.

While this audit focused primarily on issues identified in the 1989 audit, we dso
reviewed some additional CUP issues. In 1989, the digtrict was not the agency
responsible for adminigtering the CUP, rather, the Bureau of Reclamation was.
However, in 1992, the Central Utah Project Completion Act (CUPCA) took
the adminigration of the CUP away from the Bureau of Reclamation and gave
that responsibility to the didtrict. Asaresult, we adlowed our scope to extend
to some CUPCA issues,

Our audit objectives were the following:
1. Deemineif the didrict’ s financid management is sound.

2. Determineif the digtrict’s adminitrative controls are adequate and
functioning well.

3. ldentify possible concerns surrounding the re-scoping of the former
SFN system.



Chapter I
District Financial Management Is
Inconsistent

Didrict gpplication of generdly accepted financid management principles has
been inconagtent. Some financia decisions made by district management have
been beneficid while other decisions have not been wdl thought out and have
cost taxpayers at least $11.1 million.  Unchecked, poor digtrict taxing
decisons could cost Utah taxpayers tens of millions more. Didtrict financia
decisons have an effect on Utah's taxpayers, failing to achieve the greatest
possible benefit from financia decisions is unacceptable.

In part, the success of some digtrict decisions has contributed to the failure of
other decisons. Prior to 1998, the digtrict did little long-term financia planning
and, as such, had no strong criteriafor setting tax rates. The district basesa
great ded of its planning on work of the Governor’s Task Force in 1993, which
indicated that funding shortfals might occur. However, the didrict’s federd
repayment and changing plans have dramaticaly atered the digtrict’ s funding
needs. The didrict has not recognized its own changing environment in its
planning process and, as of May 1999 continued to incorrectly state that it
would need to tax at the highest possible rate.

Central Utah Water Conservancy Didtrict (the didtrict), as ataxing entity, hasa
fiduciary respongbility to properly manageits funds. Management of those
fundsisamgor task of the organization given the enormous Size of its projects
and the fact that the timing of funding and congtruction are not congruent. The
district must invest and disburse its funds to meet the needs of its projects and
to ensure the greatest possible benefit for its condtituents. The following topics
are addressed in this chapter:

o Debt pre-payment will save taxpayers $117 million by 2047

Poor cash management has cost taxpayers $3.7 to $4.4 million

Poor fund management has cost taxpayers $7.2 million

» Poor taxing decisions could cogt taxpayers $81 million by 2011 and
$170 million by 2015

» Earlier recommendations have been implemented



Federal
Government’s
movement toward a
balanced budget
resulted in $117
million in savings to
Utah taxpayers by
2047

Federal Debt Pre-Payment Created
Major Savings

In 1992, federal government balanced-budget initiatives alowed CUWCD to
prepay district-owed federd debt at a substantial discount. As aresult of this
alowance, the digtrict pre-paid most of itsfedera debt in late 1998. Federd
debt covering agricultura water was not pre-paid because this debt accrues no
interest. Thedigtrict caculates that this 1998 prepayment resulted in gross
savings of $117 million over the coming years, a savings thet they cdculaeis
worth $25.5 million to Utah taxpayers today.

This savings was made possble primarily because of the federa government’s
movement toward a bal anced-budget which would create needed cash. The
incentive presented to the digtrict and other entities owing the federa
government was extremely favorable reductions in long-term debt for cash up-
front. Specificdly, the federd government dlowed a pre-payment to reduce
not only the interest owed but the principle owed as well.

For the didtrict, this meant a decrease not only in gross expenses but also in
annud expenses. It dso has the added benefit of reducing the didtrict’s
property tax revenue obligated to paying debt. These unobligated tax revenues
could now be used in helping to pay for Utah’s share of CUPCA project codts.

District Has Significant Federal Debt

In 1985, the Utah taxpayers voted to gpprove $508 million in genera obligation
bonds to repay the costs of the Jordanelle Dam project to the federal
government. In 1992, the digtrict’ stotal federal debt was $467 million. In
addition to this debt, the passing of CUPCA in 1992 made the digtrict
responsible for 35 percent of the coststo finish the project. The totd amount
the district will owe for its share of CUPCA was estimated by the district to be
goproximately $221 million. This amount would have increased the didtrict’s
debt payment by approximately 47 percent and pushed the digtrict over the
voter gpproved debt celling.

District Needed Funds to Support Future Obligations

Given the digtrict’s estimate of possible local CUPCA codts, it became clear
that the didtrict did not have the property tax revenue to support its CUPCA



loca cogt share obligation and the entire $467 million dready owed. The
digtrict’ s first approach to the problem was to ask the Legidature to raise the
digtrict’ stax rate from .0004 to .0006; however, this was not supported by the
Governor or the Legidature. The didrict wasingructed to find another way to
fund their portion of CUPCA.

A matching of the digtrict’s need for long-term financid funding and the federd
government’ s desire for short-term funds appeared to meet both organization’s
needs. The federd government was committed to baancing the federd budget
and wanted cash immediately. The digtrict had short-term funding available but
needed a method of reducing long-term revenue needs in one area which would
alow the application of revenue in another area. Specificaly, by reducing the
revenue necessary to pay off currently owed federal debt, the saved revenue
could then be used to pay the anticipated future debt created by the loca cost
share. Asaresult, debt pre-payment was viewed by both the district and the
federal government as agood solution to their respective problems.

Because of two previous pre-payments, by 1997 the district owed the federa
government $419 million. 1n 1998, the didtrict pre-paid $128 million to the
federd government by issuing genera obligation (limited tax) refunding bonds.
Because of the incentives offered by the federd government, theM & | debt
now owed by the digtrict has falen to $292 million. The didtrict believesthat
this reduction in debt will alow them to meet the loca cost share of CUPCA
without having to raise taxes.

While this debt pre-payment was beneficid to loca taxpayers, other digtrict
actions have not benefitted local taxpayers.

CUPCA Cash Management Is Poor

Even though the didtrict has struggled to meet its debt obligation, it has not fully
redlized the potentid earnings of al itsassets. In fact, management of some of
its cash reserve accounts has been neglected. The principle example of digtrict
management neglect is the CUPCA cash reserve account which haslogt at least
$3.7 million by accepting an unnecessarily low interest rate. Further, with some
effort the district could have earned an additiona $700,000 by investingin a
number of higher yidding investment funds. Of the $3.7 million, $1.3 millionis
interest lost on local taxpayer money while $2.4 million isinterest lost on federa
taxpayer money.



The CUPCA cash
reserve account has
lost approximately
$3.7 million through
unnecessarily low
yield investing.

CUPCA cash reserves, which reached $72.2 million in December 1998, have
been kept in a checking account receiving far less interest than higher yielding
investment options or even the treasury hill rate (i.e., the risk-free rate). The
district does have plans for the use of these funds, but that use is not immediate.
If the district continues to neglect these funds in 1999, an additional $1.3 million
of interest income could be lost. In a positive action, the district moved its
CUPCA funds in the second quarter of 1999 from a checking account to a
money market account having arate approaching the treasury hill rate.

CUPCA Cash Reserves Have Grown

Construction on CUPCA's projects, including Diamond Fork, SFN,
Uintah/Upalco and the Wasatch County Water Efficiency Project (WCWEP),
have not followed the originaly planned timetable. As aresult, the CUPCA fund
balance and cash reserves for that balance have grown significantly. A positive
fund balance represents a situation in which revenues received have exceeded
expenditures made. In other words, a positive fund balance represents a current
surplus of funds.

Because revenue growth has exceeded expenditure growth, the fund balance has
been steadily rising. Most importantly, the mgjority of this fund balance has been
maintained in the form of cash or liquid assets. This growth is shown in Figure|.

Figurel
CUPCA Ending Fund Balances and Liquid Assets
1993 to 1998
(Millions)

1993 1995 1996 1997 1998

Fund Balance $14.5 $25.3 $34.2 $59.1  $86.1
Liquid Assets 12.7 24.0 35.9 35.0 55.5

1993 represents a calendar year. 1995 through 1998 represent fiscal years. 1994
was a transitional period between the two accounting methods. As a result, 1994
data was not comparable and so are not reported.

In 1996, the liquid assets exceeded the fund balance. This excessis because
liabilities, one of the three balance sheet categories, are not shown in the above
figure. Instead, only the fund balance (i.e., owner’s equity) and assets are shown.
Since liabilities plus owner’s equity equals assets, sometimes assets shown exceed
the fund balance (owner’s equity).




High CUPCA cash
balances are
attributed to

construction delays.

CUPCA contract
does not appear to
prevent the district
from investing in
higher yielding
accounts.

Didrrict officids stated that unanticipated delays in SFN, WCWEP, and
Uintah/Upal co project construction have caused CUPCA fund balances to
grow. CUPCA money was to have been spent as the projects moved along,
and it was thought that federd funds would actudly lag behind project
completion. Obvioudy, this projected funding need has not been the case.

District Believed Money Had to Be
Held in a Checking Account

Digtrict management interpreted the federa contract overseeing CUPCA
money as requiring that al CUPCA money be held in achecking account. Asa
result, the digtrict never andyzed its cash management options. However, the
CUPCA Cogt-Sharing Agreement does not gtipulate fund maintenance in a
checking account. Further, even if the money had to be maintained in a
checking account, the didtrict dways had the power, given the sze of the fund,
to negotiate a higher checking account interest rate. Article VI, paragraph C of
the digtrict’ s CUPCA Cost-Sharing Agreement states:

» CUPCA funds must be maintained in a separate interest bearing
account in afederdly chartered bank for CUPCA activities only

* Feded and locd cost share money must remain in same account

* Interest earned is divided proportiondly (65% to the federd
government, 35% to the district)

* Interest earned on federd funds reduces the total amount the federa
government must pay for CUPCA

It gppears that the goal of the agreement was to insure that the state-match is
accounted for and that the funds be maintained in a separate, secure account;
hence, the federaly-chartered bank stipulation. We believe that the contract's
investing stipulations are sraight forward. We are confused, however, with the
varying interpretations of its Smplelanguage. Particularly the interpretation of
...aSeparate interest-bearing account in federally-chartered bank... .

The federd CUPCA manager has indicated that this language does not mean
the money must be held in a checking account. “Basicaly, the bottom line for
DOl isthat dl the money be held in one account,” but the type of account does
not matter. The federd CUPCA manager aso indicated that the contract does



District has not
investigated better
investment options
in the 5 years it has
held the high
CUPCA balances.

not preclude investing the CUPCA money in higher yied investments athough
he admits he has never encouraged the didtrict seek higher yidds. It washis
belief that the additiona interest would creete an “ accounting nightmare” More
recently the federd CUPCA manager has reversed his pogition stating that the
fund must be in an interest-bearing checking account because the federa
interpretation of the contract calsfor the ability to write checks from this
account.

Conversdly, the digtrict origindly believed the fund had to beinvested in a
checking account but has now switched the CUPCA account to alimited
access money market account. We don't understand why a money market
account or any other type of investment fitting within the contract stipulations
would be inappropriate.

District Has Not Explored Investment Options

The didtrict defendsiits actions by maintaining that the federd government
required the funds be held in a checking account. This digtrict belief does not
appear to be correct, nor does it appear that the district ever attempted to
investigate other investment options. Assats have basicaly been stored for five
years waiting for projectsto get underway. During this period, the didtrict took
no action to maximize the use of the CUPCA asssts held initstrust. The
digtrict did not pursue higher interest rates from its own financid inditution nor
did the didtrict investigate investment options outside its established financid
structure.

To andyze the possible investment vaue of the CUPCA assats, we compared
the interest earned by the didrict in its checking account to the interest earning
potentia of both treasury bills and the State Treasurer’s Public Treasurer’s
Investment Fund (state pool). We selected the state pool as a representative of
higher yielding accounts because its performance is representative of investment
funds and the pool’ sinformation was readily available. We bdieve that the
state pool meets dl the criteria set by the DOI. The State pool isavailableto
the digtrict’ s financid ingtitution, relatively risk-free (actudly three basis points
higher, on average, than the treasury rate for essentidly the same risk), and
highly liquid (two day withdrawd time).

Further, the digtrict is aware of the State pool and its benefits. The 1989
legidative audit recommended that the district invest in the state pool to receive
additiona interest earnings. The audit reported that the ditrict could have
obtained over $12,000 additional interest in 1987 and nearly $15,000 in 1988

10



The district’s bank
has higher yield
investment options
but was never asked
to use them.

The district did not
use its large CUPCA
account balance to
negotiate a higher
interest rate with the
bank.

The district's $72.2
million account
received a lower
interest rate than a
$20,000 account.

by investing excess checking account baances in the Sate poal rather than
leaving the balances in the checking account. As aresult, the didtrict now uses
the state pool for money not designated for CUPCA.

The digtrict maintains that the state pool option isimpossible for CUPCA
money under the federd contract as written. The investment manager for their
bank, however, indicated that the district had never approached him for
possible options. Further, he recommended the digtrict have the bank invest
with the sate poal asit has congstently delivered a higher yidd than other
investment options offered by the district’s bank.

A representative of the State Treasurer’ s Office reported that the district could
comply with the federal agreement by having its bank establish a trust account
for CUPCA monies. A trust account would honor federal contract
requirements that CUPCA funds remain in afederdly chartered bank. The
digtrict’ s bank would then write an agreement with the State Treasurer’ s Office
to invest CUPCA money in the state pool. The trust account would function
amilarly to the digrict’s current checking account except that the funds would
generate higher interest.

Even if CUPCA money had to be maintained in a checking account, asthe
digtrict believed, the digtrict could till have obtained a higher interest rate. The
CUPCA account has adways been a very large account and, as such, carried a
great dedl of negotiating power regarding interest rates received and bank
sarvice fees charged. A representative of the district’s bank confirmed that no
attempt to negotiate for a higher interest rate had been made by the didtrict.
Thislack of negotiation meant that this multi-million dollar account was alowed
to receive an interest rate of 3 percent which is 2 percentage pointslessthan a
$20,000 checking account can receive (A $20,000 high yield checking account
qudifiesfor an interest rate equd to the 30 day T-Bill rate). In addition, we
found no evidence that the district shopped among banks for competitive
interest rates.

Significant Interest Earnings Have Been Lost

The digtrict has held the CUPCA cash reserves in a checking account since
1993. Between October 1993 and December 1998, this checking account
paid interest between two and three percent, earning the CUPCA funds a total
of $5 million in interest. These rates are approximately 2 percentage points
below the risk-free rate, yet the risk represented by these checking account
ratesisthe same. By not achieving the treasury bill rate, $3.7 million in interest

11



Investmentin a
higher yielding
account would have
nearly doubled fund
earnings.

District records
indicate they have
collected at least
$7.2 million morein
property taxes and
water sales than
necessary. If this
trend continues, the
district will have
unnecessarily
collected $81 million
by the year 2011.

waslogt. Sixty-five percent of this CUPCA money isfederd money while 35
percent isloca taxpayer money. Asaresult, $2.4 million isfederd interest lost
while $1.3 million is Sate interest |og.

During this same time period, higher yielding investment funds were generdly 3
basis points above the risk free rate for gpproximately the samerisk. If the
digtrict had required its bank to invest the CUPCA cash in such afund, $9.4
million in interest would have been earned. By not investing CUPCA cashin
such afund, $4.4 million in interest was logt. Again, Sixty-five percent of this
CUPCA money isfedera money while 35 percent islocd taxpayer money.
Thus, the federd taxpayerslogt $2.9 million in interest while the locd taxpayers
lost $1.5 million.

The increasing balance held in CUPCA’ s checking account means that more
interest income islost each year. In its checking account, the CUPCA cash
baance would earn approximately $2.1 million for 1999. In ahigher yielding
investment account, the CUPCA cash could earn $3.6 million— yidding the
taxpayers an additiona $1.5 million for the year.

Neither the digtrict nor the DOI was aware of the amount of interest being lost
by holding CUPCA fundsin alow interest yield checking account. When we
presented our andysis of the interest logt, officids from both the district and
DOI expressed surprise. In fact, the federd CUPCA manager, who had been
previoudy lukewarm to investment possibilities, appeared convinced by the
interest lost that a cash management change should be investigated.

District Tax Rate Not Based on Need

Didtrict revenues have been far greater than district expenditures which has
resulted in high district fund balances and indicate that the digtrict has, snce
1995, collected at least $7.2 million more in property taxes and water sales
than necessary. Asof May 1999, the didtrict’ s plans were to continue taxing at
the highest possiblerate. At that rate, the district would have unnecessarily
collected $81 million by the year 2011. At adiscount rate of 5 percent, this
gross amount has a present vaue of $65 million.

Didrict staff now agrees that lower taxes are possible given new information
added to their planning documents. Excessive tax collections can be eliminated
by tighter financia control of didtrict fund baances and an improved planning
process. The new digtrict tax reduction plan agrees with our caculations. The
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Unnecessary fund
growth was noted in
1989.

resulting gross savings of the two plans are roughly equivdent. However, the
digtrict plan maintains higher tax ratesin earlier years, which benefit the didtrict.
We believe tax rates in earlier years can be lower which benefit the taxpayer.

The digtrict’ s revenue contribution from its high tax rate is best exemplified by
the digtrict’ sincreasing fund balances. Annua ending fund balance increases
demondirate greater revenue than expenses. The didrict’ s generd fund, which
isintended to account for the didtrict’s daily operating expenses, has an ending
balance that increased 30 percent ($3.4 million) between 1995 and 1998 even
though didtrict financia statements showed there was no need for the additiond
funds. A reduction of this fund baance to a more prudent amount would have
resulted in alower tax rate and would not have jeopardized any digtrict
planning. Didrict leadership judtifiesitstax rate and the resulting projected fund
baance by stating thet its position is dlowable by satute.

The growth of digtrict fund balances is not a new concern. Our 1989 audit
report noted concerns with the district’s fund balances. Specificaly, concern
was expressed over the fact that total fund balances had grown from $9.1
million in 1980 to $22.7 million in 1988. In addition, the audit noted that these
large fund balances had been accumulated without the board clearly establishing
aneed for thefunds. Findly, the audit raised the possibility thet the digtrict’s
fund balances may be too large and that the district’s tax rate could be reduced.
In our opinion, these concerns dtill exist and are even stronger today.

Digtrict fund balances, expected expenditures, and expected tax and water sde
revenues do not appear to have received priority trestment by the district’s
generd manager or board. Digtrict financia planning and forecasting have been
left to the didtrict’ s controller and CUPCA program manager who are aready
charged with considerable duties.

Much of the digtrict’s current thinking is derived from the 1993 Governor's
Task Force conclusion that more funding may be needed in the future. The
findings of that group became obsolete in 1997 due to the district’s debt pre-
payment. In our opinion, specific financid expertise a the didrict is lacking.
We bdieve, given the volume and nature of the district’ s finances, that in-house
financid expertise should be sought. Didtrict finances should be thoroughly
examined by the digtrict’s board as a prelude to establishing property tax rates.
Further, we bedlieve the L egidature should reconsider the current statute
regarding specid didtrict fund balances to encourage efficient sewardship of
property taxes. Statutory adjustments can be made to increase control of
genera fund and capitd projects fund balances.
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A positive fund
balance represents
reserve money
which accumulates
when revenues
exceed
expenditures.

Since the district’s
general fund
balance is allowed
by statute, the
district does not feel
a need to justify the
rising balance.

General Fund Balances Lack Purpose
and Appear Excessive

By date standards, the digtrict’s generd fund ending balance was high, and has
increased by 30 percent since fiscal year 1995 for no specific purpose. A
positive baance represents reserve money which accumulates when revenues
exceed expenditures. Approximately 70 percent of the didtrict’s generd fund
revenues are derived from property tax collections and, as such, we believeit is
unacceptable for the didrict to maintain unnecessarily high reservesin its fund
balances. If more prudent fund baance criteria were followed, the generd
fund’ s fund balance could be significantly reduced, saving didtrict taxpayers
goproximady $7.2 million in taxes.

Increasing Fund Baance Lacks Purpose. The generd fund's ending baance
has increased by $3.4 million since 1995. According to the digtrict’s
accountant, thisincrease is not based on any need. Rather, he sates that the
generd fund was smply underspent. The digtrict’s accountant pointed out that
the level of the genera fund baance is dlowed by state statute and, therefore,
the digtrict did not fed aneed to further justify therising baance. Figurell
shows the fund balance increases since fisca year 1995.

Figurell
General Fund’'s Fund Balance Over Time
(Millions)
FY 95 FY 9 FY 97 FY 98
Ending Bdance $8.2 $9.9 $11.3 $11.6

Currently, Utah Code 17A-1-415(2) dlowsthe generd fund's ending balance
to be as great as 100 percent of the current year’s property taxes ($22.9
million in 1998) but does not cal for justification based on need or purpose.
The fact that afund baance is dlowed under Satute isinadequate judtification
for setting high reserve levels. These reserves, sated as fund balances, arein
effect taxpayer and service user funds; the greatest contribution coming from
property tax payers via property tax rates set by the digtrict at the maximum
rate alowed by statute.
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The district’s capital
projects fund
balance has grown
81 percent since
1995.

A review of the digrict’ s generd fund done s, however, insufficient. Generd
funds and their balances are closely tied to capita project funds through statute.
Capitd projects fund revenue comes from the general fund and is alowed by
Utah Code 17A-1-415 to be a sweep account for the generd fund, meaning
that excess revenue accumulated in the genera fund can be moved and stored
in the capitd projects fund. Unlike the generd fund, the capita projects fund
has no monetary limit on itsbdance. Rather, itsbaanceis not to exceed the
total projected cost of approved capital projects.

Figure 111 showsthe increase in the capita projects fund balance. In reporting
this baance, we a0 included the capitd projects contingency fund which isan
unreserved fund.

Figurelll
Capital Projects Fund Balance Over Time
(Millions)
FY 95 FY 96 FY 97 FY 98
Bdance $10.3 $14.9 $18.0 $18.6

As can be seen, the capita projects fund has grown 81 percent since 1995.
This 1998 amount is statutorily allowed because the value of the board
approved project (expansion of the Utah Valey Water Treatment Plant) has an
estimated completion cost of $19.2 million.

Because of this relationship between the genera fund and the capital projects
fund, it is possible the digtrict is not particularly motivated to lower their tax
rate. Infact, the digtrict’s accountant indicated that every year during the
budgetary process, he determines how much excess tax revenue is going to be
received and then budgets to move those funds into the capital projects fund.
Hetold usthat the fact that the balance in the generd fund isincreasing tdlshim
he has not done athrough job of sweeping money into the capital projects
account.

Certainly the district must be able to save for congtruction of capital projects.
However, there must be a baance between an appropriate saving rate for
capital projects and a reasonable tax-rate which does not produce large
amounts of excesstax revenue. Even the district’s own review of bond
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District only needs
$4.4 million of its
$11.2 million
general fund
balance.

Finance says district
could mirror state
rainy day fund
balance percentage

obligation identifies that the district will have excess funds in both the generd
fund and the capita projects fund.

Didgtrict’s General Fund Balance Appear s Excessive. The current generd
fund balance of $11.2 million gppears unnecessarily large. If the generd fund
balance had been dropped to $4.4 million, the digtrict could have taxed a a
lower rate and saved the taxpayers $7.2 million. How- ever, the ditrict has
done no andysis as to a prudent fund balance to maintain in the generd fund.
Instead, the generd fund balance is acceptable to the digtrict aslong asit fdls
within satutory limits.

Utah Code 17A-1-415(1) statutorily defines two primary reasons for generd
funds

» Tosavefor future asset purchases
» To provide coverage for unexpected expenditures

In addition, a genera fund baance can aso be used to cover emergencies.
This need does not appear necessary for the district, however, because it
maintaiNs a separate emergency reserve account. Didtrict personnd and
planning documents indicate that the district’ srising generd fund baanceis not
the result of saving for future asset purchases or for unexpected emergencies.
Thus, the digtrict’ s generd fund baance functions to cover unexpected
expenditures.

The State of Utah, nationdly recognized as afinancidly well managed date,
maintains arany day fund in the generd fund which isfor the same purposes as
dlowed generd fund balances in specid service didricts. By Saute, the state's
rainy day fund balance is dlowed to be a maximum of 8 percent of the total
generd fund appropriations. State Divison of Finance personnd believe that a
ratio of the didtrict’s generd fund baance to district expenditures should mirror
the state' s requirement and would be an appropriate comparison ratio.
However, sincethe digtrict does not have the financia resources of the State,
we doubled the state’ s criteriato 16 percent of total general fund expenditures.
Figure IV shows the digtrict’s historica ending fund balance to annud
expenditure retios.

16



FigurelV
Ratio of All District Expensesto
General Fund Balance
(Millions)

1995 1996 1997 1998

Generd Fund Bdance $8.2 $9.9 $11.3 $11.6
Expenditures 26.0 19.4 24.8 27.3
Ratio 32% 51% 46% 43%

As can be seen, the ratio of general fund balances to digtrict expenditures far
exceeds the 16 percent figure which istwice what is deemed adequate by the
gate. Our review of the digtrict’ s historic expenses shows that there should not
be any unexpected expenditures that exceed 16 percent and unexpected costs
should never be 30 to 50 percent of the district’s norma annual expenditures.
Figure V shows the ending fund balance adlowed by maintaining 16 percent of
the digtrict’ s expenditures and the ending fund balance actualy held by the
didrict.

FigureV
Comparison of Actual Fund Balance to
16 Percent Fund Balance
(Millions)

1995 1996 1997 1998

Expenditures $26.0 $19.4 $24.8 $27.3
16% Bdance 4.2 3.1 4.0 4.4
Actua Bdance 8.2 9.9 11.3 11.6

Difference $4.0 $6.8 $7.3 $7.2

In essence, the digtrict has taxed digtrict taxpayers an additiond $7.2 million to
support fund balance growth that has no apparent purpose and is unnecessarily
large to cover unanticipated expenditures. While the digtrict wants to hold
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enough of afund baance to protect itself from unexpected expenditures and
provide itself with a source of working capitd, it should not hold so much that
the taxpayers are taxed without cause. Digtrict management now believes that
afund balance percentage equd to 25 percent of revenuesis adequate.

The following tax rates shown in Figure VI could have met the digtrict’ s actud
expenditures while saving the taxpayers $7.2 million in excess revenue
callection. In performing this anadlys's, we calculated the target fund balance
(16 percent of digtrict expenditures) and gradually reduced the actua fund
baance to the 1998 target balance of $4.4 million.

Figure VI
Potential District Tax Rates and Savings
1995 - 1998
dver  CMDTe foed Ve
1995 .000396 .000319 $2,796,555
1996 .000349 .000300 2,194,008
1997 .000323 .000284 1,929,379
1998 .000400 .000391 322,564
Total Potential Savings $7,242,506

The datain Figure V1 is based on the didtrict’s actua expenditures. However,
it isimportant to note that many of the expenditures identified in the genera fund
are actualy trandfers to other district accounts. Some of these transfer amounts
are mandatory (i.e., the transfer of the local cost share into the CUPCA
account). However, some of these transfer amounts are more flexible (i.e., the
transfer amount into the capita projects account). An expenditure andysis
might have provided more room for a decrease in tax rates.
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Documents indicate
the district planned
to tax at the
maximum allowable
rate of .0004
between 2002 and
2012 even though
that funding level is
unnecessary.

Prior district taxing
plans would collect
$81 million more
than necessary by
2011 and $170
million more than
necessary by 2015.

District Expenditures Don’t Justify Future Tax Rate

The excess funding between 1995 and 1998 is atrend the district had planned
to continue according to digtrict records. In May 1999, the digtrict’ s financia
plans had not incorporated the then ingtituted debt pre-payment previoudy
discussed. Asareault, digtrict financia forecasts under-estimated revenues and
over-stated expenses. The net result of these errors convinced the district that
taxing at the maximum rate was judtified. This despite the fact that the didtrict’'s
bond obligation report identified that the district’s genera fund would exceed
the maximum alowable ending year baance by the year 2004. The bond
report estimated the genera fund baance would be gpproximately $45 million
and further projected fund growth to be $6 million per year. This genera fund
balance growth was due to the lower expenses alowed by the debt pre-
payment plan.

The digtrict’ s projections, without the benefit of the debt pre-payment identified
in the bond report, show that the digtrict intended to maintain its high tax rates
to the year 2012. This projection identified that the didtrict planned to tax &t the
.0004 percent rate for the years 2002 through 2011, even though the level of
funding attained will not be necessary. If the didtrict taxed at the .0004 rate, the
digtrict would have agenerd fund balance of $55 million and a capitd projects
fund balance of $30 million for atotal baance of $85 miillion. Current district
projections estimate a necessary fund balance tota of only $15.4 million. With
lower fund balance requirements, we estimate that only $13 million would be
needed.

Using the didtrict’ s anticipated revenues and expenditures, the district now has
preliminary plansto gradudly reduce its tax rate from .00039 to aslow as
.0002 by 2011. This change would reduce annud taxes up to 50 percent and
would, for example, on a $200,000 home save $40 per year by 2011. We
believe that advancing the tax rate reductionsis possible. In fact, given the
district’s current balances, taxes can immediately be reduced to .00033 (a17.5
% reduction). Tax rate reductions could continue as low as .00017, which
would be an operationd maintenance leve.

Both scenarios reduce gross taxes between 1999 and 2011 (the year most
major building expenses end) by $31 million. They differ in when savings
would be redized by the taxpayer and the leve of funding maintained in reserve
balances. The greater savings to the taxpayer is redized when tax reductions
are made sooner. Asaresult, our plan has a present vaue of $65 million and
the didtrict’s plan has a present vaue of $61 million. Savings for both
projection plans are more dramatic for the years 2012 through 2015 where
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District can reduce
its tax rate 17.5
percent to .00033
and still meet its
obligations,
resulting in a gross
tax savings of $81
million by 2011.

Lack of fund
balance control
suggests the
Legislature should
re-examine Utah
Code 17A-1-415 and
determine if statute
changes are
appropriate.

taxes are reduced by $22 million per year. Thetota grosstax savingsto 2015
is projected to be $170 million which has a present value of $120 million. For
greater detail please see Appendix B.

Statute Governing Fund Balances Needs Review

Sincethe digrict’sfund balance isin effect tax-based, there should be logic and
prudence judtifying the rate to both the Legidature and the taxpayer. The
digtrict’'s board of directors should have an andyss performed to determine an
gppropriate and judtifiable generd fund balance level. From that fund baance
level, the board should establish atax rate which is sufficient for the digtrict’s
anticipated budgeted expenditures and maintains a sufficient, but reasonable,
reserve for unanticipated expenditures. A review by the Legidature may aso
be cdled for to possibly modify statutes governing specid digtricts fund
balances. Asthe stauteis currently written, it appears that little control over
the digtrict’ s expenditures and taxing policies exigs.

According to Utah Code 17A-1-415(2), the accumulation of afund baancein
the generd fund may not exceed the greeter of:

» 100 percent of the current year’ s property taxes, or

o 25 percent of the total generd fund revenues for districts with
annua genera fund budgets greater than $100,000.

While these requirements st the dollar limit that can be maintained in the
generd fund ending baance, they do not limit the funding avalladle to the
digrict. Statute also allows excess genera fund baances to be shifted to the
capital projectsfund. The capitd projects fund has no specific monetary
limitation. Rather, it islimited by aformd long-range capita plan adopted by
the governing body. Asaresult of this code language, the district could in 1998
technicaly maintain $22.9 million in its generd fund balance and an amount
within its capita projects fund limited only by the monetary scope of the capita
projects plan.

Because of this fund interrdaionship, we bdieve thereislittle actua control
over fund balances within the district. Given code descriptions of the intent of
generd fund accounts, it does not seem that the Legidature sintent was to
dlow large, unchecked generd fund balances. Asaresult, we believe the
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Board members
reported they have
enough time to
adequately review
the district’s budget.

Legidature should re-examine Utah Code 17A-1-415 and determine if
changes to this statute are appropriate.

While the mgority of our work focused on cash management and tax issues,
we aso reviewed implementation of the 1989 budget recommendations.

Many Budget Recommendations From
1989 Audit Implemented

Mogt of the budget recommendations made in the 1989 audit, not areedy
discussed in the body of this chapter, have been implemented by the digtrict.
The recommendations made in the 1989 audit centered around two basic
issues:

(2) improving board oversight of the budgetary process, and,
(2) providing more information for the budget and financia processes.

In 1993, our office conducted an in-depth follow-up of the recommendations
made in 1989 and found most of them had been implemented. The follow-up
in this audit concurs with mogt of the findingsin the 1993 follow-up audit.

Improving Board Oversight of Budget Process

The 1989 audit recommended that the board spend as much time as needed to
verify the gppropriateness of management requests. That audit dso
recommended that digtrict staff provide the board with any information
requested by them. The 1993 follow-up audit indicated that both these
recommendations had been implemented. The board membersinterviewed in
1993 felt that they were given enough time to review the budget and question
gaff about any additiona information they felt was lacking. Further, they
bdieved they had no difficulty in obtaining information from staff. The board
members interviewed in this follow-up voiced smilar fedings.

Providing More Information for Budgetary
and Financial Processes

The 1989 audit recommended improvements to the budgetary and financia
processes. The staff was asked to prepare additional budget line items and to
provide more supporting information to explain requested expenditures. The
board was asked to establish the purpose and dollar limits for the various funds
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CUPCA lobbying
expenses, averaging
$7330 per month,
are still not itemized
in the district’s
annual budget.
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believe budget
requests are
accompanied by
enough information
for the district’s
board to make
informed decisions.

held by the digtrict. Also, the audit recommended that the board improve its
capita planning and establish a separate capita projects fund. The 1993 audit
found that al recommendations related to this area were implemented. This
current follow-up found that al but one of these recommendations were
implemented.

Prepare a Single Budget Line ltem for L obbying Expenses with
Detailed Amounts. The 1993 follow-up found this recommendation was
implemented because an account entitled “ Consultants-Federd” was used for
federa lobbying and an account caled “Consultants-State/Local” was used for
lobbying on the Sate level. While these accounts are il in the budget, in this
current audit we do not believe the recommendation is il implemented.

Specificdly, the digtrict’s CUPCA lobbying expenses are not itemized in the
digrict’sannual budget. Over the past three years, the digtrict has paid over
$270,000 for Washington, D.C., lobbying efforts or $7,330 per month.
However, thisamount is contained in the CUPCA budget under the CUWCD
Direct Expense category. Thetotal budgeted fundsin this category were
$1,072,900 for fisca year 1999, which the lobbying expenseisapart. Asa
result, we believe the didtrict is not fully complying with this recommendetion for

asgngle budget line item identifying lobbying expenses.

Digtrict Prepare Additional Budget Line Itemsfor Travel and Any
Other Areasof Concern. The origind audit discovered that there were no
line itemsfor trave, but the expenses were dispersed throughout the budget.
The 1993 follow-up found that this recommendation had been implemented.
The digtrict had created three accounts to which travel expenses are posted:
Director Expense, which coverstravel for the board; Staff Expense; and, Staff
Training, which coverstravel for saff. Thisaudit noted the use of two expense
accounts to cover the same areas. Director Expense and Staff
Expense/Training. Our only concern isthe fact that the total cost of trips and
training events are not readily available. Many records must be reviewed to
discover the total cost of aboard training or other staff event.

Budget Requests Be Accompanied by Enough Supporting Information
to Explain Expendituresand How They Arrived at the Budget Amount.
The 1993 follow-up found this recommendation was implemented. Board
members that were talked to indicated that the budget has enough information
to justify expenditures and to help the board understand how staff prepared the
budget requedts. In this follow-up, we found descriptions explaining why each
budget areais needed and how the funds are to be used. The board members
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aso indicated that they have adequate information available to justify
expenditures.

Staff Prepar e Specific Descriptionsfor Each Budget Category. The
1993 follow-up indicated this recommendation had been implemented. 1t was
noted that the board is presented with a summary of al accounts and the total
amount in each one. As supporting information, the accounts are broken down
into specific activities and each one has a quantity, unit cost, and total cost
which gives the board a good idea of the type and amount of work being done.
The current follow-up found smilar information being presented to the board.
Further, the board felt that adequate information was presented in the budget.

Budget Proposal Should Compare New Budget Requeststo the Original
Budgeted Amount for the Prior Year. The 1993 follow-up reported this
recommendation as implemented. The budget is prepared to give the board a
historical view of each budget item. Our follow-up found this practice is il
followed.

Board Designate Pur pose of Debt Service Sinking Fund, Future
Construction Reserve Fund, Continency Reserve Fund, and Any Others
Where Needed. The 1993 follow-up audit reported this recommendation
was implemented. At the time of the 1989 audit, few of the funds had sufficient
explanation as to their purpose or how the money was to be spent. The 1993
follow-up found most of the funds now have awritten policy. Further, the Debt
Service Sinking Fund no longer existed. In addition, the Future Reserve
Construction Reserve Fund has been incorporated into the Capital Projects
Fund. This current follow-up found the existing reserve funds to have a defined
purpose.

Board Egtablish a Maximum Amount for Each Fund. The 1993 follow-up
found this recommendation implemented. When the 1989 audit was conducted
there was concern that the asset funds held by the digtrict could possibly have
unlimited fund balances with no redtrictions. The 1993 follow-up found thet dl
reserve funds had maximum dollar limits placed upon them. This current
follow-up dso found reserve accounts having maximum dollar limits with the
exception of the Facility Reserve fund.
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In our opinion, the didtrict could improve financid management. The didrict
could revamp CUPCA cash management. In addition, we see no judtification
for the risng generd fund baance. The risng fund balance opens the possibility
that the digtrict might be able to lower itstax rate with better planning. We did
see, however, that the digtrict has implemented dl but one of the financid
recommendations from the prior audit.
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Recommendations:

1. Werecommend the didrict invest, through itsfinancid ingtitution,
ungpent CUPCA moniesin a manner whereby interest earnings are
maximized at an acceptable risk level. The state pool may be a good
candidate.

2. Werecommend the digtrict and its board of directors decide on an
gopropriate generd fund balance level and establish atax rate which
will dlow the didtrict to meet expenditures while avoiding unnecessary
increases in the generd fund baance.

3. We recommend the district consder adding a position in-house
which incorporates specific financid management skills.

4. Werecommend the Legidature review Utah Code 17A-1-415to

determineif changes are necessary to eliminate excessive fund
balances.

5. Werecommend the didtrict itemize its Washington, D.C. lobbyist
expensesinitsannual budget.
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Chapter Il
District Policies and Procedures Lack
Sufficiency and Enforcement

Central Utah Water Conservancy Didtrict (district) management has alowed
lgpses in adminigrative controls that have resulted in questionable adminigtretive
practices. Disregard for policies and procedures, libera interpretation of
expense palicies, and generd manager gpproved violations of policies have
resulted in approximately $90,000 of questionable expenses and $185,000 of
expenses that violate accepted business practices. Examples of questionable
digtrict adminigtrative controls demongtrative of either violated policies or poor
controls include:

» Didrict board membersindirectly benefitting from digtrict contracts
athough specificdly prohibited by state satute and didtrict policy.

+ Didrict management benefitsincluding a $75,000 contracted bonus
agreement for future work; a $37,000 car for the genera manager; and,
ingppropriately reported car alowances for another senior manager.

» Trave expensesat least $35,000 in excess of necessary travel costs
because the digtrict failed to use the lowest available rates or follow its

own lodging policy.

» Vehiclefleet utilization that does not gppear adequate to support the
number of fleet vehidles. Further, use of digtrict vehicles for commuting
purposesis not controlled well.

» Didrict procurement practices resulting in retention of many services
without using a comptitive bid process.

Didtrict leadership has revised the digtrict’s policies and procedures to address
past audit criticisms. Human resource and procurement policies have been
srengthened. We are, however, concerned that athough policies have been
reviewed and apparently strengthened, problems seem to persst. Often these
revised policies and procedures appear to be overridden by the digtrict’s
management with the knowledge of some or dl of the district’s board.
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Two board members
inappropriately
received $110,000
from district
contracts.

District Financial Participation
with Board Members Should Be Avoided

Two digtrict board members have received at least $110,000 in benefits from
digtrict contracts with closdly related organizations even though digtrict
management is aware that such financia relaionships are not dlowed. The
board chairman has received $39,295 in consulting fees, and a second board
member has received $19,300 for management work. We have smilar
concerns with adigtrict supported contract with its' vice-chairman’s company,
where that company was awarded a $500,000 contract to do construction
work for a digtrict-funded project.

Certainly some digtrict board members have indirect relationships with the
digrict which are potentia sources for conflict of interest. For example, two
board members are employees of water conservancy digtricts while three are
associated with loca irrigation companies. It is possible that these indirect
relationships are inherent in a board which seeks individuals knowledgesble
about water. However, we are concerned with the three board members
discussed in this chapter because they received indirect payments from the
digtrict.

Financia dedlings with board members beyond payments for actud board
duties appear to be conflicts of interest and quid pro quo agreements that imply
favoritism and are difficult to overcome in the most innocent of cases. For this
reason, the Utah Legidature specificaly prohibits financia dedlings with board
members. Utah Code 17A-2-1410(1) states:

Each director... shall take and subscribe to an oath...that he...will
not be interested directly or indirectly in any contract entered into
by the district.

The digtrict has aso recognized the problem with the appearance of board
member conflicts of interest and aso prohibits either direct or indirect
relationships. Digtrict policy, updated in 1996, mirrors the State Statute:

Directors shall not...(f) receive or agree to receive compensation
for assisting any person or business entity in any transaction
involving the district; (g) participate in their official capacity or
receive compensation in respect to any transaction between the
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District and any business entity in which the director isalso an
officer, director, or employee or owns a substantial interest...

In spite of recognizing the problem with the appearance of conflicts of interest,
the digtrict has alowed and continues to dlow indirect payments to board
members. Thedidrict’slegd counsd maintains the district does not directly
pay board members for the services they provide to other specid didtricts and
that such work performed by district board membersis out of district control.

District Payments to the Board Chairman
May Violate State Statute

The digtrict’s board chairman has received $89,295 from a district contract

Board chairman

received $89,295 with Wasatch County. The contract’ s performance requirements pertain
from a questionable directly to work done by the district board chairman, intended to advance
district contract. district projects. The work, which certainly contradicts the spirit of conflict of

interest language, appears to contradict Sate statute as well asthe didtrict’s
own policy. In addition to gppearing a odds with the Utah Code
17A-2-1410(1) and district policy, these indirect payments also appear to
violate the contractua agreement between the district and Wasatch County
which dates

No member of Congress, Departmental employee, or District
Board member or employee shall be admitted to any share or part
of this agreement, or to any benefit that may arise therefrom.

As background, the didtrict has contracted with either Wasatch County Specid
Service Area (WCSSA) or Wasatch County for WCSSA service. WCSSA
was created in 1992, with digtrict staff assstance, to coordinate and manage
water-related issues in Wasaich County. The primary duty of the WCSSA is
to provide assstance to the didtrict with the Wasatch County Water Efficiency
Project (WCWEP).

The digtrict’ s board chairman has served as chairman of the WCSSA oversight
board, as a consultant for WCSSA, and as general manager of WCSSA. The
chairman’swork with the WCSSA is contractud through hisfirm, Royad
Solutions. As such, he views himsdf as a consultant, not as an employee of
WCSSA. Funding for this project flows from the digtrict to either the WCSSA
or Wasatch County and then in turn to Royd Solutions for its manegerid
consulting services.

28



Board chairman has
reported some
situations as both
WCSSA and district
business.

The digtrict has had knowledge of this arrangement since itsinception and has
attempted to clarify and vaidate the arrangement within the contract. In 1996,
the contract was modified to demonstrate a separation between the district and
its board member working with Wasatch County and WCSSA. The
agreement states:

...Wasatch County’ s representative will contract directly with the
WCSSA and is not considered to be an employee of the district for
any purpose.

We believe that the connection between the didtrict and its board chairman’s
work for WCSSA is clear and gives an inappropriate appearance, in spite of
the above contract wording. We aso believe that further questions of possible
conflicts of interest are raised by the didrict’ s failure to enforce requirements
within the contract. The contracts with Wasatch County are pecific in calling
for:

* A clear separation of district board members and any possible conflict
of interest.

» Matching of digtrict and county funds with digtrict participation being
limited to 50 percent for contracts dated through January 1997.

Chairman’s Dual Roles Are Confusing. Itisdifficult to determineif the
chairman’s activities are performed as a representative of the WCSSA or asa
representative of the didtrict board. A digtinction isimportant since the
WCSSA work is compensated on an hourly basis whereas board work is
compensated by aflat monthly payment. In an effort to further review the
board chairman’s work arrangement, we compared reported WCSSA work
hours with digtrict expense reimbursement forms. The comparison found the
board chairman reported some situations as both WCSSA and district
busness. Some examples, indicating the difficulty in separating the work,
include:

» Hourshilled to the WCSSA for a presentation at a water conference in
. George while the didrict paid for mileage, lodging, meds, and
registration

* Hourshilled to the WCSSA to deliver amemorandum of understanding

to the digtrict while the digtrict was billed for mileage from Heber City
to Orem
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* Hourshilled to the WCSSA for telephone discuss ons on unknown
subjects with didtrict staff

* Hoursbilled to the WCSSA for interviews with local media regarding
the WCWERP project; the WCWEP project isadistrict project which
the WCSSA isfadilitating.

One of the reasons that the chairman’s roles are confusing is that the chairman
has done an inadequate job of documenting histime. Infact, Royad Solution’s
invoices document only a portion of the board chairman’s billable hours.
Specificaly, none of Roya Solution’s payments from the WCSSA checking
account (where district money was deposited) included information identifying
and supporting the billed amount. Further, no information was sent to the
district documenting how the money was spent. On the other hand, Royal
Solution’s four bills presented to the county for payment in 1997 were
minimally documented. 1n 1998, only one of Royd Solution’s monthly invoices
included any information identifying and supporting the billed amount.

The digtrict contracts with WCSSA have varied in their requirements for
expense documentation. However, according to the CUPCA program
manager, the 1998 contract is a cost reimbursement contract. Thus, in order to
receive payment from the district, expense documentation will be necessary. A
Wasatch County officia stated they have asked, to no avall, that documentation
of hours be sent with invoices. In our opinion, expenses should be throughly
documented when the expense is submitted for payment.

District Did Not Enfor ce Contract Requirementsfor a 50 Percent Cost
Share Between the District and Wasatch County. Asaresult, the district
paid approximately $10,000 more than necessary in fiscd year 1997. Billing
invoices from the WCSSA to the digtrict in 1994 and 1995 show a 50 percent
reimbursement requirement stipulated in the contract was followed. However,
the digtrict did not enforce the requirement in fiscal year 1997, apparently due
to arequest by Wasatch County.

Wasatch County’ s request, signed by a county commissioner and the district’s
board chairman (in his role as Wasatch Water Board Chairman), asked the
digtrict to submit monthly payments of $6,250 in lieu of matching county funds,
The digtrict accepted the request and paid morein fisca year 1997 than was
contractudly required. The request did not mention any repayment from
Wasatch County.
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$30,346 of board

chairman’s income
was not reported to
the IRS by WCSSA.

Not enforcing the contract requirements may be indicative of incapacitated
enforcement by the didtrict. The ultimate recipient of the contract’s monetary
benefitsisthe digtrict’ s chairman of the board. It seems reasonable to assume
that the digtrict would be reluctant to take action which may unnecessarily
antagonize the board chairman. Thus, possible reluctance to antagonize may
have led the digtrict to inadequate contractua enforcement. Given WCSSA's
limited internd controls, we believe didtrict contract monitoring is particularly
important.

WCSSA’'s Own Financial Auditors Have Noted Potential Control 1ssues
Within WCSSA. Firg, WCSSA's externd financid auditors have stated
concerns with related party transactions. Current and past WCSSA generd
managers have aso been directly involved with other water districts and water
user organizations. Second, the WCSSA'’sinternd controls are lacking and do
not include proper segregation of duties. WCSSA's own auditors have stated
that financial decisons a the WCSSA are dominated by asingle person (i.e,
the WCSSA manager) having control of both receipt and disbursement of cash.

In addition, areview of checkswritten by the WCSSA in 1997 and 1998
showed $30,346 of |RS-unreported income was paid to Royal Solutions. In
essence, the digtrict’ s board chairman recelved WCSSA payments without that
income reported on Form 1099-MISC for Internal Revenue Service use. The
previous manager also received WCSSA payments without reporting the
income on Form 1099-MISC for Internd Revenue Service use.

A District Contract with Juab County Pays
Board Member for Work Related to the District

In agtuation smilar to Wasatch County, a district board member from Juab
County has questionably received $19,300, in wages and expenses from a
digtrict contract with the East Juab Water Conservancy Didtrict. Again, we
believe that such payments are contrary to Utah Code 17A-2-1410(1). In
addition, the digtrict has exercised insufficient control over the contract by not
enforcing the contractua requirement for expense documentation, including
hours worked.

The East Juab Water Conservancy Didtrict (EJWCD) was created to act as an
arm of the didtrict; to assst with the East Juab Water Efficiency Project. Prior
to 1998, EJWCD received dl of its funding from the district. The EJIWCD
currently has one board member, a part-time general manager, and a part-time
Secretary. A district board member works part-time as the generd manager of
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the EMWCD and is paid amonthly sdary of $1,000. The district board
member provided free management services for EIWCD for six months before
recaving asdary.

The digrict and EJWCD have a cost reimbursable agreement in which all
expenses incuding sdaries, furniture, supplies, mileage, copying, and phone
expenses are submitted to and paid for by the district. The contract between
the digtrict and Juab County, dthough for smilar intent, is not the same contract
used for Wasatch County. The most interesting difference isthe lack of any
language declaring that district board members may not benefit from this
contract.

Work Performed by a Board Member’s Company
Creates a Questionable Appearance

As an example of questionable appearances, we identified one case where a
county indirectly contracted with a board member’s company for construction
sarvices. Thedidrict provided funding for the project, creating the net result of
paying $500,000 to afirm owned by one of its board members.

In the above case, the didtrict provided funds to the Sanpete County Water
Conservancy Digrict (SCWCD) for a cand rehabilitation project. The
SCWCD hired an engineering firm for project planning which, in turn,

requested bids from congtruction companies for design and construction
sarvices. The engineering firm is aso widely used by the didrict. The bids
contained both a subjective and objective component with the $500,000 bid
award going to the board member’s company. Of this amount, $380,000 was
paid to the congruction firm directly from the digtrict. The remaining amount
came through the engineering firm.

In thiskind of circumstance, the gppearance of an improper quid pro quo
contract award exigts. A quid pro quo arrangement isoneinwhich  favorable
congderation is given by one entity in exchange for favorable congderation by
the other entity. Didrict board members are involved in sdecting engineering
firms and assigning funding for district projects. If board member-owned
companies are sub-contracting for portions of projects, pressure is placed on
elther the contracted county or the genera contractor to dedl with the possible
conflict of interest. Thereisa possbility that subjective assessments can be
swayed in favor of the board member anticipating favorable congderation by a
board member for future work.
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In conducting our andlysis of possible conflicts of interest, we aso noted that
the CUPCA manager has atie to an engineering firm which is often used by the
digrict. Specificaly, his father-in-law owns the engineering firm, and the
CUPCA manager was formerly employed there. We reviewed some of the
bids involving this engineering firm and found no evidence that the CUPCA
manager exerted improper influence. Asaresult, we did not pursue the issue
further.

General Manager Contracted
Bonus Agreement Appears Inappropriate

The digtrict’s generd manager, who receives a $96,000 annud sdary, will dso
receive $75,000, over afive year period, as aresult of a contract between him
and selected members of the didtrict’ s board. The contract is written to signify
the payment is a bonus for work not yet performed or evaluated. We are
concerned with the contract because it violates the digtrict’s own interna bonus
policy and deviates draméticaly from state policies.

Further concerns arise when some board members note that the contract was
crested not as a bonus, as stated in the contract, but as salary and retirement
benefit and that the contract was never presented to the entire board. Only one
board member, besides the chairman and vice chairman, stated he had seen the
actual agreement and that board member requested the agreement from legal
counsd.

The agreement was signed April 1, 1998, by the generad manager, the board
chairman, and the board vice-chairman and contains the following provisons

» A monthly bonus of $1,250 ($15,000 annually) starting April 15, 1998
and ending December 31, 2001 for atota of $75,000.

* A death or hedth-related termination clause that alows for continuation
of bonus payments to the genera manager’ swife if the generd
manager’ s termination of employment is due to hedth problems or
desth.

Bonus Agreement IsNot Linked to Performance Reviews. Asaresult,

the agreement acts as a base sdlary increase not abonus. Bonuses, by
definition, should be judtified by meritorious performance. The agreement
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contracts for future bonus payments. The bonus may be terminated for a
negetive performance review; however, average performance is sufficient for
the bonus.

We were unable to find any recorded performance appraisa of the generd
manager in the last three years. Didtrict policy, however, states that an annua
performance review must be conducted on the genera manager and that the
digtrict will use written performance appraisas to determine employee merit and
bonus payments.

Agreement IsOutsidethe District’s Own Personnd System. The board
requires the digtrict’ s human resource manager to conduct annua saary surveys
and to present a human resource budget inclusve of merit adjustments. The
board meets to accept the human resource budget and, in so doing, setsthe
level of alowable merit increases for the year. The human resource manager
was unaware of the generd manager’s bonus agreement. He feds the genera
manager’ s base sdary, without the bonus, is gppropriate and competitive with
comparable positions.

Didrict policy sates that the chairman and vice-chairman will annudly review
the performance of the manager and make recommendations for sdary and
benefits package adjustments to the board. A mgority of board members
remember discussing a sdary adjustment for the generd manager in 1998, but
they were not aware of specific bonus amounts or provisionsin the agreement.
No indications in board meeting minutes or from board members show that the
provisions of the agreement were voted on by the entire board. The agreement
setsthe generd manager’ s earnings a a higher leve than vaidated by the
human resource sdlary study and gives him an annua merit increase
(performance bonus) four times greater than that approved by the board.

The generd manager’ s bonus is dso well outsde state policies and procedures
concerning bonuses. We use gate policies as a reference because many of the
digtrict’s policies are based on those of the state system. The Utah Department
of Human Resource Management rules limit bonuses to $4,000 per year and
declare that executive directors cannot recelve a bonus that will bring the total
sdary over their market sdlary range maximum. The didtrict’s generd manager
bonus grants $15,000 annualy without any true performance appraisa and sets
his sdlary far above that of other in-state water district managers sdaries.



Internal control
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resulted in $40,000
of unnecessary
expenses.

Over $30,000 in
airfare could have
been saved by using
the State Travel
Office.

District Control of Expenditures
Needs Tightening

Our 1989 audit found that the didtrict did not have sufficient internd controls
over travel expenses and thus dlowed a number of expendituresto exceed
expected limits. Our current audit found that a number of interna control
policies have been added or changed to address earlier problems, but they are
ether not followed or are so liberd asto not be effective.

We found interna control lapses till exist and have identified nearly $40,000 of
unnecessary expenditures. These excess expenses occurred as aresult of:

» Thedidrict falling to obtain the best transportation rates available

»  Management gpprova of lodging charges above didtrict policy limits
* Inappropriate gpplication of district meal reimbursement policy

» Poor review and control over generd manager expenditures

In each case, expenditures were made outside district policy by ether generd
manager approval or as an accepted practice.

District Does Not Seek Lower Travel Costs

Our current review identified gpproximately $32,000 of unnecessary travel
expenses— most were incurred because the digtrict did not attempt to seek
lower air fares, and alesser amount occurred due to the high cost of mileage
reimbursement paid when air travel was more cost efficient. Both of these
areas show improvements since the 1989 audit, but they aso demondtrate that
problems persist.

The District Could Have Saved as Much as $30,000 in Airfare by Using
Utah’s State Travel Office. The district makes flight reservation through a
locd trave office, booking primarily with one arline with midweek flights and
no weekend stay. Such bookings are higher priced, and with change penalties
which occur often as didtrict plans change, can be very expensive. The didrict
can book its airfare through the sate travel office. That office negotiates lower
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arfare contracts with airlines. The tickets are contracted as refundable and
changeable without a pendty and do not require a weekend Stay.

In the last three years, district employees and directors have averaged 70
busnessflightsayear. The mgority of flights are taken by four saff members
the generd manager, assstant generd manager, public relations director, and
environmental programs director. Mogt digtrict flights are to eight cities:

e Bose ID
« Buffdo, NY
e Denve, CO

 LasVegas, NV

* Padm Springs, CA
* Sacramento, CA
*  Phoenix, AZ

*  Washington, D.C.

A comparison of the state negotiated rates for the above cities to the rate paid
by the didrict showed that, with minimum planning, the digtrict could have
saved gpproximately $30,000 by using state travel services.

Mileagein Lieu of AirfarelsBeing Paid When Airfarelsless
Expensive. 1n 1997 (the most current completed year available), the district
paid $625 in excess rembursements for vehicle travel over the cost of airfareto
the same dedtination. Both digtrict and state policy specificdly satethat if a
person chooses to drive a private vehicle in lieu of flying, trangportation
reimbursement will be mileage, at the current IRS rate, or airfare whichever is
less.

Lodging Charges Often Exceed Policy Limits

District management approved gpproximately $1,800 in excess lodging charges
in 1996 and 1997. For 1997 didtrict travel, we found 37 cases where lodging
rates were gpproved by the generd manager even though each clearly
exceeded the digtrict’ s lodging policy. The findings are exclusive of lodging
rates for conference hotels. Thetotal excess for 1997 was $1,275 with rates
exceeding policy by aslittle as $4.00 and as much as $150 per night. A less
extensve review (four didrict travelers) of 1996 travel information identified an
additiond $460 of excess expenditures. A review of informa travel reservation
logs from 1993 to
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1998, kept by the adminigtrative secretary, showed only four lodging rate
reservations within the digrict’s policy limit.

The didrict policy limits in-state and out-of-gtate lodging rates for digtrict staff
to $60 per night except in Washington, D.C., which is limited to $120 per night.
The didrict policy for directors does not have adallar limit on lodging but Sates
the charges shal not exceed a reasonable single occupancy rate. In
comparison, state travel policy limits in-state lodging to $55-68 per night
depending on geographic location and $65 per night out-of-state. Both district
and date policies dlow stays in conference hotels to be reimbursed at the actua
cost. Interestingly, the district’s 1998-99 fiscd year budget does not follow the
digtrict’sown policy. Instead, budgeting is based on in-date lodging rates
anticipated at $55 a night, out-of-Stete rates at $75 anight, and Washington,
D.C. rates at $200 a night.

The District’s Meal Reimbursement Policy Is Liberal

The didrict’'s med reimbursement policy isunique in that it alows didrict
employees to choose per diem rates or actud expensesto their advantage. A
review of med reimbursements for the four most traveled staff in 1996 and Al
gaff and directorsin 1997 showed direct mea expenses ranged anywhere from
$7-50 and that approximately $320 was reimbursed in excess of per diem
guiddlines.

Didtrict employees can request actud expense rembursement if the med costs
more than the per diem rate or per diem if the meal costs less than the per diem
rate. It isnot uncommon for a district employee to request a combination of
per diem and actud expenses whiletraveling. Asan example:

* Anemployee expenses room sarvice breskfast for $7.50 (breskfast
per diem is $5.00), but requests per diem reimbursement $7.00 for
lunch.

* Anemployee accepts per diem payments for low cost breskfast and
lunch meds and expenses dinners which cost from $34 to $50.

The digrict policy dlows employees to choose between med per diem and
actua expenses for med reimbursement. The State policy dlows only per diem
reimbursement with the exception of “premium” cities such as New York and
Washington, D.C., where the employee can choose per diem or actual
expenses limited to $50 per day.
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The digrict’s med reimbursement policy, while based on the stat€' s policy, is
more generous. Just as with the tate, the digtrict’s med per diem for overnight
travel is based on the time of day the traveler leaves and returns home. The
time parameters are the same as sate policy. However, the district’s non-
overnight travel med policy is more generous than the sate policy, dlowing
medl reimbursement for non-overnight travel without a distance from home-
base mileage criteria

Didrict policy dlowsfor lunch reimbursement during non-overnight travel. The
policy reimburses employees $7.00 for lunch when the employee is away from
home-base on business between 11:00 am. and 2:00 p.m. Thispolicy contains
no distance from home-base criteria. The state policy will reimburse lunch for
non-overnight travel only if the traveler is 100 miles from home basg, left home-
base before 10:00am and returned after 2:00pm.

Some General Manager Expenses Are Questionable

The digtrict board has alowed some expenditures by the digtrict’s generd
manager that we believe are questionable. Firdt, the generd manager has been
given apersond use vehicle as part of his compensation. We believe that,
given the price of the vehicle he selected ($37,000), board oversight of his
purchases needs to be exercised. Second, inaccurate expense documentation
of a Delta Crown Room membership leaves us with a concern for the degree of
control over the general manager’ s expenses.

The didtrict does not have a policy or guiddine defining the price parameter or
replacement period of the general manager’scar. Asareault, the genera
manager’ s vehicle purchase has gone unchecked. The generd manager
replaced his three-year old vehicle in October, 1998 with a $37,342 Ford
Expedition. We believe this purchase was at least $5,000 beyond the price
range set, usng comparable and reasonable criteria

According to state fleet operations, the price parameter for Sate positions
comparable to the didtrict’ s general manager adlow cars priced between
$28,000-32,000. Our survey of vehicles driven by other water didtrict’s
managers showed vehicle prices ranging from $17,000 to $33,000. State fleet
operation policies dlow executives to replace vehicles at the beginning of each
elected term or appointment period, approximately every four years, while
other state divisions replace directors cars, according to state replacement
guidelines, every fiveto Six years or 75,000-80,000 miles. In our opinion, the
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digtrict’ s board needs to establish parameters for the general manager’ s vehicle
compensation and usage.

In arelated incident, digtrict records inaccurately identified payment of aDelta
Crown Room membership for the general manager’ swife. Specificdly, the
documentation in the file specified her as the recipient of the membership. Itis
againg digtrict palicy that expenses are incurred on behdf of aspouse. Later,
documentation was provided to us which demondrated that the membership
was for the general manager. However, accounting had processed and paid for
the expense without ever receiving proper documentation of the expense. This
leaves us with a concern for the degree of control over the generd manager’s
expenses. Additionally, the state does not alow the purchase of such
memberships by state employees.

District Motor Vehicle Controls
Need Improvement

Thedidtrict’s policies and guidelines for digtrict-owned vehicle usage are poor
because they dlow too many vehicles and ingppropriate use of vehicles. Better
control of vehicle fleet Sze based on utilization for business purposes could
result in avehicle fleet reduction at head-quarters of 20 percent; a savings of
approximately $52,000. Further reduction in fleet Sze and vehicle operating
costs would be achieved with the dimination of ingppropriate vehicle use for
daff commuting.

Thedigtrict currently maintains 36 trucks and sedans for its 62 employees.
Fifteen of these sedans, trucks and sport utility vehicles are maintained at
headquarters. We andyzed usage of the vehicles at headquarters and found
that 20 percent did not appear necessary. In addition, we reviewed mileage
and available commute records for al the didtricts' vehicles and found that more
than 50 percent of digtrict vehicles are driven less than 12,000 miles per year.
The mileage figure of 12,000 miles per year is acommon criterion for justifying
the ownership of avehicle.

Additiondly, some of the vehicle miles are derived from employees commuting
to and from work in digtrict vehicles. The digtrict does not have a commute
policy and dlows eight employees to consistently use district vehicles for
commuting. Use of didtrict vehicles for commuting is a problem accentuated by
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some employees failure to meet federd Internal Revenue Service (IRS)
requirements.

District Vehicle Fleet Can Be Reduced

Usage data suggest the district can decrease fleet Sze by two sedans and one
truck, for a savings of $52,000. To determine vehicle usage need, we divided
the digtrict fleet into two categories:

» Headquarter trucks and sport utility vehicles
* Headquarter sedans

We then identified the maximum number of vehiclesin each category used on
any given day. These figures were then used asthe criteriafor the essentid
number of vehicles. Any vehiclesin the fleet above the maximum usage were
considered excess.

The digtrict, as awhole, does not track or record the demand or use of its
vehicles, therefore, we rdlied on daily vehicle monitoring during the course of
our audit. Actual daily use was based on observations made over a 19-day
period during the summer, a busy work period for the digtrict. Figure VII
shows vehicle usage for the headquarter’ s trucks, sport utility vehicles (SUV’9)
and sedans.

Figure VII
Headquarter Trucksand SUV'S

Per cent of time Per cent of Per cent of Time
Total Number all 7 Time6 5
of Vehicles VehiclesUsed VehiclesUsed VehiclesUsed

7 0% 26% 26%

Headquarter Sedans

Per cent of time Per cent of Percent of Time

Total Number al 8 Time7 6
of Sedans Sedans Used Sedans Used Sedans Used
8 0% 0% 5%
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Based on our anaysis, we believe that one truck and two sedans can be
eliminated from the fleet. Further, we beieve our estimate is conservative. The
digtrict needs to do an in-depth andysis of how and when theflegtisinuse. As
part of thisandyss, the digtrict needs to weigh the cost a sedan or truck

needed only five percent of the time with paying persona mileage for those five
percent use times.

Usage data was not available for dl didrict vehicles; therefore we reviewed gas
card mileage data. Given the mileages shown on the gas cards (50 percent of
digtrict vehicles average less than 12,000 miles per year), we bdievethat a
vehicle usage andyssis warranted at the other didtrict Stesaswell.

District Does Not Have a Commute Policy

The didrict does not have acommute policy stating when acommuteisjudtified
(i.e., 24-hour cdl-out or vehicle asvirtud office). Commute privileges are a
the discretion of department managers. The state, on the other hand, has
specific criteriawhich must be met to justify a commute (e.g., 24-hour call-out,
virtua office and dternate work site). Didrict management alows eight digtrict
employeesto regularly use didrict vehicles to trave to and from work. Using
each of the eight employees, an estimate of stated commute mileage and
submitted IRS commute forms shows commute miles account for 7-92 percent
of total mileage on these vehicles. The high commute mileage indicates that
without the commute mileage some of these vehicles may not be needed for
day-to-day operations. The didtrict’s vehicle fleet sze could be reduced even
further.

As a comparison, Utah State, by policy, would not permit the use of some of
these vehicles for commuting. The State fleet operations commute policy grants
commuting under the following conditions

1. Law enforcement duties

2. 24-hour “on-call” —it must be demongrated that the commuteisfor a
potentia emergency and a complete list of cal-outs must be recorded.

3. Virtual office — the employee must require a vehicle to perform work
duties and work out of hisher home or vehicle mogt of the time.

4. Alternatework site —it must be more practica for the employeeto
go directly to an dternate work sSite than report to the office and pick
up acar.

5. Provided as compensation by state statute
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6. Extreme emergencies— determined on a case-by-case basis
provided the commute isin the stat€' s best interest.

7. Limited Commute — authorized on alimited bads, not to exceed five
days per month.

Using the stat€ s criteria, it is difficult to judtify the use of some didtrict vehicles
for commuting. Those that may be justified are not supported by call-out
records demondtrating the need. Four managers and supervisors, assgned
vehicles for emergency purposes, take vehicles home nightly. Other employees
take a vehicle home periodicaly when they are assigned on-cdl duties. In
either case, no call-out records are kept to determine need, frequency, or
timely and appropriate response to after-hours emergencies.

The public relations director’s commute is not judtified according to Sate
policy. The public relations director commutesin adidrict car daily. Heusesa
digtrict car to travel from his homein Sandy to digtrict headquartersin Orem.
Occasiondly he does work in the Sdlt Lake Valey and will go directly from his
home in Sandy to meetingsin Sdt Lake. We were unable to establish how
often this occurs.

Employee Vehicle Benefits May Be Under Reported

Employee fringe benefits may aso be under reported to the IRS because some
digtrict employees are not completing IRS commute benefit logs. Of the eight
employees who commute regularly, two —the genera manager and public
relations director — do not complete IRS commute forms and others do not
complete forms on amonthly basis. These forms require information regarding
the vehicle involved and the number of days commuted. When the public
relations director was asked why he didn’t complete commute forms, he stated
he didn't think he had to and that he would fill out commute forms only if it was
discussed in this report.

The IRS requires employees usng business-owned vehicles for commuting to
report commuting as ataxable fringe benefit. The digtrict fleet management
guidelines require employees who commute to complete a vehicle fringe benefit
computation form monthly.

Further deviation from federd IRS requirements exist in the digtrict’s reporting
of car dlowances. The CUPCA manager receives a $375 a month car
dlowance, which is paid separately from payroll and reported on an IRS Form
1099-MISC. IRS ingructions specificaly state that auto alowances cannot be

42



Procurement
practices appear to
avert competitive
processes.

A district required
$470,000 sub-
contract resulted in
a non-competitive
process.

reported on Form 1099-M1SC and should be reported on Form W-2 to
prevent any underpayment of socia security and medicare taxes.

District Has Some Questionable
Procurement Practices

Some district procurement practices appear to avert a competitive process.
New procurement policies and procedures have been written since our 1989
audit; however, there appear to be some libera interpretation of the exception
for procurement without competition. The policies dlow the digtrict to procure
services without competition for the specific areas of sole sourcing, no
advantage (instances where a competitive process isimpractica or impossible
and would not result in an advantage to the digtrict), emergencies, and small
purchases (less than $15,000 for supplies or $25,000 for engineering services).
Examples of procurement processes by the digtrict used to negate comptitive
bidding include:

*  Requiring one engineering firm to subcontract with another engineering
firm for a $470,000 task, implying an immediate need in order to meet
water ddlivery obligations.

» Falling to use a competitive process to retain the services of atorneys,
lobbyigts, environmentalists, and other specidists deemed sole-source
providers.

Contracted FS/FEIS Work Raises Concerns
Over District Protocol

A digtrict contract required the contractor to sub-contract $470,000 for afinal
supplement to the final environmenta impact statement (FS/FEIS) with another
engineering firm. In effect, the requirement resulted in a non-competitive
contracting process that benefitted a firm with along history of working with
digtrict employees. It appears that other firms were capable of completing the
FSFEIS but were not considered because the manager making the decision
for the didtrict was happy with prior work by the selected firm. It is unknown
whether these other firms could have performed the work less expensively.

The circumstances of the contract are Smilar to a problem identified in our

1989 audit. Inthat prior case, an engineering agreement was signed, without
using a competitive process, based on an emergency need for the contracted
service. However, the contract was clearly not for an emergency asit extended

43



No formal analysis
was completed to
determine the
gualifications of the
engineering firm or
opponents.

over four years. Our current audit found asimilar deflecting of a competitive
process, stating atime factor need for engineering services to meet water
ddivery obligations. However, current progress indicates construction on the
project has been ddlayed and the digtrict maintains that water deliveries can il
be met, thus raising doubt as to the emergency satus. The district maintains
had they bid the project, they would be even further delayed. Whether or not
the delay would ultimately be criticad to the project is unknown.

Contractually Requiring the Use of a Specific Firm by Another Firm
Appears|nappropriate. In August 1998, atask order to prepare the final
supplement to the Diamond Fork FEIS was written as part of agenerd
program management contract. The task order specified that the genera
contractor use a district selected subcontractor to complete the FSFEIS. The
general contractor was alocated $22,000 for adminigtrative costs, and
$470,000 was dlocated to pay the subcontractor.

The digtrict defends its sdlection gtating that usng a competitive process would
delay the project and make the digtrict unable to meet obligated water delivery
needsin 2003. However, even though current work on the FS/FEIS has
dready delayed congtruction by one year, the didtrict maintains it can meet
water deliveriesin 2003. The didtrict has an obligation to send 50,000 acre-
feet per year of water to Salt Lake County in 2003. The current CUP system
can only deliver 38,800 acre- feet of water; therefore, completion of the
Diamond Fork system is necessary to mest this obligation.

The task order implied that completion of the Diamond Fork system by 2003
required the FS/FEIS be completed by late 1998; federa acceptance of the
FSFEIS by early 1999; and, construction to begin by summer 1999. The
declared emergency implied that any delay would prevent the digtrict from
being able to meet its water ddivery obligationsin 2003.

Asof March 1999, the FS/FEIS was not yet complete, federa acceptanceis
not anticipated until fall 1999, and congtruction will not begin until summer
2000. Digtrict management states that even with construction beginning ayear
later than planned, the Diamond Fork system can be operationd and deliver the
obligated water to Sdlt Lake County by 2003.

Other Engineering Firms Were Qualified to Preparethe FS'FEIS. The
digtrict’s environmental compliance manager requested the specific
subcontractor be used because of previous work they had done for the digtrict.
The selection was made even though other engineering firms, including the firm
that completed the EI'S on another phase of the same project, appeared
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qudified. No formd andysswas conducted to determine ether the
qudifications of the selected contractor or possible opponents. It is unknown
whether another firm could have performed the task less expensively.

Some District Support Services Are Procured
Without Competition

A number of district support services are procured without competition even
though they do not fal under the smal purchase exception nor appear to be
sole-source providers. Rather, district management and employees consider
selected providers with long-time digtrict service as sole-source providers. The
result is some digtrict contracts, although caled for by digtrict policies and
procedures, are not competitively bid. Examples of services retained without
compstition include:

1. Lobbyist —retained by the district in 1985. The names of a number of
federal lobbyists were obtained by the district. The current federa
lobbyist was selected after an interview by the generd manager and the
board chairman. He was retained in 1985 and has worked for the
district snce mid-1996 without a contract.

2. Legal Counsd —thedigrict’s current lega counsdl has been retained
for years. Staff at the didtrict are unsure when the legd counsd first
contracted with the district. No open competition for attorneys has
been conducted since the current attorneys were retained. We could
not find any support that any contract has existed since 1989.

3. Financial advisor —the current financid advisor was origindly retained
when the digtrict hed their first bond issue on the Jordan Aqueduct in
the early 1990's. Thefinancia advisor has an open-ended contract,
dated July 1, 1996, with payment to be negotiated yearly.

4. Fish biologist —was origindly contracted by the digtrict, in the early
1980's, to assg in public rdations efforts surrounding the June Sucker.
Didrict gaff congder the fish biologist a sole-source even though the
digtrict was contracting with another fish biologist on the June Sucker
issue, and more recently afish biologist was hired by the didtrict asa
full-time employee. The most recent contract, vaid until June 30,
1999, isfor $45,000.

5. Contract and agreement writer —justified by a satement within the
contract sating that the specific contract writer is the sole- source of
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the services contemplated by the agreement. We question the
likelihood that there is only one contract/agreement writer availablein
the state.

As can be seen, the didtrict retains a number of sole-source providers, thus
bypassing the competitive bidding process. Asaresult, the district cannot be
assured of getting the best service for the most reasonable price. State and
digtrict code both alow contracts to be awarded without competition but only
after it has been determined, in good faith, that there is only one source for the
sarvice. A record of al sole-source procurement should be maintained as a
public record. Thisrecord is maintained so that possible competitors can
chalenge the sole-source judtification. The didtrict has not maintained a record
of dl sole-source contracts. Rather, the ditrict has dlowed digtrict employees
to sole-source contract without documentation.  Such loose control can result in
problems, such as contractor favoritism.

The gtate Purchasing Director recommended that for some of these services
(lobbyigt, lega counsd, financid advisor), the contract should be rebid every
fiveyears. Thisrebid alows continuity of service but dso insures that the best
service is obtained for areasonable cost.

Recommendations:

1. Werecommend that the digtrict enforce state code and digtrict policy
regarding board members receiving direct and indirect benefits from
district projects and contracts.

2. Werecommend that the district’s board members conduct an annual
performance review on the generd manager and the full board vote on
sdary and benefit changes.

3. Werecommend the didrict utilize the State Trave Office to make flight
arrangements.

4. We recommend the district comply with lodging and mesl
reimbursement policies.

5. Werecommend the digtrict improve vehicle controls by tracking vehicle

usage to make informed decisons on fleet 9ze, develop a commute
policy, and enforce IRS commute reporting.
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6. Werecommend the district improve documentation for sole-source
procurement and implement a competitive procurement process for
support services (i.e., every five years complete a competitive process
for financid, legd, lobbyid, etc).
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800,600 acre-feet
were originally
proposed to be
developed under
CUP. Today 264,360
is proposed for
development.

Chapter IV
Discontinuation of SFN Project Affords
Opportunity to Redirect Efforts

The Department of Interior’s (DOI) ingruction to the didrict to discontinue
planning of the Spanish Fork-Nephi (SFN) project has created a need to revisit
digrict plans. We believe the district now has an excellent opportunity to re-
think its operational plans and its proposed water dlocations. Planning appears
limited by federa funding require- ments and federa water use controls but, we
believe that dternatives do exist. However, we dso bdlieve that digtrict
leadership wishes to maintain much of its now discontinued SFN plan. In
particular, digtrict leadership appears to be closdly tied to ddivering an irrigation
project to southern Utah County and eastern Juab County. Thisfocusis
primarily defended using two arguments:

e commitment to the area
* growthinthearea

With Utah’ srapid urbanization, it is possible that this plan may no longer be the
best use of water resources. In particular, demographic and economic data
question the alocations of the former SFN project. We believe that the
Legidature should independently andyze and form alegidative position on how
the former SFN water should be allocated.

The Central Utah Project (CUP), of which the SFN is a part, was conceived
over fifty years ago as afederdly supported agricultura project which would
dlow Utah to clam its portion of the Colorado River water. According to
digtrict personndl, the government’ s god in the 1940's was to develop the
agricultural economies of the states. Based on the Bureau of Reclamation’s
1951 CUP report, the purpose of the CUP project was to supply enough
irrigation water to protect agriculture from urban encroachment. In fact, of the
800,600 acre-feet proposed to be developed under the comprehensive CUP
plan, only 48,800 acre-feet was to be developed for municipa and industrial
(M&1) use. Today, of the 264,360 acre-feet proposed to be devel oped,
107,360 acre-feet are for M& I, 112,600 acre-feet are for agriculture, and
44,400 acre-feet are |eft in the streams for fish habitat.

The CUP project was to be carried out in two phases. the initial phase and the
ultimate phase. Intheinitial phase, development wasto be limited to areas
between Sdt Lake City and Nephi. The ultimate phase extended the areas
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served to include Levan, Richfidd, Deltaand Fillmore. 1n 1992, the didtrict
proposed a plan in the federal Central Utah Project Completion Act (CUPCA)
which would have essentialy served the areas described in the ultimate phase of
the CUP. Asan dternative, the didtrict aso proposed agenerd planin the
CUPCA gatute which would serve the areas described in the initid phase of
the CUP. When Millard and Sevier Counties withdrew from the didtrict in
1994, the digtrict moved to the dternative plan outlined in CUPCA. This
project became known as the SFN project.

District Leadership Has Maintained
Historical Plan

Some key digtrict employees, as well as many board members, appear
committed to building an irrigation project which will serve southern Utah
County and eastern Juab County. In other words, these individua's appear
committed to carrying out the historicd initid phase of the CUP.  This
preference for an irrigation project going south isjudtified by the digtrict using
two arguments. Firg, didtrict leadership maintains that a commitment was made
to southern Utah County and eastern Juab County many years ago and that
commitment must be honored. This commitment was codified in the 1992
CUPCA datute which the digtrict helped draft. Second, some digtrict
employees and board members argue that bringing water into these areas will
encourage growth. It isup to the Legidature to decide the legitimacy of either
argument.

District and Board Appear Closely Tied
to an Irrigation Project in the South

We believe that some key district employees and many board members prefer
anirrigation project in the south. Further, we believe that it would be difficult
for some board members to objectively consider sending the SFN water north
to Sdt Lake County or northern Utah County if these aternatives were
presented during the district’s upcoming scoping process on the SFN
replacement project. The board's preference may result from the
predominately rura irrigation representation on the board.

In 1997, adigtrict board member stated to the Salt Lake County Council of
Governments that the digtrict board strongly favors the SFN project and it is
very unlikely that it would ask for achange in legidation to redirect whatever
water would be available north to Sat Lake County. Today, many of the
board members gppear to fed smilarly—that the water should stay south. We

50



“This re-scoping
process is going to
open awhole can of
worms.”

“If the water can’t
go south, it should
be left in the Uintah
Basin.”

interviewed 13 of the 18 board members. We were unable to make contact
with the remaining five board members. Eight of the board members
interviewed (62 percent) indicated that the water should go south as origindly
planned. Two reasons were given in support of the origina plan: (1) the ditrict
made and should honor past commitments to southern Utah County and eastern
Juab County, and (2) water placement in rura areas would encourage growth
there. Infact, it isthe board members and district employees who primarily
make these two arguments againgt possible water redlocation. Only two of the
board members cited the CUPCA legidation as a reason for sending the water
south. The following are examples of board member comments:

Completing SFN is a matter of integrity because those agreements
were made 25 years ago and you don’t enter a project and then
say “ Sorry, we lied to you guys; we can’t deliver water to you after
al.

The district’s chief responsibility isto complete the SEFN as it was
originally intended.

This re-scoping process is going to open a whole can of worms by
having Salt Lake County and other counties vying for SFN water.

If the water can’'t go south, it should be left in the Uintah Basin.

The district hasn’t really looked at alternatives to sending the
water north because they made commitments to the rural or
southern part of the state and they ought to honor those
commitments.

The CUPCA legidlation authorized the district to develop a plan
wherein they could study taking the water south or north, and
while there wasn’t an in-depth study, it was common knowledge
that the water was more beneficial going south.

Given these comments, we have concerns whether the board can objectively
andyze dternatives outsde the origind SFN plan. For example, the Centra
Utah Project Completion Act (CUPCA) legidation, referred to above, required
that the digtrict conduct afeasihility study of direct delivery of Colorado River
Basin water from the Strawberry Reservoir or el sewhere in the Strawberry
Collection System to the Provo River Basin. Moving the water to the Provo
River Basn would dlow the water to be moved into Salt Lake County or
northern Utah County, if desired. Didrict management maintains that this was
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not the purpose of the study. Other individuals who negotiated the CUPCA
legidation maintain that it was. In our opinion, the CUPCA legidation appears
to open the door for an analysis of awater delivery dterndtive, possbly into
Sat Lake County or northern Utah County, for which money had not yet been
authorized.

In doing this study, district personned decided not to consider the direct delivery
of Colorado River Basin water to the Provo River Basin as an dterndive to the
proposed SFN System. Because didtrict personnd made this assumption, little
water was available to consder ddivering into the Provo River Basin (only
3,000 acre-feet under one dternative). Thus, if the purpose of the study was to
andyze awater ddivery dternative to the Provo River Basin, that purpose was
rendered moot. However, the district probably spent between $500,000 to $1
million of federd money andyzing various dterndives to move essentialy non-
exisent water into the Provo River Baan. The digtrict's CUPCA manager
acknowledged that this study was alimited andyss. The methodology of this
study could indicate a resistance on the part of the digtrict to objectively
consder awater alocation other than the origina plan.

It is possible that the sentiment to keep the water south is aresult of the
makeup of the board. Potentid board members are approved by county
commissioners, then by the Governor, and findly by the Senate. However,
some of the board members have sat on this board for avery long time. For
example, the board member representing east Juab County has been a board
member for 35 years while six other board members have served between 10
and 16 years. In our opinion, these time periods are too long. The board is
supposed to function as an objective watchdog of the district’s activities.
Lengthy board membership can negatively impact the ability to objectively
andyzethe digtrict’ s operations.

In addition, twelve of the eighteen board members (67 percent) represent a
rurd irrigation perspective. Given that the CUP was originally conceived of as
an irrigation project, this representation makes sense. However, with the
dates population, primarily in urban areas now, this weighting toward rura
irrigation makes less sensetoday. While the rurd irrigation viewpoint is an
important perspective, we believe it should be appropriately baanced with the
urban viewpoint.
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In our 1989 audit, we aso commented that a substantia number of board
members wereinvolved in irrigated agriculture. Further, the 1989 audit noted
that amgority of the board members were directly connected with the water
industry whose interests may not necessarily represent the public interest. Asa
result, that audit recommended the Legidature consider changing the makeup of
the board— but this was not done. Given the shift to urbanization, the
Legidature might want to take another look at changing the makeup of the
district’ s board.

District Defends Its Focus with Two Arguments

The didrict defends taking the water south using two arguments. Firdt, the
digrict maintains that a commitment was made to southern Utah County and
eastern Juab County which should be honored. Second, the district indicates
that water placement in these areas could encourage growth.

Was a Binding Commitment Made? Board members and district personnel
maintain that because of promises to the people of southern Utah County and
eastern Juab County, aredlocation of SFN water would be unfair. The people
in these counties have been paying taxes to the digtrict for over 34 years, and it
would be wrong for these two counties to receive no water.

We are unclear asto the nature of any promise. We could not locate any
contracts with either county which guarantees a specific amount of water to the
two counties. However, one board member indicated that the informal board
commitment was made in 1965 when a congtruction choice between the
Jordanelle Reservoir and an irrigation project was made by the board. In
addition, it has been planned for many years that these two counties would
recaeive water. In the 1951 Bureau of Reclamation report on the Centrd Utah
Project, the initial phase of the CUP was to serve the areafrom Salt Lake to
Nephi. The comprehensive plan of the CUP extended the area served to
include Levan, Fillmore, Richfiedd and Delta. The latter three cities were
eliminated from the CUP when Millard and Sevier Counties pulled out of the
digrict. Levan, in eastern Juab County, was eliminated from the project
because it was not in the Utah Lake Drainage Basin. In addition, it was
possibly considered too expensive to pump water into the Levan area.

It would be unfair to keep county taxes and then not provide any benefit from

those taxes. However, the CUPCA legidation anticipated thisissue. Section
206 provides two options for counties who eect not to
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participate in the project anymore. While east Juab County has the option to
withdraw, Utah County does not.

Thefirst option isatax rebate. All taxes paid to the digtrict by the county
would be reimbursed plus interest minus the vaue of any benefits received
by the county. Eastern Juab County has paid approximately $1.7 million to
the digtrict. However, the district will pay at least $3.2 million for the East
Juab Water Conservation Project which is projected to conserve 6,700
acre-feet of water within eastern Juab County through more efficient water
delivery.

A second option would be a grant provided to the county for local
development. These grants could be used for water distribution and
trestment, agricultura water management, and other public infrastructure
improvements. Asaresult of CUPCA section 206, we believe that
avenues exist to compensate counties who do not receive project benefits.

Does Water Placement Encourage Growth? Many digtrict board members
argue that placing water in southern Utah County and eastern Juab County will
encourage migration of Utah's population into these counties. Thus, placing
water in these areas will cause the population to spread out and relieve some of
the population pressures in the Sat Lake and Provo aress.

Thisargument may have some merit; however, the Department of Interior
(DOI) has argued againgt it in the past. Inthe 1973 Find Environmenta
Statement on the Bonneville Unit, the DOI makes the following statements.

According to a study prepared for the National Water
Commission, water development and regional economic growth
are not necessarily connected. Ample water supplies for
agriculture and/or municipal-industrial use, the existence of water-
based recreational resources, the availability of low cost
hydroelectric power, etc., do not provide in and of themselves a
sufficient condition for economic growth. Furthermore, in some
situations they may not even be necessary conditions for such
growth to occur.

...Accessibility to major markets, availability of quality labor
supply, transportation costs and alternatives, and climate all play
arolein establishing conditions favorable for growth. ...The fact
that an ample water supply may not, under certain conditions, be
necessary for growth isindicated by the rapid rate of economic
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growth in certain so called “ water short” areas of the west and
southwest.

This statement gppears to support the position that the DOI believes people do
not follow water; rather, water tends to follow people. Interestingly, the ditrict
a0 gppearsto adhere to this philosophy in digtrict reports. Specificaly,
population changes (i.e., growth) are not assumed by the district when
dlocating water. Thus, it would gppear more prudent to place water where the
population is projected to be ingtead of placing water in an area and assuming
the population will move there.

While the Legidature may find ether of these arguments compelling, thereis
other information which indicates that the former SFN plan may need to be
reconsidered.

Former SFN Plan May No Longer
Be the Best Alternative

Sending irrigation water to southern Utah County and eastern Juab County may
be questionable. Firgt, the SFN Draft Environmental Impact Statement (
DEIS) was found to have serious problems requiring a new scoping process.
Second, demographic and economic indicators question the historical
placement of the water. Third, the political argument of equity questions the
historical placement of the weter.

SFN Environmental Impact Statement
Had Serious Problems

Because of serious problems, the Department of Interior (DOI) requested the
digtrict cease dl planning efforts on the SFN DEIS. Two problems were
primarily responsible for the cessation of the SFN DEIS planning efforts. The
first problem concerns the purpose and need of the SFN irrigation system, and
the second concerns the increased sdinity in Utah Lake caused by the SFN
irrigation system.

Before any federa dollars could be obligated or expended on the SFN system,
the Central Utah Project Completion Act (CUPCA) required compliance with
the National Environmenta Policy Act (NEPA). As part of meeting the NEPA
requirements, the digtrict issued (for public comment) in March 1998, a draft
environmental impact satement (DEIS) on the SFN system. By July 1998, it
was clear that the DEIS had failed to meet NEPA requirements and in that

55



The SFN irrigation
system is optional
with no prior
commitments upon
its operation.

The EPA declared
the DEIS
fundamentally
flawed because the
project’s purpose
was stated as
irrigation, yet the
true purpose

appeared to be M&lI.

same month the district was asked by the Department of Interior (DOI) to
cease planning efforts on the SFN system.

The origind SFN DEIS included two eements. The first dement wasthe
Diamond Fork System. This system is not optiona because another project
relies upon its operation. Specifically, Diamond Fork is necessary for the
Jordanelle exchange and must be completed if Jordanelle Reservoir isto make
its contractual water deliveriesto Sdt Lake County by 2003. For more
information on the Jordanelle exchange see Appendix A. Thedigrict is
currently in the process of trying to complete a Fina Supplementa on the Find
Environmenta Impact Statement (FS/FEIS) on the Diamond Fork System.

The second dement was the SFN irrigation system, which is an optiond system
since no other system relies upon its operation. The purpose of the SFN
irrigation system is to provide irrigation water to southern Utah County and
eastern Juab County. Once the Diamond Fork FS/FEIS is completed
(hopefully by August 1999), scoping work can begin on the former SFN
system (now renamed the Utah Lake Drainage Basin Water Delivery System).
For the former SFN system to remain as planned, the potentidly fatal
comments received in the SFN DEIS must somehow be overcome.

Project Purpose Is Problematic. Specificdly, the purpose and need of the
project was compromised primarily by the Strawberry Water Users
Asociation’s (SWUA) response to the DEIS and by information in the DEIS
itsdf. Intherr DEIS response, SWUA, alarge irrigation company in southern
Utah County, reinforced their intention to convert some or al of their water
from irrigation to M&I. Infact, some SWUA irrigation water has dready been
converted to M&I use, possibly inviolation of its DOl agreement. SWUA'’s
intention to convert, raised questions as to the need for supplementd irrigation
water in the area served by the SFN.

The digtrict’ s general manager noted that SWUA s written comments struck at
the heart of the SFN’s purpose and need. SWUA"s response opened the door
for the fallowing question: If SWUA isgoing to convert itsirrigation water to
M&I, then why isthe SFN sending down supplementd irrigation water? The
EPA echoed these sentiments. In their DEIS response, the EPA reiterated that
the stated purpose of the SFN project was to supply supplementd irrigation
water, yet information in the DEIS proposed to reduce or even diminate the
irrigation aspect of the SFN project. Based on thisinformation, the EPA
declared the DEIS fundamentdly flawed. Thus, if an irrigation project is going
to be built in this areg, the public comments impacting the purpose and need of
the SFN are going to have to be overcome.
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Increased Salinity in Utah LakelsAlso a Concern. SFN runoff from
irrigated lands is predicted to cause the sdlinity of Utah Lake to exceed sate
sandards. Specificdly, Utah Lake' s sdinity is predicted to rise to 1400 parts
per million (ppm) while the State water quality standard for irrigation is 1200
ppm. Thewater qudity in Utah Lake was one of the Sgnificant issues raised by
both the EPA and the State Division of Water Quality in their SFN DEIS
review. The EPA, inits DEIS response, noted that the water qudity of Utah
Lake and its tributaries has been degraded for many years and the SFN project
is projected to exacerbate this condition. The EPA does not believe that
project-related, adverse water qudity impacts should be dlowed. Thisis
especidly important as the cost for treatment of the poor water qudity in Utah
Lake is passed on to non-project beneficiaries.

According to an EPA representative, the EPA has been telling the didtrict about
this sdinity problem for over 10 years. In spite of this, an andyss of the sdinity
problem was not included in the DEIS. The EPA representative indicated that
the digtrict has two choices regarding the sdinity problem: (1) either comply
with the Sate standard or, (2) change the state water qudity standard. The
Divison of Water Qudity has indicated that this latter option might be possible.
However, the Sdt Lake County Water Conservancy Didtrict, which uses Utah
Lake water, has indicated that they might oppose any increase in the Sandard
snce it would increase their cogis to clean the water.

In addition to the EPA’ s questioning the historical purpose and placement of the
water, demographic and economic indicators aso appear to question the
higtorica placement of the water.

Higtoricaly, the SFN system was to ddliver 11,200 acre-feet of M& | water to
southern Utah County and 73,100 acre-feet of irrigation water to southern Utah
County and eastern Juab County. An acre-foot isthe amount of water which
will cover an acre of land to adepth of onefoot. Figure VIII shows the acres
served and the acre-feet of irrigation water going to each county under the
former SFN system.

57



Figure VIII
Irrigation Acre-feet Received and Acres Served
by County
(SFN Water Only)

L ocation Acres Served Acre-feet Received
Southern Utah County 52,210 31,100
Eastern Juab County 23,360 42,000
TOTAL 75,570 73,100

The 23,360 acres served in eastern Juab County includes approximately 10,000
acres of land which have never received any irrigation water. These lands are being
given a full water allotment (3 acre-feet per acre or 30,000 acre-feet). The
remaining eastern Juab acres are under-irrigated and are receiving water to bring
them up to a full water allotment. Southern Utah County is only adding additional
water to under-irrigated acresto provide a full water allotment. Asa result, eastern
Juab County is receiving more water per acre served than southern Utah County.

SFN project allowed
eastern Juab County
to irrigate 10,000
new acres but does
not allow any new
irrigation in
southern Utah
County.

In 1998, the cost of bringing the above water into these two counties was
estimated to be $251,000,000. The digtrict taxpayers portion of this

cost is estimated to be $37,850,000. Figure IX shows the costs to run the
pipdine to each county.

FigurelX
Total and Local Coststo Extend the Pipeline
by County
Total Cost L ocal Portion of
L ocation (1998 Dallars) Total Cost
Southern Utah County $163,150,000 $ 57,730,000
Eastern Juab County 87,850,000 30,120,000
TOTAL $251,000,000 $87,850,000

The federa portion of the SFN system is capped at $125,000,000 (This
amount is stated in 1991 dollars and there is an inflation adjustment.) Local
taxpayers are required to pay, at aminimum, 35 percent of the project’s cost.
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Utah is the sixth
most urban state in
the nation.

Irrigation water is
ultimately going to
be converted to an
M&l use.

Salt Lake and Utah
Counties are
projected to gain the
most in population
while Juab is
projected to gain the
least.

Thislocad cost-share requirement is very unusud for an irrigation project which,
in the past, was subsidized amost 100 percent by the federd government. As
aresult of the federal spending cap, any project cost overruns will be borne by
digtrict taxpayers.

In addition, these costs do not include the cogts of the ditribution systems
which must be built within the two counties. Theoreticdly, these digtribution
costs are to be borne by the counties; however, the Strawvberry Water Users
Association (SWUA) has recently requested that the Slem Low Pressure
System be funded by the didtrict. Thus, it appears possible that some of the
distribution costs may be paid for by the didtrict. If thisis the case, theloca
taxpayer portion of the SFN system would increase.

Demographic and Economic Indicators Question
Former SFN Water Allocation

Current county population projections question the alocation of the SFN’s
water. While the population is expected to grow substantidly in St Lake and
Utah Counties, far less growth is expected in Juab County. Asareault, this
population growth does not appear to support the alocation to Juab County.
In addition, from an agriculturd perspective, county agricultura production
datistics dso question the former dlocation. Agriculture in Utah County yidds
agreater dollar value per acre-foot than does agriculture in Juab County. This
agricultura production does not appear to support the allocation to Juab
County.

As noted earlier, the CUP was planned from an agricultura preservation
perspective. Now, however, most of Utah's population is clustered in the
urbanized areas (Sdlt Lake, Provo-Orem, Ogden, and Logan). Asaresult,
Utah ranks as the sixth most urban state in the nation.  Digtrict management
noted that given the long CUP planning time (50 years), needs have changed
and now urban water uses are becoming more pressing than agricultural water
uses. Asaresult, district management now redlizes that any irrigation project is
merely holding the water until the M&I need isthere. Thus, because of
population growth, thisirrigation useis, ultimately, going to convert to an M&I
use.

Population Projections Question the Original Allocation. Given that this
water appears to have an ultimate M& | use, population projections become
important. It makes sense from this perspective that water would be placed
where the population is expected to go. Figure X shows population projections
for St Lake County, northern Utah County, southern Utah County and Juab
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County. Datafor eastern Juab County was not available. While Sdt Lake
County was not scheduled to receive water from the SFN (Sdlt Lake will
receive 70,000 acre-feet from Jordanelle), SAt Lake County isincluded in this
analysis because the county is a possible candidate to receive redlocated water
and has unmet needs.

Figure X
Population Projections for Selected Counties
1997 - 2050
Net
Projected Projected Population
Population  Population  Population Change

County 1997 2020 2050 1997 to 2050
Sat Lake 830,627 1,301,094 1,975,160  +1,144,533
Northern Utah 264,827 407,535 631,092 +366,265
Southern Utah 65,976 127,515 318,006 +252,030
Juab 7,702 11,847 17,727 +10,025

As can be seen, Sdt Lake and Utah Counties are projected to gain the most in
population while Juab is projected to gain the least. Further, southern Utah
County has asignificantly higher projected population increase than does Juab
County. This comparison becomes clearer when looked at from awater needs
perspective.

One generd ruleisthat afamily of four will consume gpproximately one acre-
foot of water ayear. Figure XI shows the projected change in the number of
families and the resulting amount of water needed to meet the requirements of
these additiond families,
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Figure X

Projected Additional M& | Water Needs by County

M&| water need is
low in Juab County.

Projected Projected Projected
Additional Additional Additional Water
Population Families of Needs
County 2050 Four 2050 2050
Sat Lake 1,144,533 286,133 286,133 acre-feet
Northern Utah 366,265 91,566 91,566 acre-feet
Southern Utah 252,030 63,008 63,008 acre-feet
Juab 10,025 2,506 2,506 acre-feet

Again, based on population, Sdt Lake and Utah Counties are projected to
need sgnificantly more water than Juab County. However, athough Juab
County is projected to need asmall additional amount of M& | water, the
county was scheduled to receive alarge water alocation. Figure XI1 showsa
comparison of projected additional water needs and the water alocation by
county. The water dlocations reported in this figure are Bonneville Unit water
dlocations, not just SFN water dlocations. These water dlocations include
both M&I and irrigation water.

Figure XI|
Bonneville Water Allocations Compared to
Water Needs
Projected Additional Bonneville Unit Water
County Water Needsin 2050 Allocation
St Lake 286,133 acre-feet 70,000 acre-feet
Northern Utah 91,566 acre-feet 20,000 acre-feet
Southern Utah 63,008 acre-feet 42,300 acre-feet
Juab 2,506 acre-feet 42,000 acre-feet
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Juab County is
projected to save
6,700 acre-feet of
water through the
East Juab Water
Conservation
Project. This saved
water will be
available for county
use.

Salt Lake County is
planning on meeting
some of its M&l
needs with the $350
to $700 million Bear
River Project,

desalting Utah Lake,

and reusing
wastewater.

Based on the projected M& 1 needs, which the district indicated is the ultimate
use of thiswater, it isnot clear to us why these water alocations were made.
For example, it gppears that Juab County is receiving far more water than it
needsin the next 50 years while Utah and Salt Lake Counties are receiving
less. (In addition to this additiona water, Juab County is aso projected to save
6,700 acre-feet of water ayear as aresult of the East Juab Water
Conservation Project.) Further, according to the 1997 Utah Water Data
Book, Salt Lake County is expected to exceed its culinary water supply by
2016 while Utah County is expected to exceed its culinary water supply by
2025.

SAt Lake County is planning on meeting some of its M& | needs through
importation of Bear River water, which is alower qudity water than Bonneville
Unit water. The Bear River project is currently estimated to cost between
$350 and $700 million, depending on when construction begins. In 1995, the
district estimated costs between $14 and $230 million to send water to the
Provo River Basin from which Salt Lake County could access the water (These
costs are only for the ddivery system. Sending M& | water to Salt Lake
County might result in an additional $500 million cost as explained later).
Additiond water to meet Sdlt Lake and Utah County M& 1 needs will come
from irrigation conversion, conservation, desalting Utah Lake, and reuse of
wastewater.

While population projections appear to support aredllocation of the SFN
water, we believe that agriculturd production statistics question the alocation as
wall.

Agricultural Indicators Question the Original Allocation. The agricultura
revenue produced per acre of farmland is greater for Utah Counties 1,790
farms than for Juab Counties 228 farms. Sinceirrigation is holding the water
until an M&I need arises, we reasoned that it might be wise to placeirrigation
water: first, where there isa projected M& | need; and, second, where the
economic benefit to the state isthe greatest. Figure X111 shows the market
value of the crops and livestock produced per acre of crop land by county as
reported in the 1997 Agricultura Census. In this analyss we did not consder
SAt Lake County since rdlaively few acres are irrigated in this county.
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Juab farmers
probably won't
change their crop
patterns as aresult
of the new water.

Southern Utah
County has 70,901
identified arable
acres that are not
addressed by the
project.

Figure X111
Comparison of Per-acre Value of Crops
and Livestock by County
1997
Market Value
Total Crop of Crops & Per-acre Value of
County Land Livestock (1997) Crops (1997)
Utah 149,920 acres $97,009,000 $647.07/acre
Juab 66,400 acres 8,353,000 125.80/acre

Whileit is possible that Juab County could produce a greater market value per
acre with additional water, it isnot clear to us that this market vaue will
sgnificantly increase rdative to Utah County. Further, according to statements
made in a 1995 didrict study on water pricing, it appears unlikely that Juab
County farmers will shift production to a higher value crop unless net income
ggnificantly increases. Net income equals the market vaue of crops and
livestock minus expensesincurred.  Farmers have an economic incentive to
grow crops that provide the greatest net income. Low cost water alows
farmersto earn a greater net income than otherwise would have been the case
from crops like dfafa (Juab County’s primary crop). Further, dternative crops
require aternative markets, aternative production methods, and dternative
rsks.

Given this comparison, it would appear reasonable to focus irrigation water on
Utah County since the crop vaue per acreis sgnificantly higher than in Juab
County. In other words, it might make more sense to encourage Utah County
to open up new acresto irrigation. However, under the former SFN system,
Utah County was not provided with water to irrigate new acresge. Eastern
Juab County, on the other hand, was provided with enough water to open up
10,000 acres of new land to irrigation.

According to the General Manager of SWUA, southern Utah County has a
great ded of acreage which could possibly be opened up to irrigation. This
contention is supported by an analysis of arable acreage. The Secretary of
Interior has certified 101,771 acres in southern Utah County and eastern Juab
County asarable. Arable land island that has sufficient income potentia to
warrant consderation for irrigation development. Southern Utah County has
70 percent of these identified arable acres or 70,901 acres. The General
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Manager of SWUA could give no reason why southern Utah County was not
given the option to open new acreageto irrigation. In fact, thisissueisa
concern of SWUA.

In our opinion, both the demographic and economic indicators support are-
andysis of the former SFN water dlocation. In addition, thereisa politica
argument which aso supports are-anayss of the SFN water as well.

Funding and Benefits Are Not Equitable

Somein St Lake County argue the water dlocations within the Bonneville
Unit are inequitable. In addition, some Salt Lake County legidators are dso
beginning to raise thisissue. The argument is based on a comparison of the
project funding each county has provided to the water alocation each county
will recaive.

The digtrict was formed and began collecting taxes in 1965. Figure X1V shows

Juab has paid less

than one percent of the total amount of taxes that have been collected through 1997 and each
the total taxes and is county’s dollar and percent contribution to the total. Figure X1V aso shows
receiving 19 percent the acre-feet and the percent of total water alocated to each county. Since

of the water.

Millard and Sevier Counties l€ft the digtrict, their tax contributions ($6,379,125

and $2,196,888 respectively) were excluded from the analysis.




Figure X1V
Comparison of Funding Contributed and Benefits
Received by County
Per centage Per centage
Total Amount of Total Acre-Feet of Total
County Paid Paid Allocated  Allocation
Sat Lake $167,222,507 71.0% 70,000 31.82%
Utah 41,701,716 17.7 62,300 28.32
Uintah 10,787,171 4.6 3,000 1.36
Duchesne 7,339,935 31 24,900 11.32
Wasatch 2,969,074 13 17,760 8.08
Sanpete 2,619,286 11 -0- -0-
Juab 1,694,239 v 42,000 19.10
Gafidd 683,693 3 -0- -0-
Piute 298,823 A -0- -0-
Summit 175,551 A -0- -0-
Total $235,491,995 100% 219,960 100%
Additional water is not the only benefit of participation. For example, Piute,
Sanpete, and Garfield Counties will benefit if the Hatchtown Dam is constructed.

Salt Lake County is
projected to exceed
its culinary water
supply by 2016 while
Juab County does
not appear to need
additional culinary
water.

Proponents of the equity argument use Salt Lake County and Juab County as
examples of inequity. AsFigure X1V shows, Sdt Lake County has contributed
71 percent of the total taxes collected by the district yet is scheduled to receive
only 31.82 percent of the project water and is projected to exceed its culinary
water supply by 2016. Juab County, on the other hand, has contributed less
than one percent of the tota taxes collected by the didtrict yet is scheduled to
receive 19.1 percent of the project water. Based on population projections,
Juab County does not appear to need additional M&| water.

Based on these comparisons, some see the water alocations as inequitable.
On the other hand, urban areas often subsidize
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District’s general
manager believes it
would be beneficial
for the state to take
a position on where
the SFN water
should go.

governmentd servicesin rurd areas. Whether this subsidization is appropriate
in this case is a métter for legidative congderation.

It should be noted that benefits other than additional water are provided by
CUPCA.. For example, Piute, Garfield, and Sanpete Counties are hopeful that
the Hatchtown Dam will be congtructed. While this project may not bring these
counties additiond water, it will alow for better regulation of existing water. In
addition, Wasatch County is benefitting from the Wasatch County Weter
Conservation Project, estimated to conserve 23,000 acre-feet of water within
the county.

The demographic and economic indicators support are-andysis of the former
SFN’swater dlocation. Further, we bdieve this re-andyss should be
performed by the state.

An Open Independent Analysis Is Needed

Possible water alocations should be andlyzed in an open fashion by an
independent committee. As noted earlier, the district and its board appear
closdly tied to an irrigation project in southern Utah County and eastern Juab
County. Asaresult, we believe the Legidature should form atask force or
study committee to independently andyze possible water alocation aternatives
and determine what aternative would be best for the state asawhole.
According to the digtrict’ s generd manager, it would be hepful if the Sate
would adopt awater dlocation position. In making this anays's, the task force
will have to carefully weigh anumber of difficult issues.

As noted earlier in this chapter, some district employees and board members
appear to prefer an irrigation project in the south. Many board members
believe that a promise made to send water south should be kept. Further, it
appears that some of the board members would not be able to objectively
consder sending the water north if that alternative were presented. Some
board members appear to believe that the water should either go south or it
should gay whereit is.

Thisre-andyss of the former SFN water dlocetion isacritica, politica
decision which should be made with the benefit of the overdl sate' sinterest in
mind. Thus, we bdlieve that the water dlocation dternatives merit an open,
independent review by the state. Currently thereis an internd task force within
the Department of Natura Resources which is andyzing some of the issues
surrounding certain water dlocation
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SWUA has stated its
intention to convert
some or all of its
water to M&l use.

dternatives. However, according to statements made at the February 1999
task force meeting, we do not believe that this task force will recommend any
particular dternative.

In our opinion, the Legidature should study the SFN water dlocations and
make a recommendation on a legidative postion regarding the water. This
study might be able to use some of the work generated by the internal task
force. The didrict’s generd manager believes it would be beneficid for the
date to take awater postion. He believes that the federd government would
not oppose whatever alocation the state determined to be in its best interests.

In making this andyds, there are severd difficult issues that the task force will
have to wegh.

Several Issues Will Impact Analysis of
Water Allocation Alternatives

All three of the likely water dlocation dternatives have difficult issues
surrounding them. One dternative is to dlocate the water to southern Utah
County and eastern Juab County as origindly conceived in the SFN plan. This
dterndiveis estimated to cogt $251 million and hasthe following issues. (1) a
questionable purpose and need; (2) the increasing sdlinity of Utah Lake; (3) the
possible lack of SWUA participation; and, (4) unknown irrigation to M&l
conversion costs. A second dternative isto alocate irrigation water to Utah
County only. Thisdternativeis etimated to cost $163 million and has the
sameissues asthe origind SFN dternative. A third dternative isto redlocate
the SFN water to Sdlt Lake County as M& | water. This dternative was
estimated in 1995 to cost between $14 million and $230 miillion for the delivery
system (An additiona $500 million in cost could be added as areault of the
converson to M&I.) Thiswill be explained below and has the following
issues. (1) code congtraints; (2) unknown costs, and, (3) reduced water
availability. While these are not the only possible dternatives, they are
aternatives which have been raised in the past.

Irrigation Water Could Be Supplied as Originally Planned. The plan
serving southern Utah County and eastern Juab County is estimated to cost
$251 million and isimpacted by the following issues

A Questionable Purpose and Need. The need for an irrigation
project in southern Utah and eastern Juab Counties was compromised
by SWUA'’s dated intentions to convert some or dl of their water from
irrigetion to M&I. Thisintention resulted in the EPA questioning the
need for the project. If SWUA is going to convert itsirrigation water
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The district’s
general manager
has informally
offered to pay
SWUA's project cost
of $40 million in an
effort to get SWUA'’s
needed
participation.
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to M&I, then why isthe SFN furnishing supplementd irrigation water?
The EPA declared that the DEIS was fundamentaly flawed, given the
dtated project purpose of providing supplementd irrigation water and
commentsin the DEIS which indicated a possible reduction or
elimination of theirrigation aspect of the project.

An Increasein Utah Lake Salinity. SFN water percolating through
irrigated lands coupled with a decreased flow from the Provo River is
predicted to cause the sdlinity of Utah Lake to exceed acceptable
dandards. Specificdly, Utah Lake s dinity is predicted to rise to
1,400 parts per million (ppm) while the State water quality for irrigation
is 1,200 ppm. Thewater quality in Utah Lake was one of the
sgnificant issues raised by both the EPA and the State Divison of
Water Quality intheir SFN DEIS review. An EPA representative
indicated that the digtrict has two choices regarding the sdinity problem:
(2) either comply with the state standard, or (2) change the state water
quaity standard which would affect other users of Utah Lake.

SWUA May Not Participate. SWUA'’s participation isimportant to
the SFN project for two reasons. Firg, the SFN system assumed use
of SWUA'’s Highline Cand as part of the SFN distribution system.
Without SWUA' s participation, the cand would not be available for
use. Second, SWUA isthelargest irrigator in southern Utah County
and facilitates the federaly required user commitment for 90 percent of
the SFN water delivery. Without 90 percent of the water under
contract, no federa money can be spent on construction.

In addition to these two issues, another SWUA issue which impacts the
digtrict, regardiess of SWUA's participation, is a contractua water
delivery commitment made to SWUA by the didtrict. If this contractua
obligation is binding, then SWUA water could potentidly utilize the full
capacity of the Diamond Fork System leaving no room for SFN water.
Asaresult, SFN water would become an unreliable source of water,
most likely during critica periods (hot, dry spdlls).

Toward obtaining SWUA’swilling participation, the didtrict’s generd
manager has made an informa offer. This offer states thet the district
will pay SWUA's cost of project participation (estimated to be $40
million) and will ddliver water to SWUA aslong asit is used for
irrigation. However, upon converson to M&|, the water revertsto
management by the didtrict and the didtrict gets the money from the



Federal government
heavily subsidizes
irrigation projects
while M&I projects
are paid for by the
system users.
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from irrigation to
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unknown.

Strawberry
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(approximately $500
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transferred to M&lI
users for payment.

M&I sdes. It isunknown what release from the SWUA ddivery
obligation will cost the district and the digtrict’ s taxpayers.

Conversion Costs Are Unknown. Irrigation projects are heavily
subsidized by western power users. M&| projects are not subsidized
and M&| users are expected to pay the full cost of the system. Upon
converson from irrigation to M& I, the costs that loca users might be
expected to pay are unknown. It ispossible that some of Strawberry
Reservoir’s congtruction costs (gpproximately $500 million) could be
transferred for payment to M& 1 users. While Section 211 in the
CUPCA was written to protect the state from additiona CUP codts, it
is debatable whether it will actualy do thet.

Irrigation Water Could Be Supplied to Utah County Only. The cost of
this dternative is estimated at $163 million. Thisdternative isimpacted by the
same issues as theirrigation dternative to southern Utah County and eastern
Juab County. Again, theseissues are: (1) questionable purpose and need, (2)
increased sdinity in Utah Lake, (3) possible lack of SWUA participation, and
(4) unknown irrigation to M& | conversion costs. Because these issues were
discussed above, we will not discuss them further here.

M& | Water Could Be Supplied to Salt L ake County. The cogt of this
dternative was estimated by the district in 1995 to range between $14 and
$230 million depending on the delivery dternative sdlected. It should be noted
that this cogt isfor congtruction of the delivery system only. Other costs
(approximately $500 million) could aso be redlized as discussed below. Code
congraints, unknown cogts, and limited water avallability are three issues which
must be consdered under this aternative.

Code Congtraints - It appears that CUPCA does not authorize any
money for afesature to carry water into Salt Lake County. According
to the didtrict’s generd manager, the CUPCA datute was ddliberately
written thisway to fulfill the commitment to ddliver water south. Thus,
any feature needed to deliver M& | water to Salt Lake County would
appear to require achange in the federd CUPCA datute. While
CUPCA appearsto preclude any new features to move water to Salt
Lake County, it may not preclude moving water into Salt Lake County
by trading water shares with other water users.

Cost | ssues - Thefinancid risk of an M&I| converson is undlear.

Currently this project is defined as an irrigation project. Irrigation
projects are heavily subsidized by the federa government. M&I
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Because of the
Jordanelle
exchange,
approximately
35,000 to 43,000
acre-feet can be
delivered to Salt
Lake County as
opposed to 84,300 to
southern Utah and
eastern Juab
Counties.

projects, on the other hand, are paid for in full by the M&I users. DOI
management has indicated that if the SFN irrigation water is converted
to M&| use, then the M&I users could be required to repay as much as
an additiond $500 million to the federal government. Whether or not
thisis the case depends on the protection that CUPCA Section 211
actualy provides. However, if the federal CUPCA datute is changed
to authorize an M&|I project, Section 211 and any protection it offers
may be log.

Water Availability - Approximately 35,000 to 43,000 acre-feet
could be available for ddivery to Sdt Lake County for M&| water.
This acre-footage is made up of 14,700 acre-feet of Bonneville Unit
water with the remainder coming from conversion of the digtrict’s water
rightsin Utah Lake. (The digtrict owns water rights which yied
approximately 50,000 acre-feet of water ayear). The acre-footage
which could be delivered to Sdt Lake County isless than could be
ddivered to southern Utah County and eastern Juab County (84,300
acre-feet of water). This reduced acre-footage to Sat Lake County is
because of the required Jordanelle exchange. (See Appendix A for
information about the Jordanelle exchange.)

As can be seen, the analysis of these dternativesis not going to be easy. While
demographic and economic indicators may support one dternative, other issues
coupled with that option may negeatively impact the dternative. We do believe,
however, that an open, independent andysis of the dternatives and their
surrounding issues will result in adecison that is best for the state asawhole,

Recommendations:
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1. Werecommend that the Legidature review the didtrict’ s board makeup
and length of service and consder making a statutory change to board
composition to improve representation of overdl sate interests.

2. Werecommend that the Legidature form atask force or study
committee to re-andyze former SFN project water dlocations. This
task force or study committee should recommend a water dlocation
position that the Legidature could consider adopting.
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Appendix A
The Jordanelle Exchange

The Jordandlle Exchange must be made if the Jordandlle Reservoir isto meet
future contractua water ddliveries. The Jordanelle Reservoir was constructed,
in part, to supply M&I water to Sdt Lake County. In fact, the didtrict hasa
contractua obligation to ddiver 70,000 acre-feet of M& | water from the
Jordandlle Reservoir to Sdt Lake County by 2002. The Jordanelle Reservoir
obtains its storage water by withholding water which would normaly flow down
the Provo River and into Utah Lake. However, dl the water in the Provo River
is committed to various water users. In addition, a 1987 environmental
decison sated that Utah Lake must be maintained a aminimum level. Thus, in
order for the Sdt Lake County contractua obligation of 70,000 acre-feet a
year to be met, the Jordandle Reservoir must maintain a certain minimum Provo
River flow and the Utah Lake must be maintained at a certain minimum leve.

The process which will dlow the Jordanelle Reservoir to meet the contractua
obligationsis caled the Jordandlle Exchange. The key to the Jordandlle
Exchange rests with the Strawberry Reservoir and the Diamond Fork System.
Essentidly, water from the Strawberry Reservoir will be transported through
the Diamond Fork System to Utah Lake as a replacement for water being
withheld in Jordanelle Reservoir. If thiswater is not replaced in Utah Lake,
then the Salt Lake contract cannot be honored.

Under the former SFN system, most of the Utah Lake replacement water was
coming in the form of drainage from the 73,100 acre-feet of irrigation water
supplied to southern Utah and eastern Juab counties. Only asmall amount of
water was going to be delivered directly to Utah Lake through the Diamond
Fork System. If theirrigation portion of this project is not done, then 86,100
acre-feet of water will have to be ddivered directly through the Diamond Fork
System to maintain Utah Lake' s minimum levd.
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Appendix B
CUWCD Tax Revenue Comparison

(millions)
Total Tax
Year 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Reduction
Original Taxing Plan 199 204 211 229 24 251 263 275 28.7 30.1 305 329 345 36.1 37.8 395 414
District Proposed Tax Plan 199 204 211 218 225 232 24 247 216 15 15.7 165 17.2 158 165 17.3 181
Reduction from Original 0 0 0O 11 15 19 23 27 72 15 15.7 165 17.2 203 21.2 222 233 168.1

Auditor Proposed Tax Plan 16.4 169 174 189 19.8 20.7 21.7 227 23.7 226 23.6 247 147 153 16.1 16.8 17.6
Reduction from Original 35 36 37 4 42 44 46 48 5 75 79 82 198 20.7 21.7 227 238 170.1

Note: Reductions are based on the most current revenue and expenditure data provided by CUWCD and its bonding consultants. The district
the auditor's plans, while having similar gross total reduction values, differ in when reductions should be made. The district plan maintains
higher fund balances and greater flexibility as more funding is available in the earlier years. The auditor plan maintains fund balances
sufficient for the district's needs (twice as high as the state’ s rainy day fund balance) and, in doing so, requiresthe district maintain disciplinein
its cost control measures.
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The District’'s
financial plan will
save taxpayer’s $117
million.

Implementation of
the Auditor’s
financial
recommendations
would cost Utah the
65% federal
contribution towards
completing CUP.

In accusing Board
leadership of code
violations, the
Auditor chooses to
ignore the Utah
Public Officers’ and
Employees’ Ethics
Act,

Response to the
Performance Audit of the
Central Utah Water Conservancy District

The Legidative Auditor (the “Auditor”) started a management audit of the
Centrd Utah Water Conservancy Didrict (the “ Ditrict”) over one year ago.
This document is the response from the Didrict which has been unanimoudy
approved by the Didtrict’s Board of Directors.

The Audit’s Criticisms of the Digtrict are Unfounded
The Audit suggests three fundamentd criticiams of the Didrict.
The Auditor daims;

First, the Digtrict’ s financial management can be more consistent.
The District responds as follows:

» TheDigrict’sfinancid plan has been dictated by Governor Leavitt's

1993 CUP Cost Sharing Task Force and the CUP Cost Sharing
Agreement with Department of the Interior.

« TheDidrict’sfinancid plan will save taxpayer’s $117 million.

« Implementation of the Auditor’ s financia recommendations could cost
Utah the federa contribution towards completing CUP.

« TheDidrict ismaximizing itsfinancid capabilitiesto endbleit to pay the
local cost sharing for CUP without atax increase.

Second, District policies and procedures lack sufficiency and
enforcement.

The Didtrict responds as follows:
» After the 1989 and 1993 Audits, the Didtrict revised its policies and

procedures to address audit criticisms. Human Resource and
procurement policies have been strengthened.



Board member
involvement with
other water districts
is reviewed by legal
counsel to insure
compliance with
federal and state
law and District

Every water district
board in the state
(including the State
Board of Water
Resources) has
board members who
are also affiliated
with local water
users or districts
which according to
the Auditor creates
an “indirect” conflict
of interest.

» The Didrict takes strong exception to the Auditor’ s statement that
policies and procedures appear to be overridden by management with
the knowledge of the board.

* Inaccusing Board leadership of code violations, the Auditor chooses to
ignore the Utah Public Officers’ and Employees Ethics Act, Utah
Code Ann. 867-16-1 et. seg. (1969), 867-16-2 of the Act explainsits
purpose. It reads:

For the purpose of establishing a standard of acceptable
conduct for al state officers, employees and those of all
political subdivison of the state where there are actud or
potentiad conflicts of interest between their public duties and
their private interests. . . 1t does not intend to deny any
public officer or employee the opportunities available to
all other citizens of the state to acquire private economic
or other interests so long asthisdoes not interferewith
hisfull and faithful discharge of his public duties.

*  Board member involvement with other water didrictsis reviewed by
legal counsd to insure compliance with federd and ate law and
Didrict palicy.

* Every water digrict board in the state (including the State Board of
Water Resources) has board members who are also affiliated with
local water users or digtricts which according to the Auditor creates an
“indirect” conflict of interest.

Third, in addition to these managerial issues, the discontinuation of
the SFN system affords an opportunity to analyze the District’ s water
efforts.

The Digtrict responds as follows:

* TheAuditor advocates delivery of SFN water to Salt Lake County as
an dternative to the Bear River Project. By making this
recommendation, the Auditors have substantialy expanded the origind
scope of the audit to advocate sweeping changes in the exigting federd
and dtate water policies affecting regiond water alocations.

» TheDidgrict isrequired by federd law to build a system to ddiver SFN
water to the Utah and Juab counties (Utah Lake Drainage Basin) .



Elimination of the
irrigation features of
CUP may cost local
taxpayers $575
million in
reallocated federal
costs.

The State Water Engineer requires that SFN water be deposited into
Utah Lake so that water from Jordanelle Reservoir can be ddlivered to
SAt Lake county.

Elimination of the irrigation features of CUP may cost locdl taxpayers
$525 million in redlocated federa costs.



the Auditor has
overlooked the
significance of one
key factor; the CUP
is afederal water
project.

no federal funds
could be spent “until
the District enters
into a binding
agreement with the
Secretary to be
considered a
‘federal agency’

Many of the
criticisms of the
District in the audit
are based upon
actions which have
been taken to
comply with these
federal laws and
agreements.

Chapter |
Introduction

The Audit isbasicdly correct about most of the history of the Central Utah
Project (“CUP’); however, the Auditor has overlooked the significance of one
key factor; the CUP is a federal water project.

» Thefacilities are owned by the federd government.
* Theproject’swater rights are in the name of the federa government.

*  The Bonneville Unit trans-basin diverson of water was planned by the
federal Bureau of Reclamation.

*  From 1964 until 1993, the project was constructed by the federal
government with money which came 100 percent from the federd
Congress.

» Theproject is dill governed predominantly by federa reclamation law and
other environmenta datutes.

The Central Utah Project Completion Act

In 1992, when Congress passed the billion dollar Central Utah Project
Completion Act (Public Law 102-575), (“* CUPCA”) to finish the CUP, it
agreed to let Centra Utah Water Conservancy Didrict assume the role of the
Bureau of Reclamation as construction manager to finish the CUP. CUPCA
dipulated that no federd funds could be spent “until the Didtrict entersinto a
binding agreement with the Secretary to be considered a‘federd agency’ for
purposes of compliance with al Federd fish, wildlife, recreation, and
environmenta laws with respect to the use of such funds, and to comply with
thisAct.”

The Didrict and the federal government entered into three comprehensive
written agreements which dictate to the Digtrict how to carry out its
respongbilities under CUPCA. Should the Didtrict violate the terms of any of
these agreements, federd funding for CUP would be logt.

Many of the criticisms of the Didtrict in the audit are based upon actions
which have been taken to comply with these federa laws and agreements.
While this has been pointed out to the audit team, they have ether not
understood the complexity of these requirements or they have selectively
chosen to minimize or ignore them. The report falls to fully explain the federd
nature of the CUP and the limited role the CUWCD and its Board played prior
to the enactment of CUPCA.



the District’s tax
policy is based upon
the
recommendations of
Governor Leavitt's
1993 Blue Ribbon
Task Force for
funding the state
share of the CUP

Rescoping provides
an opportunity for
new input into the
Utah Lake Drainage
Basin Water

Delivery System.

The Audit recites factud datistical information borrowed largely from
Didrict and Bureau documents however, the Audit reveals afundamentd lack
of understanding about how CUP works. For example, the Auditor incorrectly
identified Glen Canyon dam and Flaming Gorge Reservoir asthe firsa CUP
dams built. In redity, these dams are not part of CUP at dl but regulating
reservoirs which supply water to the lower basin states of Arizona, Cdifornia
and Nevada.

The audit states that it was initiated in response to arequest by severd
legidators. “In particular, these legidators were concerned that property tax
payments for the CUP might not be the most equitable means of paying for
water use’.

Governor’s Task Force on CUP Cogt Sharing

The introduction fails to mention that the Didtrict’ s tax policy is based upon
the recommendations of Governor Leavitt's 1993 Blue Ribbon Task Force for
funding the sate share of the CUP which included many distinguished members
of the legidature and the public. The draft audit omitted this criticd part of the
history relating to the Digtrict’s 1993 approach to the Legidature for an
increase in taxing rate in order to provide the local cost share required by the
Central Utah Project Completion Act of 1992 (“CUPCA”).

The recommendations of the Task Force were presented to the Auditor
during the audit as the policy direction upon which the Boards' taxing rate was
based but it was not mentioned anywherein the origind draft. The Didrict has
summarized the findings of the1993 task force in its Chapter 11 responses. The
Auditor’s objectives for the current audit are summarized in the following tables:

Auditor’s Objectives District’s Response
1. Determineif the Didrict's 1. Agree and support.
financid management is sound.
2. Determineif the Didrict’s 2. Agree and support.
adminidrative controls are adequate
and functioning well.
3. ldentify possible concerns 3. Rescoping provides an
surrounding the rescoping of the opportunity for new input into the
former SFN system. Utah Lake Drainage Basin Water

Déelivery System.



The Auditor claims
that some of the
decisions have cost
federal and local
taxpayers at least
$11.1 million. The
District strongly
disputes this
amount.

Prior to 1992, the
federal government
funded 100 percent
of CUP

Auditor’s Objectives District’s Response

4. Determineif dlegations
concerning Digtrict employees have
merit.

4. Agree and support

Chapter 11
Digtrict Financial Management

The Auditor daims that the financia management of the Didrict is
inconsstent. The Auditor clamsthat some of the decisions have cost federa
and locd taxpayers at least $11.1 million. The Didrict strongly disputes this
amount. Thisfigureis based largely on the Auditor’ s speculative assumption
that the Didtrict could have earned a higher interest rate on its CUPCA account
baances. Because of limitations in the contractual agreements with the federa
government concerning account management, the Didtrict disputes that it could
have earned the amount suggested by the Auditor. It is somewhat academic
that the Auditor’ s interpretation of the federal agreements would alow the
Didlrict to invest in the State Pool since the federal government’ s interpretation
isto the contrary. However, it is clear that the centerpiece of the Didrict’s
financia management decisons, the federd debt prepayment, has saved the
loca taxpayers many times this amount. Each item raised by the Auditor will be
discussed in our response.

CUP Funding Higtory

When CUPCA was passed in 1992, the U.S. Bureau of Reclamation
(“Bureau™) was replaced by the Didtrict as congtruction agent for the CUP.
With this respongbility came the requirement for the Didrict to fund between
35 and 50 percent of the various unfinished features of the project. Prior to
1992, the federa government funded 100 percent of CUP.

The Didtrict was able to use its property tax revenues collected into the
generd fund each year to pay operating costs and transfer the remainder into its
capital account for the construction of much needed water treatment plants,
pipdines, canas and other infrastructure needs within the Didtrict’ s service
area. The Didrict' stax levy was set by the Board of Directors at levels based
upon annual operating needs and planned capita projects.

The Department of the Interior (“DOI”) informed the Didrict that asa
component of the cost sharing agreement with the U.S. government, the Didtrict



the Cost Sharing
Agreement provided
that the District must
show its cost sharing
capability on a
project feature by
project feature basis

After the 1993
General Session, a
special task force
was created by the
Governor to develop
afunding plan
consistent with these
federal

requirements

Central to this was
arecommendation
that the District
proceed
immediately to raise
its tax levy to
maximum statutory
rate and to maintain
that maximum rate
as the principal
funding source of
cost sharing funds
through the CUP
construction period

must demondrate thet it had the present financid ability to fully fund dl of the
project’sloca cost sharing requirements for the entire project. Based upon
Bureau of Reclamation estimates, the loca cost sharing requirement exceeded
$321 million. The Digtrict did not have that financid ability, so the Digtrict
approached the Governor and the 1993 Generd Session of the legidature
requesting an increase in its authorized rate of 0.0004 .

Through a series of negotiations with DOI, the Digtrict and the Governor
were ableto persuade the federa government to abandon the requirement for
the Didtrict to demondtrate it could raise the loca funds for the entire project.
Instead, the Cost Sharing Agreement provided that the District must show its
cost sharing capability on a project feature by project feature basis after severa
years of planning and environmenta compliance work. With this change of DOI
policy, the immediate need for atax rate increase was diminated and the tax
rate increase bill was pulled.

After the 1993 Generd Session, a specid task force was created by the
Governor to develop afunding plan consstent with these federa requirements.
Members of the CUP Funding Task Force included;

Governor Michad O. Leavitt

Speaker Glen Brown

Representative Christine Fox

Representative Tim Moran

Senator Howard Stephenson

Senator Eldon A. Money

Senator Craig Peterson

Dr. Kelly Mathews, Chief Economigt, First Security Corporation

D. Kent Michie, Vice President, Smith Capitd Markets

Dalin W. Jensen, Water Attorney, Parsons, Behle and Latimer
Pamela Hendrickson, Sevier County Assessor

Orvd C. Harrison, former legidator

Don Olsen, Senior Vice Presdent, Huntsman Chemica Corporation
James Barker, Staff Director and Genera Counsdl, Senator Robert Bennett
Chuck Peterson, former Senator

Ted Stewart, Executive Director, Department of Naturd Resources
Larry Anderson, Director, Divison of Water Resources

Following numerous public meetings and months of andyds, the task
force recommended to the Governor and the Legidature that the Didtrict pursue
severd credtive financing dternatives which had been presented & its hearings.
In addition, the Task Force recommended that the Didtrict should, to the



The savings
generated by the
federal debt
prepayment plan
and the
accumulation of
cash reserves have
provided the District
with the additional
bonding capability
needed for the local
cost share

the District’s federal
debt prepayment
plan will save the
local taxpayers $117
million

maximum extent possible, develop a plan to sdlf fund the locd share
contribution year by year. Centrd to this was arecommendation that the
Didtrict proceed immediately to raise its tax levy to maximum statutory rate and
to maintain that maximum rate as the principa funding source of cost sharing
funds through the CUP construction period. The Task Force recommended
that the Didtrict spend its then current capital reservesto cover theimmediate
costs of the newly authorized project feasbility studies. The Task Force further
recommended that the Digtrict borrow from the State Board of Water
Resources revolving fund to the extent its annua tax revenues were not
sufficient to meet its non-CUPCA capitd projects needs. The Didtrict did
indeed borrow from the Board of Water Resources for the projects which the
capitd reserves had been dedicated.  The Didrict wasto levy its maximum tax
rate of 0.004, build up reserves for the future cost share requirements, while
the demands of construction were not yet activated, then bond for the unfunded
baance when needed. Even with the implementation of these
recommendations, the task force determined that additiona revenue would be
needed to fully fund the completion of the CUP and that by 1997, the Didtrict
would have to gpproach the legidature for additiona revenue such asa
surcharge on project water or an increase in property tax.

After the task force made its recommendations, the Didtrict used its capita
reserves to fund feashility sudies and the Didtrict, applied for and received
funding for the reserved capitad projects which have now been completed.

Prior to the 1998 and 1999 |egidative sessions, the Digtrict was able to
inform the Governor and the Legidature that the anticipated future reliance upon
either State Generd Fund revenues or a property tax rate increase would not
be necessary to complete the remaining features of the project. Thisimportant
god was accomplished not only through crestive but prudent financid planning
but by reducing the cost of severa project features below what the Bureau of
Reclamation had planned.

The balances being generated in the genera fund are to be transferred each
year to fund the next year’ s cost sharing reserve requirement. If, when
congtruction is fully underway, the 0.0004 rate does not produce sufficient
revenue to provide the loca cost sharing required, the Digtrict will be able to
bond because of the federa debt prepayment plan.

Federal Debt Pre-payment Created Major Savings

The Didrict’'s Generd Manager and Washington, D.C. based attorney
devised a cregtive financing plan to alow the Didrict to prepay its debt to the



the District’s debt
prepayment plan is
now being copied
by other water
districts around the

west.

The $117 million
savings generated
by prepayment
combined with the
accumulation of
annual property
taxes revenues will
enable the District to
meet its local cost
share requirement
for the completion of
the CUP without
raising the District’s
tax rate.

federal government on a heavily discounted basis. The plan was approved by
the Governor and taken to the Utah Congressiona delegation for introduction.
This prepayment decision will save $117 million. The present vaue of this
savings isworth $25.5 million to the Didtrict taxpayers today .

The Audit says “ this savings was made possible primarily because of
the federal government’s movement toward a balanced-budget which

would create needed cash.”

» Actudly, the Clinton Administration opposed the plan in testimony before
Congress and vetoed the legidation the first time it was passed.

» Ultimately, in 1996, the Didtrict enacted specid Congressond legidation
which required the Secretary of the Interior to accept the Didrict's

prepayment .

e TheDidrictin late 1998 and March 1999 issued revenue bonds and

prepaid most of the federa debt.

» Thefederd debt prepayment plan isthe integral component of the Didtrict’s
financid management planning has been recognized as a groundbreaking,
innovative financia tool which is now being copied by other water didtricts

around the We<t.

Auditor’s Comments

District’s Response

The Auditor saysthat “in 1992,
federal government balanced-budget
initiatives alowed CUWCD to
prepay Didtrict-owed federal debt at
asubstantia discount”

The Digtrict developed this federd
prepayment plan and in 1996
obtained specid legidation from
Congressto implement it.

The $117 million savings generated
by prepayment will enable the
Didirict to meset itslocal cost share
requirement for the completion of the
CUP without raising the District’s
tax rate.

The Didrict retains the ability to
prepay additional debt and obtain
further sgnificant savings.

10




To do as the Auditor
suggests would
jeopardize millions
in federal funding
for CUP

the District was
given a policy
directive in 1993 by
the Governor’s Blue
Ribbon CUP Cost
Sharing Task Force
to maximizeit's
local tax revenues
to pay the 35 % local
cost sharing during
construction of the
project.

CUPCA Cash Management

The Audit accuses the District of financial mismanagement by failing
to earn an extra $3.7 million for federal and local taxpayers by investing
CUPCA fundsin the Sate Treasurer’s Pool.

* Infact, in 1993 the Didtrict sought permisson from the Federd government
to do so and was told it could not.

e OnJdune 30, 1999, the Didtrict supplied the Auditor with awritten |etter
from the Department of the Interior which reiterates this position.

» Todo asthe Auditor suggests would jeopardize millionsin federd funding
for CUP.

The Audit accuses the CUWCD Board of overtaxing Utahns $7.2
million for maintaining its statutory maximum property tax levy.

* Toavoid atax increase, the Didrict was given apolicy directive in 1993 by
the Governor’s Blue Ribbon CUP Cogt Sharing Task Force to maximize
it'slocd tax revenues to pay the 35 % locd cost sharing during
construction of the project.

» TheDidrict’s Board annudly reviews the needs of the Didtrict to determine
the appropriate tax rate.

» After CUPiscompleted, leftover taxes will be used to pay off debt.

The Auditor claims that the management of the CUPCA cash is poor and
that it could have earned an additiond $3.7 million for federd aswell asloca
taxpayers had its funds been invested in the State Treasurer’s Pool. Under
CUPCA, the Congress appropriatesto the Digtrict cash to fund the federally
authorized work program each year. The Digtrict must match federaly
appropriated funds at the ratio for most of the projects on a 65% to 35% basis.

The federd cost sharing agreement  between the Didtrict and the
Department of the Interior requires that both the federa 65% and the local
35% contributions must be deposited in afederdly chartered banking
ingtitution. Interest earned on the federal 65% will be credited to the federa
government and not to the local taxpayers. The federa interest is recaptured by

11



The District has
provided the Auditor
with a letter from
the CUP federal
program director
which supports the
District’s version of
the facts and
reiterates the
federal position that
the District cannot
invest CUPCA funds
in the State
Treasurer’s Pool or
similar instrument.

The District expects
to receive Interior’s
approval to proceed
with final
construction of the
Diamond Fork
System within 90
days

aegud reduction in future federd funding. Future federd gppropriations are
indexed to adjust for inflation and then offset by any interest earned on the
federa portion of the CUPCA account.

Before the CUPCA account was established, the Didtrict asked the CUP
federd program manager if it could utilize the State Treasurer’ s Pool asthe
CUPCA account. The answer was negative since the Treasurer’s Pool isnot a
federaly chartered bank account. The Didtrict has recently resubmitted the
same request and the answer from the federa program director remains the
same. It is somewhat academic that the Auditor’ sinterpretation of the federa
agreements would alow investment in the State Pool since the federd
government’ sinterpretation is to the contrary.

The Audit quotes the CUP federd program director asindicating that the
Didtrict has not attempted to obtain permission to invest in the State Treasurer’s
Pool. The Didrict has provided the Auditor with aletter from the CUP federd
program director which supports the Digtrict’ s verson of the facts and
reiterates the federd position that the Didtrict cannot invest CUPCA fundsin
the State Treasurer’s Pool or smilar instrument. See Exhibit “A”.

It was not anticipated that there would be a substantia accrud of fundsin
this account as it was contemplated that funds would be withdrawn throughout
the year to pay for planning and congtruction of project fegtures. Due
principally to opposition to congtruction of certain features of the Diamond
Fork System, construction approvas have lagged and on December 31, 1998,
the CUPCA fund was up to $72.2 million. However, the District expectsto
receive Interior’s gpprova to proceed with fina construction of the Diamond
Fork System within 90 days and the balance in the account will be substantialy
depleted as construction proceeds.

12



Auditor’s Comments

District’s Response

1. Pursuant to the cost share
agreement, the CUPCA funds were
deposited in afederaly chartered
bank and received an interest
payment gpproximatey 2% lessthan
the rate paid by the State

Treasures s pool for amilar municipa
investments.

1. TheDidrict is prevented from
depositing CUPCA fundsinto the
Treasurer’ s pool by the terms of the
cogt sharing agreement with the
federd government. In an effort to
enhance interest revenues, the
Didgtrict has taken sepsto invest dl
CUPCA funds and other funds at in
rates cong stent with both federd law
and the State' s Money Management
Act.

The District’s
management has
instituted a fund
management system
that enables reserve
balances to earn a
higher interest rate
and satisfies the
federal
requirements.

2. Thefundsweretransferred to a
money market account which paid a
dightly higher interest rate in the 2
quarter of 1999.

2. The Didrict's management has
indtituted a fund management system
that enables reserve balances to earn
ahigher interegt rate and satisfies the
federd requirements.

In addition to the change noted by
the Auditor, effective May 1, 1999,
the Didrict’ s federdly chartered
bank will provide for an interest
payment in the amount the Federd
90-day Treasury Bill rate.

Thiswill only be atemporary rate
while the Digtrict explores additiond
investment opportunities cons stent
with State and Federal requirements.

13



Auditor’s Comments

District’s Response

65 percent of all
interest earned is on
the federal CUPCA
funds and does not
accrue to local
taxpayers. This
interestis used to
offset future federal
contributions.

3. Thisdecison cost the taxpayers
$3.7 million if the funds had been
invested in the State Treasurer’s pool
for agmilar period of time.

3. TheDidrict disagreeswith the
amount claimed by the Auditor.

65 percent of al interest earned ison
the federd CUPCA funds and does
not accrue to loca taxpayers. This
interest is used to offset future
federa contributions.

The Didrict intends to explore
additiond investment opportunities
consstent with state and federd
requirements.

the federal and local
contributions had to
be deposited in a
federally chartered
bank accountin
order to comply the
cost sharing
agreement

4. The Didrict fdt that it had no
choice but to invest in the federd
chartered bank checking accounts.

4. The Digrict wastold by Interior
Department personnel in
Washington, D.C. and Utah that
because the mgjority of CUPCA
funds came from Congressiond
gppropriations, both the federal and
local contributions had to be
deposited in afederdly chartered
bank account in order to comply
with the cogt sharing agreement. The
Didrict’ s ahility to invest pursuant to
the State Money Management Act is
subject to federd approvd. The
Didrict will work to achieve the
highest investment rates consistent
with State and Federd requirements.
The federd CUPCA program
director has provided aletter stating
that CUPCA funds cannot be
invested in the State Treasurer’s
pool ether directly or through atrust
arrangement as suggested by the
Audit. See Exhibit “A”.

14




Auditor’s Comments

District’s Response

5. The Auditor contacted the
“investment manager” for the
Didrict’ sbank and clamsthét this
bank officer indicated thet “the
Didgtrict had never gpproached him
for possble options.” He further
recommended that the Digtrict should
invest in the State Pool because of its
higher interest rate. This person dso
told the Auditor about a $20,000
high-yield checking account thet
would dso earn interest a a higher
rate. The revised Audit has reduced
the amount that could have been
earned from $4.4 million to $3.7
million to more closdly track the rate.

5. The Vice-Presdent referred to
by the Auditor is assgned to the
Capitd Markets group for the bank.
At Capita Markets, thisindividua
works with the State Treasurer’s
Pool and isacommissioned sdes
person deriving his income from the
sde of invesments. The Didrict's
bank stated thet thisindividud has
no authority to speak for the bank
about regular banking matters.
Additionaly, he was not assgned
any responghility for the Didtrict's
account. The bank further notes that
thisindividual isnot qualifiedto
issue any opinion on whether the
Federal CUPCA Agreement alows
the Didrict to invest in the State
Treasurer’s Pool. The bank has
further indicated thet the high-yidd
checking account recommended as a
standard to judge the Didtrict’s
performance againgt is abanking
product only available to individuals
and isnot available for elther
corporations or governmenta entities
like the Didtrict.

15



these CUPCA funds
are likely to be
expended or
obligated within
several months

The District strongly
disagrees with the
Audit’s assumptions
with respect to
future water
infrastructure needs
and the appropriate
tax levy to meet
them

Until the CUP is
completed, the
District’s Board will
review annually the
needs for revenue
and the appropriate
tax levy

CUPCA Cash Reserves Have Grown

Auditors Comments District’s Response

The Auditor has documented the The Didrict agreesthat the high
increasein CUPCA cash reserves. CUPCA cash balances are

The amount has grown from $14.5 attributed to congtruction delayson a
million in 1993 to $86.1 millionin vaiety of federaly gpproved

1998. The high CUPCA cash
balances are attributed to
congtruction delays.

projects. When federa
appropriations are received by the
Digtrict for authorized projects, the
federa money, plusthe Didrict's
35% local cost share, is deposited as
required into thisfund. As stated
above, these CUPCA funds are
likely to be expended or obligated
within saverd months. The new
investment practice mentioned above
will however insure gppropriate
sewardship of the account until the
authorized federd projects are
constructed.

Tax Rate Not Based on Need

The Audit damsthat the Didtrict’s annud tax revenues have exceeded
expenditures resulting in high fund balances and that since 1995, the Didtrict has
collected a least $7.2 million more in property taxes and water sales than
necessary. The Audit suggeststhat if thistrend continues, the Didrict will have
collected $81 million in unneeded funds by the year 2011.

The Didrict strongly disagrees with the Audit’ s assumptions with respect to
future water infrastructure needs and the appropriate tax levy to meet them. As
reveded in Chapter 1V, the Audit adopts a biased posture againgt the need for
water systems for irrigated agriculture. The Audit fails to acknowledge that the
Didrict’ simmediate plan to maintain collections near the existing satutory
maximum rate is based upon the policy recommendations of Governor's CUP
Funding Task Force which the Auditor now believes has somehow become
“obsolete”.

Until the CUP is completed, the Didrict’'s Board will review annualy the
needs for revenue and the appropriate tax levy. The Audit’s projections of
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unneeded future revenues based upon speculation that the Digtrict will maintain
amaximum tax levy beyond completion of CUP for decadesinto the futureis
both irresponsble and inflammeatory. The amount of surplus funds maintained by
the Didrict isin full compliance with State law which dlows for afund baance
equal to 100% of the Didrict’'s annud tax revenue.

The Auditor’ s recommendation thet the Legidature change the law to
reduce this amount would significantly impair the Didrict’s ability to raise locd
cost sharing monies required to construct needed water features throughout its
ten county service area, particularly to finish the CUP and provide for other

additional water infrastructure.

Auditor’s Comments

District’s Response

1. TheDidrict’'sgenerd fund has
increased from $8.2 million in 1995
t0 $11.6 in 1998. The Auditor
sated that the Digtrict’ s accountant
pointed out that the State law alows
agenerd financid baance of up to
100% of the current year’ s property
taxes without judtification, UCA
17A-1-415(2). In 1998 thiswould
dlow $22.9 million, therefore no
judtification was needed. The
Auditor aso stated that the
accountant also clamed that the
increase was not based on need.

1. TheDidrict strongly disagrees
that monies collected into the genera
fund are unnecessary. The Didtrict
further disagrees with the Auditor's
speculation that by 2011 the Didtrict
will have unnecessarily collected $81
million. While the generd fund
baance iswdl within the limit
dlowed by law, the Didrict hasa
clear financid policy that the Auditor
was given and ignored. The Auditor
dsoignored initsorigind draft most
of the history behind the current

CUP funding plan. The Didtrict has
acted consstent the Governors Task
Force recommendations and with its
financid plan and the amount of
taxes levied has been appropriate
and based on sgnificant need.
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Auditor’s Comments

District’s Response

The District has
determined based
on its experience
that the year-end
general fund
balance should be
approximately 25%
of an annual tax
collection

2. TheAuditor initidly suggested
that the appropriate amount for the
genera fund year-end bdanceis 8%
of Digtrict expenditures or an amount
of $2.2 million and then suggested
that the difference between the
ending balance of $11.6 million and
their 8% ($2.2 million) is excessve
and that taxes should be reduced by
$9.4 million. The Auditor now
recommends a 16% generd fund

bal ance and thus reduced his
excessve tax dam to $7.2 million.

2. TheDidrict disagrees with the
Audit. The Didrict doeshavea
funding plan. 1t was reviewed with
the Auditor and has been mentioned
hereagain. Thetaxesbeing
collected are consstent with CUP
Funding Task Force
recommendations. The Didtrict’'s
cost sharing plan is based upon the
needs identified through years of
planning and feasbility sudies. The
timing of the end of the fiscd year
has dso made a differencein the
amount of money needed in the
generd fund. A higher balance was
needed when the Didtrict’ s fisca
year ended in December,
immediately after collecting dl of the
tax revenue. The Didtrict has now
switched to a June 30" fiscal year-
end. The Didrict unlike the state
recaives its funding in lump sum
payment once a year from local
property tax and from congressiona
gopropriations. The Digtrict has
recently reviewed its working capital
needs to make sure that an
gppropriate amount is available in the
generd fund. The Didrict finds thet
the amounts suggested of 8% or
16% are not adequate. The Didtrict
has determined based on its
experience that the year-end generd
fund baance should be
goproximately 25% of an annud tax
collection. Asapart of its year-end
closing, any part of the generd fund
in excess of 25% will be transferred
to approved projects.
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Auditor’s Comments

District’s Response

The large numbers
created by the
Auditors incorrectly
assume that the
District’s Board will
maintain its
maximum allowable
tax levy beyond
completion of CUP

The District is
following the
example of the
State on the I-15
project by paying for
as much of the
construction costs
with cash and only
bonding when cash
reserves are not
sufficient.

In the event that
anticipated CUPCA
features are not
approved for
construction, the
collected funds will
then be utilized by
the District to reduce
bonded
indebtedness further
saving the taxpayers
additional costs.

3. The Auditor Satesthat the
excess funding between 1995 and
1998 isatrend that will continue and
that by 2011, the balance will be $81
million and that the tax rate of the
Didtrict should be lowered by 21%.
The revised audit reduction
recommendation is now 17.5%
instead of 21%.

3. TheDidrict disagrees. The
amounts suggested by the Auditor as
potential excess funds are pure
fiction. The large numbers created by
the Auditors incorrectly assume that
the Didrict’'s Board will maintain its
maximum alowable tax levy beyond
completion of CUP (see funding
history above).

In fact, as shown by the Audit, out of
the last five years (1995-1999), the
Didtrict has only once taxed at its
maximum rate of .0004.

Reserves for authorized CUPCA
projects will be identified, aswell as
reserves for anticipated CUPCA
cost share requirements. Each year
the Board will take dl of these
factors into consderation and
develop its budgets and et its tax
rate as required by law.

The Didrict is following the example
of the State on the I-15 project by
paying for as much of the
congtruction costs with cash and only
bonding when cash reserves are not
aufficient. In the event that
anticipated CUPCA features are not
gpproved for congtruction, the
collected funds will then be utilized
by the Didtrict to reduce bonded
indebtedness further saving the
taxpayers additional costs.

The General Fund Balances L ack Purpose and Appear Excessive

See the discussion for above.
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Thelncreasing Fund Balance L acks Purpose

See the discussion for above.

TheDistrict’s Fund Balance Appear s Excessive

See the discussion for above.

The Digtrict’s Expenditures Don't Justify Future Tax Rate

See the discussion for above.

Statute Gover ning Fund Balances Needs Review

Auditor’s Comments

District’s Response

By appropriately
reserving cash while
construction needs
are minimal, savings
will be generated by
the elimination of
unnecessary bonded
debt when full
funding cost sharing
requirements are
presented

The District is in
compliance with the
State’s policy for
general and capital
reserve funds.

1. The Digrict’s board should
perform an analyss to determine an
gppropriate and judtifiable genera
fund bdance levd. From that fund
baance leve, the board should
edablish atax rate which is sufficient
for the Didtrict’ s anticipated
budgeted expenditures and maintain
asufficient, but reasonable reserve
for unanticipated expenditures.

2. TheAuditor is recommending a
legidative review over the policy that
governs generd and capitd reserve
funds, suggesting thet the Legidaiure
may want more control over the
Didlrict’ s expenditures and taxing
polices.

1. TheDidtrict does and will
continue to determine the

gppropriate judtifiable generd fund
year end baance. It will function as
aworking capitd fund. The Didtrict
will continue to reserve for the locdl
cost share requirement for project
which obtain federd gpprova and
which are likely to be federdly
approved. By appropriately
reserving cash while congtruction
needs are minimd, savings will be
generated by the dimination of
unnecessary bonded debt when full
funding cogt share requirements are
presented.

2. TheDidrict isin compliance with
the State' s policy for generd and
capital reserve funds. When the total
loca cogt share requirement is
congdered, the Digtrict policy for
cash management iswise and
prudent and will save the taxpayers
of the Didrict Sgnificant funds
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The 1989 Budget Recommendations

Auditor’s Comments

District’s Response

1. The 1989 Audit recommended
that the Board spend as much time
as needed to verify the
appropriateness of management
requests. The 1993 Audit indicated
that these recommendations were
being complied with. The 1998
Audit indicated that Board members

fdt that thiswas being complied with.

1. Agree and support.

The District feels
thatitisin
compliance with the
1989
recommendations

2. The 1989 Audit recommended
improvements to the budgetary and
financid processes. The Board was
asked to establish the purpose and
dollar limitsfor the various funds and
to establish a separate capital
projectsfund. The 1993 Audit
found that dl recommendations
related to this area were
implemented. The 1998 Audit found
that al but one of these
recommendations were sill being
implemented, but didn’t specify
which recommendation was not
being followed.

2. TheDidrict fedsthat itisin
compliance with the 1989
recommendations. It has a purpose
for each fund. The Didrict’ sfinancid
management practices have saved
locdl taxpayers $117 million.
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Auditor’s Comments

District’s Response

The District believes
that this approach is
sound because the
services are clearly
a CUPCA related
expenditure and
should be reported
as such.

3. The 1989 Audit recommended
that a single lineitem be prepared to
identify lobbying expenses. The
1993 found two accounts, one for
federad activity and one for Sate
activity. The 1998 Audit found that
the Didtrict’s Washington DC
lobbying account is now included in
the CUPCA budget under CUWCD
Direct Expense. The other
information was there, but not in one
account.

3. TheDidtrict has placed its
Washington D. C. based attorney
expense in the CUPCA account
because it is directly related to
CUPCA activities. The Washington,
D.C. counsd has worked with the
Congressond delegation to achieve
the highest leve of federa
appropriations annudly. The costs
for these professiona services are
funded principaly from these
gppropriations. The Didrict believes
that this approach is sound because
the services are clearly a CUPCA
related expenditure and should be
reported as such.

Total travel
expenses are
readily available,
just as other
common expenses
shared by each
division.

4. The 1989 Audit found no line
item for trave, but did find thet travel
expenses were dispersed throughout
the budget. The 1993 Audit found
that this recommendation had been
followed. The 1998 Audit found that
three accounts were now used to
track travel expenses. The Auditor
was concerned that it may be difficult
to see what the tota costs of travel
expenses were.

4. TheDidrict has adopted a
practice of identifying the travel
expenses in three main areas of
operation: Director Expense, Staff
Expense and Steff Training. The
Didlrict’s board and management
find that planning and budgeting
needs of the Didrict require this
additiona detall. Totd travel
expenses are readily available, just
as other common expenses shared
by each divison.

5. The 1989 Audit recommended
that sufficient information be made
available to the Board to judtify the
respective budget amounts. The
1993 Audit found that this had been
implemented. The 1998 Audit found
that Board members fdt sufficient
information was made available to
justify proposed budget
recommendations.

5. Agree and support.

22




Auditor’s Comments

District’s Response

6. The 1989 Audit recommended
that the new budget requests be
compared to the origina budgeted
amount for the prior year. The 1993
Audit reported this recommendation
asimplemented. The 1998 audit
found this recommendation was till
being followed .

6. Agree and support.

7. The 1989 Audit found that few
of the Didtricts funds hed little
explanation asto their purpose or
how the money was to be spent.
The 1993 Audit found mogt of the
funds having awritten policy. The
1998 audit found the exigting reserve
funds to have a defined purpose.

7. Agree and support.

8. The 1989 Audit recommended
that the Board establish a maximum
amount for each Fund. The 1993
Audit found this recommendation
implemented. The 1998 Audit dso
found reserve accounts having
maximum dollar limits

8. Agree and support.
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Recommendations

Auditor’s Comments

District’s Response

The District has
already increased its
investment rate to
the 90-day federal
treasury rate

1. Recommend fund balances be
invested where interest earnings are
maximized at an acceptable risk
level. The gate poal is
recommended as an example.

1. The Didrict has dready
increased its investment rate to the
90-day federa tressury rate, while
exploring the ability to obtain arate
comparable to the State Pool rate.
The Didrict will take dl necessary
gepsto invest al CUPCA fundsand
other funds at the highest rates
consistent with both federd law and
the State’ s Money management Act.

The District already
has a policy that is
consistent with the
Auditor’s
recommendations

2. Recommend the Board establish
an appropriate generd fund baance
and establish atax rate to meet
expenditures while avoiding
unnecessary increases in the generd
fund baance.

2. TheDidrict dready has a policy
that is consgtent with the Auditor's
recommendations. By taxing & its
authorized rate the Didtrict is
following the recommendation of the
Governor’s CUP Funding Task
Force. Reservesfor anticipated
local cost share will continued to be
budgeted for. The funding of the
loca cogt share by saving cash now
will save subgtantia interest codts if
these have to be borrowed to match
federa gppropriations. Any reserves
found to not be needed for capita
projects will be used to reduce
current debt of the project, creating
additiona savingsfor the tax payers
of the Didtrict.
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Auditor’s Comments

District’s Response

The District’s
practice is consistent
with federal
accounting
guidelines for the
CUP.

The District’s staff
have complied with
Federal
requirements and
have successfully
completed favorable
audits each year

3. Recommend the Didtrict itemize
its Washington DC |obbyist expense
initsannua budget.

3. TheDidrict doesitemize dl of its
lobbying expensesin its annud
budget. The expenses of the
Washington DC based attorney are
included in the CUPCA account
where those activities are directly
related to CUPCA. Hisactivities
unrelated to CUPCA areincluded in
the budget, but not under CUPCA.
The Didtrict’s practice is cons stent
with federa accounting guidelines for
the CUP.

4. Recommend the Didtrict consider
adding position with incorporates
gpecific financid management Kills.

4. The Didrict’s gaff have complied
with Federa requirements and have
successfully completed favorable
audits each yesr.

The District
disagrees with the
audit that it has

excessive funds.

5. Recommend thet the legidature
review UCA 17A-1-415to
determine if changes are necessary to
eliminate excess fund balances.

5. The Didrict disagrees with the
audit thet it has excessive fundsin its
genegd fund. The Didrictisin
compliance with gate law and the
recommendations of this Governor’'s
CUP Funding Task Force.
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The District takes
strong exception to
each of these
findings.

State Ethics laws
were not violated.
The Ethics Act
allows the pursuit of
economic activity
provided that public
duties are not
compromised and
that full disclosure is
made.

1Utah Code A

Chapter 11
Didtrict Policiesand Procedures

The Auditor finds that the Didtrict’' s management has dlowed lapsesin
adminigrative controls resulting in questionable administrative practices that
either violated policy or indicate poor control. According to the Auditor, these
indude:

Board members benefitting from indirect Digtrict contracts,

the evauation and bonus compensation of the generd manager,
travel expensesin excess of necessary travel costs,

inadequate vehicle fleet utilization,

and the retention of services without competitive bidding.

a s wbdpE

After the 1989 and 1993 Audits, the Digtrict revised its policies and procedures
to address audit criticisms. Human Resource and procurement policies have
been strengthened. Notwithstanding this, the Auditor Satesthat heis il
concerned that policies and procedures appear to be overridden by
management with the knowledge of the board. The Didtrict takes strong
exception to each of these findings.

Board Members' Independent Business Activities Do Not Violate
State Law

The Auditor chooses to ignore the Utah Public Officers and Employees
Ethics Act, Utah Code Ann. 867-16-1 et. seq. (1969). 867-16-2 of the Act
explainsits purpose. It was adopted:

For the purpose of establishing a tandard of acceptable
conduct for al state officers, employees and those of all
political subdivison of the state where there are actud or
potentia conflicts of interest between their public duties and
their private interests. . . It does not intend to deny any
public officer or employee the opportunities available to
all other citizens of the state to acquire private economic
or other interests so long asthis does not interfere with
hisfull and faithful discharge of hispublic duties?

nn. §67-16-2.
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The Auditor does not allege
that these three board
members violated the
provisions of the Ethics Act.
Instead, the Auditor relies
on an obscure 1941 code
provision containing no

definition of what is

impermissible conduct, in
arriving at his subjective

conclusion that the
relationships were
inappropriate.

financial

Utah Code A
3Utah Code A
“Utah Code A
°Utah Code A
®Utah Code A

’Utah Code A

This Act embraces dl public officers, employees, lay board members of dl
state agencies and political subdivisions? It hastightly defined standards of
conduct and expressly prescribes the procedures necessary for disclosure of
any actud or potentia conflict of interest. Once disclosure has been made as
required by 867-16-7, the public officer, employee or board member may
continue to participate fully in his or her capacity and to pursue hisor her
business activities®

Conflicts of interest are prohibited by the Act, and “no public officer or
public employee shdl have persond investments in any business entity which
will creste a subgtantia conflict between his private interests and his public
duties™ Anintentiona and knowing violation of the Act isafdony. In
addition, the offending officer or employee may be dismissed and any contracts
entered into may be rescinded or voided.®

It isimportant to note that the Auditor does not dlege that any of these
three board members has violated the provisons of thisact. Infact, the
Auditor failsto even cite the Act. Insteed, the Auditor cites an obscure
provision of the Water Conservancy Act,® containing an oath of office each
appointed director is required to take upon appointment to the board. The
Conservancy Didrict Act oath provides that a director: “will support the
Condtitution of the United States and the state of Utah, will honedtly, faithfully,
and impartidly perform the duties of his office, and will not be interested
directly or indirectly in any contract entered into by the District.”” This section
was adopted in 1941. 1t does not define what conduct would rise to the level
of an impermissible indirect interest in a contract of the Didrict, and we have no
interpretive case law from the Utah Supreme Court to guide us. Yet the
Auditor relies on this very imprecise and subjective standard of conduct to label
the business activities of these three board members as “ingppropriate,” and
dates that “such financid relaionships are not dlowed” by law.

nn. 867-16-11.

nn. 867-16-8.

nn. 867-16-9.

nn. 867-16-12, 867-16-14.
nn. 817A-2-1402.

nn. §17A-2-Utah 1410(1).
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The Wasatch County
Commission nominated
this individual for
appointment to the
District’s Board, and later
hired him as an
independent consultant to
facilitate water
development in the
county.

8Utah Code A

SUtah Code A

This characterization of these directors business activities by the Auditor
ignores the existence of the more recent and supervening Utah Public
Officers and Employees Ethics Act, which permits ordinary business
relationshipsto exist so long as they do not require or induce the officer or
employee to (1) disclose controlled information gained by reason of his officia
position; (2) improperly disclose such information for his or other’s private gain;
(3) use his officia pogtion to secure specid privileges, (4) accept employment
that would impair his independence of judgment in the performance of his public
duties, and (5) accept other employment that would interfere with the ethical
performance of his public duties® None of these business activities would be
prohibited under the Ethics Act. So long as the required disclosures are made
if aconflict arises, no public officer or employee is prohibited from availing
themsalves of the " opportunities available to dl other citizens of the date to
acquire private economic or other interests, so long as this does not interfere
with his full and faithful discharge of his public duties™ None of the conduct
condemned by the Auditor has interfered with the performance of any of these
three directors public duties, nor hasthe Auditor so aleged. Thereare dso no
dlegations of fraud, self-dealing, or any other incidents of mafeasance or
misfeasance in the performance of their public duties. All the Auditor has
clamed is that when weighed againgt this vague and undefined standard of
“Iindirect interests in contracts’ contained in a 1941 code provison, that the
conduct of these three board members looks bad.

The Didtrict agrees that its board members should not engage in activities
that create either direct or indirect conflicts of interest with the Didtrict. It has
promoted this legd requirement through the adoption of this sandard in its own
policies. It isthe Didrict’s position however, that none of the relationships
complained of by the Auditor violate either Sate law or Didtrict policy.

District Paymentsto Board Chairman

The Digtrict contracts with Wasatch County to coordinate and manage
water-related issues in Wasatch County that are primarily connected with the
Wasatch County Water Efficiency Project (“WCWEP’). Wasatch County in
turn has contracted with the Wasatch County Specid Service Area (“SSA”)
which was created in 1992 to serve as the Wasatch County Representative
providing the services being contracted for by the Digtrict. The primary duty of
the SSA isto provide assistance to the Digtrict with WCWEP. Starting

nn. 8§67-16-4.
nn. 867-16-2.
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There is no water district
board anywhere in the state
where most board members
are not also affiliated with
local water users or
districts. Under the Auditor’s
definition of “indirect”
conflict all would be in
violation of state ethics
laws.

The funding arrangements
with Wasatch County
began in 1993, before this
director was even on the
board. He did not enter
into a contract with the
county until 1997 to provide
consulting services.

January 1, 1997, the SSA contracted with Royal Solutions, alimited liability
company (“LLC"), owned by the Digtrict’ s board chairman, to provide
consulting services in connection with water development in the county. There
is no water district board anywhere in the sate (including the State Board of
Water Resources) where a significant number of board members are not so
affiliated with local water users or didrictsin some fashion. According to our
understanding of the Auditor’s definition of “indirect” conflict, dl of these
people would bein violaion of the sate ethics law.

Auditor’s Comments

District’s Response

1. The Auditor findsthat this
contract with the Chairman’s
company violates the indirect
prohibition contained in both the
date law and Didtrict policy
mentioned above, and aprovisonin
the contract between the Digtrict and
the County.

1. TheDidrict disagreeswith this
finding of the Audit. The
independent consulting agreement in
quedtion is sufficiently attenuated
from the Didrict to not violate elther
date law or Didtrict policy. No
conflict isdleged by the Auditor to
have existed and in fact none did.
All partiesinvolved had the common
god of congructing the WCWEP.

Commencing in 1993, before its
current Chairman was even on the
board, the Didtrict began contracting
on ayear to year bads, initidly with
Wasatch County and later with the
Wasatch County Specid Service
Area (“SSA”) and the county, to
facilitate WCWEP. Additiondly, the
interim funds were used to provide a
portion of the SSA’s operating funds
until the SSA was able to fund its
own operations and expenditures. It
was not until January 1, 1997 that
Wasatch County contracted with the
Charman’slimited liability company
(“LLC") to provide consulting
sarvicesto the County. TheLLC's
primary respongbility wasto
fecilitate the WCWEP.
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Auditor’s Comments

District’s Response

Some of the interim operating
funds provided to the SSA by the
Digtrict and Wasatch County were
used to pay the sdary of its generd
manager, the fees of itslega counsd,
expenses of its governing board, and
the conaulting fees of the LLC. All
of the LLC' sinvoices were reviewed
by the general manager of the SSA,
LeeRoy Farrell, and/or by the
chairman of the county commisson
before payment. Wasatch County
received fair vduein servicesfor its
paymentsto the LLC.

Although the opportunity for
conflicts existed, the consulting
agreement expressy provides that:

Consultant isrequired to disclose
any outside activities or interests
that conflict with the best interests
of the County. Prompt disclosure
isrequired under this paragraph if
the activity or interest isrelated,
directly or indirectly, to any
activity that Consultant may be
involved with on behalf of the
County. Consultant agreesto
comply with the Utah Public
Officers and Employees Ethics Act
. . . including any necessary
disclosures as required by the Act.
Consultant agreesthat if a
potential or real conflict of
interest arises, that he will take
necessary action to eliminate the
conflict including disclosure or
recusal.
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Auditor’s Comments

District’s Response

The Director received the
advice of District legal
counsel before accepting
the employment to insure
compliance with state and
federal laws. The reality is
that no conflict existed as
all concerned had the
common goal of
constructing WCWEP.

No District funds were paid
directly to the director.

The District’s funds went to
the County and/or SSA,
who in turn paid its
operating expenses,
including consulting fees.

Since the Wasatch County
Commission nominated the
Chairman for the Digtrict’ s Board,
they had knowledge of his* potentia
conflict” and till decided to retain his
consulting services to provide the
work product contracted for by the
Didrict. The Chairman requested
advice from the Didtrict’ s legd
counsdl before entering into the
consulting agreement with the SSA.
He was reminded of his oath of
office, advised of the disclosure
requirements of the Utah Public
Officers and Employees Ethics Act,
and of the necessity to make the
required disclosure if aconflict arose
requiring disclosure and/or to recuse
himsdlf where disclosure done was
not adequate. The Auditor has not
pointed to any such conflict that
arose during the period of the Audit.
The redity isthat no conflict existed
as al concerned had the common
god of congtructing the WCWEP.
At mog, the Auditor saysthe
Chairman’s various roles were
confusing.

No Didtrict funds were paid
directly tothe LLC. All Didtrict
funds were paid to Wasatch County
and/or the SSA. The SSA used
these funds and those provided by
Wasatch County to pay its operating
expenses incuding the daries of its
employees and the fees of its
consultants and advisors.
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Although the Director’s
services and
responsbilities at time
overlapped, the Auditor
makes no allegations of
improper conduct, fraud,
self-dealing, over billing
or doublebilling. Instead,
the Auditor saysthe
Chairman’sroleswere
confusing.

Auditor’s Comments

District’s Response

The contract clause in the funding
agreement that provides that “no
member of Congress’ etc., isto
benefit was drawn from the federa
agreements. Agreements are drafted
by many different staff members of
the Didtrict, and this clause has been
included in some agreements and not
others. The Didrict bdievesit would
be desirable to included this clause
asadsandard clausein al Didrict
funding agreements and will
implement this change.

2. The Auditor findsthat it is difficult
to determineif the Chairman's
activities are performed asa
representative of the SSA or asa
representative of the Didrict's
board.

2. Any work performed by the
Chairman under Royd Solutions
consulting agreement with Wasatch
County was performed in his
capacity as aconsultant and
independent contractor. He has
accounted for his time expended and
has been compensated pursuant to
his consulting agreement. At times
his duties with the County as a
consultant and the Didtrict as board
chairman would overlgp as certain
meetings he attended were of benefit
to both the Didtrict and to the
County and/or the SSA. In those
indances, he fairly and equitably
divided histime and expenses
between the two entities. Thereis
nothing improper about what he did
nor has the Auditor pointed out any
instance where he over hilled or
double hilled for his time and/or
expenses.
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Auditor’s Comments

District’s Response

3. The Auditor finds that the Didtrict
has not enforced contract
requirements for expense
documentation.

3. The Didrict did require the
submittal of documentation, athough
some payments were made in
advance of receiving such
documentation, due to the financia
needs of the SSA and criticd stage
of the NEPA review and scoping of
the WCWEP. The Didtrict will
tighten its proceduresto insure this
does not happen in the future.

The board member was
employed as general
manager of the local water
District many months after the
District’s funding agreement
was entered into. Legal
counsel reviewed the
arrangement and advised him
of the necessity of avoiding
conflicts of interest and to
make disclosure if a conflict
arose in the future. No
conflict exists because all had
the common goal of
completing the EJWEP. The
board member’s employment
by EJCWCD is not the type of

4. The Auditor finds that the Digtrict
did not enforce the contract
requirement for a 50% cost share
between the Didtrict and Wasatch
County.

4. The Didrict amended the funding
arrangement at the request of
Wasatch County, and changed the
manner in which it advanced funds to
the SSA to aflat monthly payment of
$6,250. At that point, the 50%
meatch from the county was
eliminated and the Didrict’s funding
commitment was independent from
the funding commitment of Wasatch
County. The Didrict has no
reluctance to enforce its agreement
but no breach occurred requiring
enforcement. The fact that its
Chairman has an independent
consulting agreement with Wasatch
County has played no role
whatsoever in the Didlrict's
relationship with the SSA or
Wasatch County.

5. WCSSA’s own financid auditors
have noted potential control issues
within WCSSA.

5. The Didgtrict has no knowledge of
any concernsthe SSA’s outside
financid auditors may have had.

TheDigtrict Contract with Juab County Pays Board Member For

Work Related to the District.

Pursuant to a petition from residents of Juab County, the Didtrict
Court has recently created the East Juab County Water Conservancy
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Digtrict (“EJCWCD”) to develop water for eastern Juab County. The
project is known as the East Juab Water Efficiency Project (“EJWEP").
The Didtrict has entered into a contract with the EJCWCD to provide
planning services for water to be alocated to eastern Juab County. The
Board of the EJCWCD has hired a part time general manager, whoisa
member of the Didrict’s Board. The part-time genera manager worked
for hislocd Didrict for sx months without pay and then Sarted recaiving a
monthly payment of $1,000, for atotal amount of $19,300. At the time of
the Audit, the only source of revenue for the East Juab Water Conservancy
Didrict wasiits contract with the Didrict. The legidative freeze on property
tax prevented the newly formed Didtrict from levying taxesin 1998. In

1999, the Didtrict will be able to have independent revenue.

Auditor’s Comments

District’s Response

The Auditor notes that this
arrangement violates both the state
law and Board policy mentioned
above. The Auditor aso notesthat
this contract does not contain the
same prohibition againgt Board
members conflicts included in the
contract with Wasatch County.

The Didrict disagrees with this Audit
finding. Although the Didrict did
contract with EJCWCD to provide
funding for the EJWERP, it did not
make any payments to the board
member, nor has the board member
entered into a contract with Didtrict.
The funds provided by the Digtrict
were used by EJCWCD to pay the
sdaries of its employees and other
operating expenses. Many months
after the Didtrict entered into this
agreement, EJCWCD hired the
board member to work asits part-
time generd manager. He served as
an employee for dmost 6 months
without any compensation & dl, and
was paid amonthly sdary of $1,000
theresfter. Before accepting
employment as the part time
manager, the Board Member asked
the Didrict’slegd counsd if this
would be a prohibited conflict




Auditor’s Comments District’s Response

of interest. After review the
Didirict’s counsel concluded that
there was no prohibited conflict and
amilarly advised about the necessity
of avoiding conflicts of interest and
the need to disclose is any arise later.
No actua conflict exists because the
Didtrict and EJCWCD have a
common god of successtully
completing the EIWWEP. The board
member’ s employment by EJCWCD
isnot aviolaion of state law or of
Didtrict policy and is not the type of
relationship state law seeksto
prohibit.

The construction
contracts were
entered into by two
irrigation companies
and were four steps
removed from the
District’s rebate of
property taxes to
Sanpete County
under §206.

Work performed by a Board Member’s Company Createsa
Questionable Appearance

The Auditor has identified a Board member whose company
congiructed a cand rehabilitation project that was paid in part with Digtrict
funds. Together with Sanpete County (the “County”), Sanpete County
Water Conservancy Didtrict (the “ Sanpete Didrict”) identified at least two
locdl cand rehabilitation projects with two different cand companies. The
County then applied for and received afedera CUPCA, Section 206,
grant for awater conservation project from the Didtrict. The County then
contracted with the Sanpete Didtrict to build the water conservation
projects. The Sanpete Didtrict in conjunction with the two project
sponsors, then requested bids for design build projects to rehabilitate the
cands. The Board member’ s construction company teamed up with an
engineering firm and submitted their proposa for each design build project
in a seded bid which contained notification of his Digtrict board
membership. The engineering firm thet joint ventured this project with the
Didtrict director has aso done engineering work for the Didtrict. Their bid
was the low bid on each project, and the two cana companies each
awarded the cand rehabilitation design build contracts to the bidding Board
member’ s congtruction company. The combined contract amount was
approximately $500,000. These projects were funded in part by a genera
grant transferred to the Didtrict from the federal government for 65% of the
project. The bdance was pad for by arebate of ad vaorem tax dollars
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This contract was awarded
through the competitive seal
bid process which
eliminates any suggestion of
improper conduct or
favoritism. The board
member’s construction
company was the lowest
responsive and responsible
bidder. The Board member
disclosed his board
membership in his bid
documents, as per advice of
counsel.

collected by the Didrict from the residents of Sanpete County. Since dl of
the funds for the project were held by the Didtrict, both loca tax and
federa grant, the Digtrict reimbursed the Sanpete Didtrict pursuant to its
contract with the County for costs incurred on these projects, who in turn
then paid the contractors or the Digtrict directly paid contractor or subson
invoices gpproved for payment by the Sanpete Didtrict.

Auditor’s Comments

District’s Response

The Auditor finds that this type of
contract with aboard member’s
company creates the appearance of
an improper quid pro quo
arrangement.

Although the Didtrict hastried
repeatedly to provide the Auditor
with available information, the Audit
dtill contain inaccuracies and
incorrect Satements. For example,
in adesgn built contract, the
engineers are part of bidding entity.
Therefore, the Didtrict disagrees with
the Audit' sfinding of “the
appearance of improper conduct”
comments. The Audit ignores that
this congtruction contract was
awarded through a sedled,
competitive bidding process and that
the board member’ s construction
company was the successful low
bidder. Prior to bidding, the Board
member asked the Didtrict’s counsdl
if bidding on these projects would
violate Didrict policy. The Didrict's
counsd advised that it was not a
direct conflict and further
recommended that notice of Board
membership should be given with
the bid, fully disclosing any indirect
conflict possihility as required by the
date ethicslaw. The Didrict
provided funding through the County
and the Sanpete Didtrict to the cand
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Auditor’s Comments District’s Response

companies under the provisions of
Section 206 of CUPCA for the
congtruction of two water
conservation projects. The Sanpete
Digtrict served asthe loca sponsor
and supervised the projects which
involved the recongtruction of
diverson facilities owned and
operated by two mutud irrigation
companies. The actua construction
contracts were entered into by the
two mutud irrigetion companies and
the generd contractor. Neither the
Didtrict, the County nor the Sanpete
Digrict were partiesto the
congtruction contracts. The
contracts were between the cand
companies and the contractor.

The fact that this contract was
awarded through the competitive
sed bid process diminates any
suggestion of improper conduct or
favoritism in the awarding of this
contract or in the award of any future
contract by the Didtrict to others.
The board member’ s congtruction
company was the lowest responsive
and responsible bidder and therefore
was awarded the contract. The
conaulting engineersinvolved in this
project provide consulting services
to many irrigation companies,
municipdities, water digricts and
have aso performed work for the
Didtrict.

The General Manager’s Bonus Agreement.
The Generad Manager received a bonus agreement that provided $75,000

over afive year period, not $93,750 as mentioned by the origind  drft of the
audit. The agreement was signed on April 1, 1998 and provided $18,750 as a
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retroactive bonus payment back to January 1, 1997, which is part of thefive
year $75,000 bonus. The agreement provides that the general manager will
receive the balance of the $75,000 with amonthly payment of $1,250 per

Thisagreement is
clearly justified by

h
:\/I(;r?azne(:r' 21 month starting April 15, 1998 and ending December 31, 2001. The Didtrict's
performance as Board believes that this agreement is clearly judtified by the Generd Manager’s

evidenced by the performance as evidenced by the $25 million savings asociated with the
$117 million Didtrict’ sfedera debt prepayment plan which was conceived and implemented
savings by the Generd Manager and the Didtrict’'s Washington, D.C. counsd.
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Auditor’s Comments

District’s Response

To characterizethe
bonus as other than
Board approved is
false.

The Auditor finds thet the bonus
agreement is not linked to
performance reviews and is outsde
of the Didtrict’s own personnel
sysem. The Auditor aso questions
whether the bonus agreement was
authorized by the Board. The
Auditor dso criticizes the amount of
the Generd Manager’s

compensation.

The Didrict disagrees with the
Auditor’ sfindings. The Board
discussed the Genera Manager’'s
performance in various Board
Mmeetings in executive sesson asa
personne -related matter. The
Board authorized the Chairman and
Vice Chairman to enter into the
current bonus agreement with the
Generd Manager. To characterize
the bonus as other than Board
approved isfase. The Board will
continue to conduct forma annua
evauations of the Generd Manager,
including the gppropriateness of the
current Bonus Agreement. An
unsatisfactory performance could
cance or modify the current bonus
agreement. When the totd amount
of the Generd Manager’s
compensation was established, the
Board reviewed comparable districts
on the Colorado River system for the
compensetion of their generd
managers. The amount selected by
the Board Chairman and the Vice
Chairman and approved by the
Board isless than smilar Colorado
River water digtricts and has been
included in each year’ sbudget. The
Didrict will continueto evauate the
performance of the Generd Manager
on aregularly scheduled annua
review.
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Auditor’s Comments

District’s Response

The Auditor refused to include in
his Audit the appropriate
comparisons of compensation. The
Auditor utilizes a state compensation
gandard againgt which the Generd
Manager compensation appears
excessve. Attached, as Exhibit B, is
atable showing comparisons to the
current sdlaries of comparable
generd manager positions. It should
be noted that this information does
not include bonuses, but most entities
indicated that bonuses were dso
given to each generd manager. This
information indicates that the
General Manager’ s compensation
isless than his comparable
positions and even with a $15,000
annual bonus, heis paid less than
the Regional Director of the
Bureau of Reclamation, his federal
counterpart.

The District’s Control of Expenditures.

The Auditor aleges that the Digtrict does not exercise sufficient control over

expenses. The Didrict disagrees.

Travel Expenses

Auditor’s Comments

District’s Responses

1. The District does not seek lower
travel options, and referred to the
state’' stravel contract as agood
example, dlaiming that the Didtrict
could have saved $31,792.00 by
using the State' s office.

1. The Didtrict was not aware of the
availability of the Sate travel

contract. All future air fareswill be
purchased through the State travel
office, unless necessitated by
emergency trave or unavailable from
the state office. (Tickets a the

date s rate are often unavailable.)
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Auditor’s Comments

District’s Responses

2. The Digtrict does not pay ar fare
when lower than mileage
rembursement. The Audit identified
a$625 difference in three years.

2. The Didtrict does require the
lower rembursement of air fare
compared to mileage reimbursement.
Additiond direction has been given
to gaff to comply with the Didtrict's
reimbursement policy.

3. TheDidrict’slodging charges
often exceed policy limits. Inthree
years these amounted to $2,260.

3. TheDidtrict does require lodging
to be compensated pursuant to its
exiding policy. Additiond direction
has been given to staff to comply
with the Didtrict’ s lodging
rembursement policy and to evduate
whether the current lodging policy is
condstent with the now exiging
lodging market.

4. The Digrict’s medl
reimbursement policy isliberd.
Apparently the Digtrict has paid
$324 more than per diem guiddlines.

4. The Didrict believesthat its
policy more accuratdy reflects the
current costs of meals. Additiona
direction has been given to gaff to
make sure that reimbursement
complieswith the Didtrict’ s policy.
Mixing and matching per diem with
actud cogt is not alowed for
reimbursement.

5. Inthefirgt Audit draft, the
Auditor daimed that the Didtrict paid
for a Crown Room membership for
the Generd Manager’ swife. When
presented evidence that the Crown
Room was not for hiswife, but for
the Generd Manager, the Auditor
now complains that the Didrict Saff
should not have paid for the Genera
Manager’ s Crown Room
membership based on the exigting
documentation.

5. TheDidrict did not pay for the
Genera Manager’ s wife Crown
Room membership. It would be
againg the policy of the Didtrict.
The District did pay for the
General Manager’s Crown Room
membership. Hiswife does not
have a Crown Room membership.
Evidence of thiswas provided to the
Auditor.
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Vehicle Expenses.

Auditor’s Comments

District’s Response

1. The Generd Manager drivesa
Ford Expedition. The Auditor
recommended that the Generd
Manager should drive avehicle that
cost $5,000 less.

1. TheDidrict disagrees. The
Didtrict was aware that a number of
generd managers and loca
government officids are currently
driving vehicles with 4-whed drive,
including Ford Expeditions. A 4-
whed drive vehicle with expanded
Segting was sdlected to provide
access to the Didtrict’ s congtruction
projectswhich are located in
mountainous terrain. The budget
contained authorization and sufficient
funds to purchase the Genera
Manager’s car and the Digtrict will
benefit from the higher vdue when
the Expedition istraded in or sold.
The Didrict will review its
commuting policy and ensure that the
appropriate IRS reporting
requirements are implemented.

2. The Auditor suggested thet the
Digtrict’s vehicle fleet could be
reduced by 2 sedans and 1 truck.

2. The employees who drove these
vehicles were out with hedlth related
problems. One hasretired and will
be replaced. The other will return to
work when his hedth permits. At
that time both vehicles will be back
inuse

reporting employee vehicle fringe
benefits.

3. TheDisgtrict does not have a 3. Seeabove.
commute palicy.
4. The Digrict may be under 4. See above.
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Pr ocurement Practices.

Auditor’s Comments

District’s Response

1. The Auditor felt that the direction
to an engineering firm to sub-out the
completion of the FEIS to a specific
firm for a specified $470,000 under
agenerd contract in the amount of
$22,000 was a procurement abuse.

1. When the Digtrict discontinued
the SFN planning process, the FEIS
portion of the Diamond Fork Project
was impacted. The Disgtrict needed
to have thiswork completed in order
to deliver water to St Lake
County. With the complete
concurrence of the CUPCA

program director, an existing
contract with an engineering firm was
used for review purposes. Thisfirm,
subcontracted with another
engineering firm that had completed
the FEIS work on other CUPCA
projects, to do the necessary FEIS
work on the Diamond Fork project.
The environmentd information
necessary for the FEIS had to be
collected during the 1998 summer,
and the Didtrict determined that this
was the fastest way to get qudified
engineers working on atime senstive
project. Asrequired by
procurement laws, engineers are
selected firgt, based on their
qudifications, and then the feeis
negotiated to achieve areasonable
cost arrangement. This practice was
followed inthiscase. Thework was
done timely, and the FEIS is now
filed.

2. The Auditor found thet some
support services (not construction)
were procured without competition
even though they were not
emergency or sole source providers.

2. The Didrict will review its
selection of support servicesand in
the future utilize an RFP process for
sdection.
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Auditor’s Recommendation.

Auditor’s Recommendations

District’s Response

1. Recommend the Board enforce
state code and Didtrict policy
prohibiting board members recaiving
direct or indirect benefits from
Didtrict contracts.

1. The Didtrict agreesthat its board
members should not engagein
activities that create direct or indirect
conflicts of interest with the Didtrict.
The District disagrees with the
Audit that the activities noted in
the Audit create a conflict
prohibited by state law or District

policy.

2. Recommend that the Didtrict
board members conduct annua
performance evduation of the
Generd Manager and that the fulll
board vote on Generd Manager

compensation.

2. Concur. The Board has
conducted an annud review of the
Generd Manager’'s performancein
closed executive sessons. It has
not, however, reduced its
discussonsto aformd written
performance evaduation. Thefull
board does vote and approve of
compensation for dl employees,
including the Generd Manager.

comply with lodging and med
reimbursement polices.

3. Recommend the Didtrict utilizethe | 3. Concur.
date trave office.
4. Recommend that the Didtrict 4. Concur.

5. Recommend the Digtrict improve
vehicle controls.

5. Concur. Plan discussed above.

6. Recommend the Didtrict improve
documentation for sole source
procurement and implement
competitive procurement process for
support services.

6. Concur. The Didrict will utilize
the RFP process where appropriate.
In other areas, where more
gppropriate, amore forma sole
source process will be utilized.
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The Auditor
advocates delivery
of irrigation water to
Salt Lake County as
an alternative to the
Bear Bear River
Project

The Auditor has
minimized or
excluded altogether
federal and state
law, federal cost
reallocations and
other important
policy arguments
which run counter
this perspective.

Chapter 1V
Discontinuation of SFN Project Affords Opportunity to Redirect Efforts

This Chapter of the Audit echos attacks on the Central Utah Project which
had heretofore been voiced only by opponents of the project. In doing so, the
Auditor has subgtantidly expanded the scope of this Audit beyond its origindly
announced purpose to review the financia management of the Didtrict and to
insure that the Digtrict was in compliance with state law and procedure.

Chapter 1V revedsthat the Auditor advocates sweeping changesin the
exiding State water policies affecting CUP regiond water dlocations. The
Auditor suggests that irrigation water developed for ddlivery to southern Utah
and Juab Counties should be redllocated to Sdt Lake County as an dternative
to the Bear River Project. The Auditor has minimized or excluded dtogether
federal and Sate law, federa cost redllocations and other important policy
arguments which run counter this perspective.

The Audit suggests the water alocations of the SFN system should be
reexamined by the Legidature to evauate taking water from irrigation in south
Utah and Juab Counties and deliver the water to Salt Lake County because of
its population projections. The Auditor further suggests that the board members
of the Didtrict could not make objective decisons with respect to this aternative
because 67 percent of the board represents an irrigation perspective.

The Auditor’s claim that because amgority of board members were
directly connected with the water industry, these board members interests may
not necessarily represent the public interest. For example, the audit Sngles out
the board member from Juab County for having served 35 years. The Auditor
believes that longevity of service on the board can negetively impact Board
members objectivity. Finaly, the Auditor suggests that the Legidature should
consider changing the makeup of the board to reflect a more urban perspective
and that the Legidature should itsdlf establish atask force to andyze the
efficacy of redigtributing the SFN water to Salt Lake County.

Current Board Selection Process Protects I nterests of all Utahns
» Thecurrent sdlection process established by the legidature for Board
gppointments to the Central Utah Water Conservancy Didtrict requires

that a Board member obtain the approval of three independently
elected public bodies.
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Recent history
indicates that CUP
board members
have favored
“urban” needs over
rural ones

There is nothing
more important and
hard fought than
western water rights
and the local
knowledge which
board members
possess provides
important insights as
the District works
with local water
users.

*  Firg, the County Commission must nominate individuas to serve on
the board. Second, the Governor proposes the appointment of the
board member and third, the gppointment must be confirmed by the
Senéte.

» TheBoard makeup insures that both urban and rurd perspectives are
heard. While amgority of the board comes from outside Utah and Sdlt
Lake Counties, the board' s decisions have not been driven by an urban
versus rurd split. In fact, in an overwheming mgjority cases, board
votes are unanimous.

* Recent higtory indicates that CUP board members have favored
“urban” needs over rurd ones. For example, the board's decision to
prioritize the completion of Jordanelle reservoir to secure the Sdt Lake
County water supply was contrary to the recommendations of the
Bureau of Reclamation which planned to use remaining federaly
authorized funds to begin condruction of theirrigation and drainage
Ssystem.

Board Experience With Local Water Users|sa Significant Benefit

*  Not surprisngly, County Commissons nominate individuas who are
involved with the water users of their counties. Board members are
nominated to advocate for the water needs of their areas.

» Thewater-related expertise of board membersis a Sgnificant asset to
the Didrict in planning and congtructing weter festures throughout the
dtate.

* Thereis nothing more important and hard fought than western water
rights and the loca knowledge which board members possess provides
important ingghts and ass stance as the Digtrict works with loca water
USErs.

* Itisbecauseof this“inditutional knowledge’ that many board members
have been regppointed by the Governor and confirmed by the Senate
for severd termsin office.

* Thewater expertise and tenure of service of the Didtrict’s board

members has proven to be a sgnificant factor in the successes of
building awater project which benefits the public.

a7
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As the District begins
public hearings on
the Utah Lake
Drainage project,
the District board
will maintain an
objective and
unbiased
perspective of all
alternatives.

the District’s board
will follow federal
and state law as
well as important
policy
considerations
received during the
scoping process.

Federal law restricts
the District to the
“construction of
alternative features
to deliver irrigation
water to lands in the
Utah Lake drainage
basin,”

Board MembersWork Together To Benefit the Entire District

* Board memberstake very serioudy their duty to oversee the Didtrict’s
adminigration in an objective and sound manner.

* Further, with respect to the SFN preferred dternative, the board
increased the M& 1 water supply from 1,590 acre feet to 11,200 acre
feet for the citiesin south Utah County.

» AstheDidrict begins public hearings on the Utah Lake Drainage
project, the Digtrict board will maintain an objective and unbiased
perspective of dl aternatives. In selecting anew preferred dternative,
the Didrict’s board will follow federd and Sate law aswell as
important policy condderations received during the scoping process.

Legal and Palicy Arguments Support Board Actionson SFN

The Auditor’ s report that the District defends sending the water south with
the “politica arguments’ that a commitment was made to do so and that doing
so would encourage growth in these areas. The Auditors present a series of
arguments which advocate the redistribution of SFN water to Salt Lake
County, including their own financid andys's showing a favorable comparison
of the cogts of bringing SFN water to Salt Lake County inlieu of building the
Bear River Project.

From the earliest drafts the Auditor has reveded abiasin favor of a
redllocation of SFN water to Sdt Lake County as an aternative to defeat the
Bear River Project. The board believesthe Auditor’s bias colors the audit’'s
own objectivity. The Auditors have repeatedly excluded important factors
which have guided the board’ s planning decisons (which are discussed below),
crediting the board with making only two “political” argumentsin support of
these decisons.

The Board of Directors strenuoudy disagrees with the conclusions and
recommendations of this Chapter and offers the following background with
respect to the Didrict’ swork in planning awater ddivery system.

Federal Law Limitsthe Project to the Utah and Juab Counties

The last paragraph of Section 202(B) of the CUPCA (Public Law 102-
575) says;
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Congress would
have to pass anew
law to re-authorize
the use of this $125
million of federal
money before
additional project
water could be
delivered to Salt
Lake County.

According to the
State Engineer, SFN
irrigation water must
flow into Utah Lake
to replace the M&l
water being
delivered to Salt
Lake County from
Jordanelle reservoir.

“Provided, however, That in the event that congtruction is not initiated on
the features provided for in subparagraph (A), $125,000,000 shdl remain
authorized pursuant to the provisions of this Act applicable to subparagraph (A)
for the congtruction of dternative festures to ddliver irrigation water to landsin
the Utah Lake drainage basin,”

The Didrict and its board are planning awater delivery sysem which
complies with the limitations of this federa statute. The SFN DEIS did review
the aternative of sending water to SdAt Lake County and eliminated this
aternative because it did not meet the project’ s purposes as determined by
Congress. Congress would have to pass a new law to re-authorize the use of
this $125 million of federal money before additiona project water could be
delivered to Salt Lake County.

State Water Law M andatesthe Return of Most SFN Water to Utah
Lake

The Bonneville Unit (of which the SFN system wasto be apart) isan
interconnected series of tunndls, pipdines and dams designed to work in
coordinated fashion to develop municipd and industrid (M&1) water for St
Lake and Utah Counties as well as supply supplementd irrigation water to Utah
and Juab Counties. The heart of the M&| water system is Jordanelle Reservoir
which captures high quality Provo River water which would otherwise flow into
Utah Lake and diverts it through underground pipelines north through Utah
County up into Salt Lake County. Thiswater system is dready complete.

The Utah State Water Engineer has ruled however that the project must
replace the Jordandlle water which is being prevented from reaching Utah
Lake. A mgority of the trans-basin diverson water coming from Strawberry
Reservair through Diamond Fork and into south Utah County will satisfy this
requirement. The SFN project as well as whatever is designed to replace it,
must provide enough return flow water into Utah Lake to replace the M&l
water being delivered to Sdlt Lake and Utah Counties from Jordanelle
reservoir.

The fundamenta operation of the Bonneville Unit was explained to the
Auditor and not until the final draft was recognition given to the requirement of
the project to supply water to Utah Lake to secure the water in Jordanelle.
Even though the Auditor attempts to explain the Jordanelle exchange (see
Appendix A), the Audit contains a Sgnificant interna incongstency which
demongtrates the Auditor’s failure to understand how the CUP works.
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In short, the
Auditor’s
recommendation
would jeopardize

full delivery of Salt
Lake County’s 70,000

acre feet of CUP
water from
Jordanelle.

If irrigation features
are not completed,
$575 million of sunk
costs in the
Strawberry
Collection and
Diamond Fork
systems which have
been allocated to
irrigation may be
reallocated to M&I
water users in Salt
Lake County

Figure VI from the Audit correctly shows the proposed total SFN
irrigation water deliveriesto be 73,100 acre-feet (42,000 for Juab and 31,100
for southern Utah County). Appendix A begins,

“The Jordanelle Exchange must be made if the Jordanelle Reservoir isto
meet future contractua water deliveries...to Sat Lake County.”

The last paragraph of Appendix A concludes,

“If theirrigation portion of this project is not done, then 86,100 acre-feet of
water will have to be ddivered directly through the Diamond Fork System
to maintain Utah Lake s minimum leve.”

Since the Auditor acknowledges that the amount of water which must be
delivered to Utah Lake exceeds the entire SFN irrigation supply, the Digtrict
wonders where the Auditor suggests the Didtrict find enough water needed to
replace the amount of SFN water diverted north. 1n short, the Auditor’'s
recommendation would jeopardize full ddivery of Sat Lake County’s 70,000
acre feet of CUP water from Jordanelle.

Repayment Considerations

Currently, dl cogts dlocated to irrigation above theirrigator’ s ability to
repay, are repaid to the federa government from the sales of hydrodectricity
generated at federd dams dong the Colorado river. Under the terms of the
Colorado River Storage Project Act of 1956, Utah is entitled to 21 percent of
federd hydroeectric revenues to repay the congtruction costs of irrigation
features of the CUP. When the CUP is completed, the Generd Accounting
Office will conduct a cost dlocation audit for the entire project. All project
costs will be dlocated to one of severd categories. They are; irrigation, M&l,
fish and wildlife, recreation, and flood control. Local taxpayers are obligated to
repay only those cogts dlocated to M& | uses. These costs will be paid for by
the Didtrict when it completes prepaying its federd repayment debt as part of its
financia management/cost sharing plan (described above).

The Audit gppears to misunderstand what the suggested SFN re-allocation
would cogt Salt Lake County. By bringing that agriculturd water north to St
Lake and converting it to M&I water, Salt Lake County users would then have
to assume dl of the sunk federd costs which had been previoudy alocated to
irrigation for repayment from Colorado River Storage Project power revenues.
This could triple the current M&I rates being paid in Sdt Lake County for CUP
water at the present time.

51



Governor Leavitt
called the SFN
system “an
important and
necessary
investment in the
future of central
Utah.”

It must be clearly understood that if the water which is currently alocated to
irrigation is redlocated to M& | usesin Sdt Lake County (as suggested by the
Auditor), not only will the federd government’ s authorized direct contribution of
$125 million be unavailable (as explained above), $575 million of sunk cogsin
the Strawberry Collection and Diamond Fork systems which have been
alocated to irrigation may be redlocated to M& | water usersin Sdt Lake
County.

Utah Lake Water Quality Issues

The audit identified concerns which have been raised consgtently by EPA
and the Utah Division of Water Qudity about the SFN project’ s possible
impacts on dinity in Utah Lake. Thisisacomplex issue. CUPCA provided
$1 million for the Didtrict to conduct, with public involvement, afeasibility sudy
to reduce the sdinity of Utah Lake. While the proposed SFN system may have
added sdinity content from irrigation return flowsinto Utah Lake, the Didtrict is
prepared to mitigate these impacts with severad measures. One suggested by
EPA isto ddiver more fresh water directly from the trans-basin diverson
through the Spanish Fork river into the Lake to dilute sdinity. The diverson of
SFN water north to Sdlt Lake County as suggested by the Auditor will itself
have sdinity concentration impacts on Utah Lake which would need to be
resolved.

Water Infrastructure and Growth

The Auditor noted that in his interviews with board members, two
“politica” arguments were offered to judtify the Didtrict’s sdlection of the SFN
asthe preferred dternative. While there were many additiona factorsincluding
federd and ate law which weighed in favor of this selection (which were
supplied to the Auditor but not included in the report), one mentioned was that
a system which ddivered water to Juab County would encourage growth in this
area. The board views this issue as more an issue of “policy” than “politics’.

This policy condderation was firgt articulated by Governor Leavitt on
January 7, 1997, at a news conference with the Digtrict held at Jordanelle
vigtor's center. On that occasion, Governor Leavitt caled the SFN system “an
important and necessary investment in the future of central Utah.” Speaking to
the issue of growth management dong the Wasatch Front Governor Leavitt
sd:
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In each of the four
growth scenarios
studied, the Envision
Utah planners
embraced what the
Auditor calls the
“historical plan” for
the Central Utah
Project and
assumed the
construction of a
water delivery
infrastructure to the
southern end of the
Greater Wasatch
Areain Nephi.

Unlike the costs of
an M&l system
which are 100 %
repaid to the federal
government, the
federal cost of
building an
irrigation system is
not repaid by the
taxpayers of Utah

“Thereisahig picture, along term public-policy issue here that cannot be
ignored. Ever since out forefathers conceived the Centra Utah Project 40
years ago, there have been plans to ddiver water to Juab County and other
rura communities throughout centrd Utah. Right now, that water will be
used primarily for agriculture. But 30 or 40 years from now, that water may
well be used for municipa and industrid purposes. Juab County and
southern Utah County are two places where our expanding metropolitan
population can and will go. Twenty years from now, the Wasatch Front will
have more than 3 million people if growth continues. It will be impossible to
sugtain the high qudity of life we know now with that many people packed
into one area. If we concentrate our growth we' |l have three to four million
peoplein those areas. We will kill the quaity of life of our people. By
developing the infrastructure now, Juab and southern Utah County are the
logica expansion points. Juab County is one of the fastest-growing
counties, by percentage, in the state today. We need to encourage that
growth by providing adequate water while we have the opportunity to do
S0 under such favorable conditions.”

The board supports the policy that awater infrastructure syslem aong the
full extent of the Wasatch Front should be encouraged. By providing such an
infrastructure, the state economic devel opment opportunities can be expanded
to attract industries and companies who do not want to locate in a congested
urban area.

The audit presents satisticd information proving that St Lake County is
growing more rapidly and in larger numbers than Juab County leading to a
conclusion that the SFN water should be redllocated to follow this
concentration of population growth. Without the congtruction of a water
infrastructure which will dlow the sate to encourage the broader distribution of
economic development outside of Salt Lake County, thistrend will continue
leading to greater ar quaity problems, more gridlock and even gresater
trangportation , water and other infrastructure needs in Sat Lake County.

The Audit aso provides information concerning the low economic vaue
derived from farming such as that which is done in Juab County. Congress
however recognized thet irrigation water required a subsidy. Hence, unlike the
costs of an M& | system which are 100 % repaid to the federd government, the
federd cost of building an irrigation system is not repaid by the taxpayers of
Utah. Under the Federd law authorizing the CUP, the costs dlocated for
irrigetion water are paid by the individud farmers (limited to their ability to pay)
and then from power revenues from the Colorado River Storage Project
hydro-power units which pay the balance.
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Governor Leavitt
has requested the
Department of
Natural Resources to
prepare an
independent,
comprehensive
review of the CUP
water distribution
issue. This review
involves all
agencies of state
government and will
be completed this
fall

The Auditor has
chosen a“money to
water” comparison
which is the same as
“apples to oranges”

Salt Lake County
pays 68% of the
taxes and is to
receive 65% of the
M&I water supply
developed by the
Bonneville Unit

In March 1999, Envision Utah completed an andysis of four scenarios “to
help the public understand the inherent trade-offs associated with dternative
future development patterns’ for the Greater Wasatch Area. The geographic
areawhich is defined to be the Greater Wasatch Areain the study is bounded
by Brigham City to the north stretching to Nephi in the south. In each of the
four growth scenarios studied, the Envison Utah planners embraced what the
Auditor callsthe “higtorica plan” for the Centra Utah Project and assumed the
condruction of awater ddivery system infrastructure to the southern end of the
Grester Wasatch Areain Nephi.

In anticipation of public hearings which will be conducted later this year
when the Didtrict begins scoping what the new Utah Lake drainage system
should be, Governor Leavitt has requested the Department of Natural
Resources to prepare an independent, comprehensive review of the CUP water
digribution issue. Thisreview involves dl agencies of Sate government and will
be completed thisfall. While the Auditor does not give much credence to this
effort, we believe it will provide athorough analys's, independent of the Didtrict,
of thisissue. The Didtrict’s board would welcome any involvement the
Legidature may wish to have in thisimportant policy discusson.

A Commitment Was Made

The Auditor identified as the second “politica” argument made by board
members in support of sending irrigation water to Juab County isthat a
commitment was made by the Didtrict to Juab County that it would do so. The
board bdieves that this question ismore a“mora” onethana® “palitica” one.
While the Auditors are correct in their observations they could find no written
agreements which document this commitment; the board does not believe that
thisis theissue. Juab County has been a member of the Didtrict Snce 1965 with
an expectation that Bonneville Unit water would be delivered to provide a
gtable water supply beyond their existing flow rights with no storage capability.
While the Auditor points out that section 206 of CUPCA alows the Didtrict to
provide Juab County with money in lieu of water, this option is a the dection of
Juab County and not the Didtrict.

Salt Lake County’s Tax Payments are Balanced by Benefits

The Auditor suggests that since Salt Lake County contributes 71 % of the
Didrict’sannua property taxes revenues it is being shortchanged by receiving
only 32 % of project water. The Auditor has chosen a* money to water”
comparison which is the same as “ gpples to oranges’. When comparing apples
to apples, the scales are more baanced.
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In compliance with
federal law, the
District will begin
public hearings to
gather input with
respect to the needs
of the area and
suggested ways to
meet those needs.

SAt Lake County taxes actudly account for 68% of dl taxes collected by
the Didrict which has provided substantia financid support for development of
the Bonneville Unit M&I water supply. This contribution isin baance when it is
understood that Salt Lake County isto receive 65% of the M& | water supply
developed by the Bonneville Unit. The federd codts of irrigation festures are
repaid by farmers according to their ability and from power revenues from
Colorado River dams.

In addition, the Didtrict has made mgor investments in Sdlt Lake County over
the past 25 years from tax collections. The following is a breskdown of these
project investments:.

Tax Callectionsto Date $183,980,000
from S County by the Didtrict

SAt Lake County Projects: to date
built by Didrict from tax collections

Jordan Water Treatment Plant 37.7 million
Jordan Aqueduct System 26.4 million
Jordan Termind Reservoir 18.7 million
34% of water payment 5.0 million
70% Olmsted Tunnel Project 10.2 million
70% Olmsted Diversion Project 3.1 million
Adminigtration 1965-1996 21.0 million

TOTAL $122.1 million

In addition to the paying for the projects listed above, it is along standing
policy of the Didtrict’ s Board to pay 34% of Municipa & Indudtrid (M&1)
water costs from the Didtrict’s collected property taxes. The M&| users pay
100% of the costs allocated to M&I. This was accomplished through the Debt

prepayment plan.
Scoping New Project Features

When afina record of decision is obtained for the Diamond Fork pipeline,
the Didtrict will begin scoping for the Utah Lake Drainage Basin Water Ddlivery
System. In compliance with federd law, the Digtrict will begin public hearings to
gather input with respect to the needs of the area and suggested ways to mest
those needs. The process will include input from cities, farmers, locd and date
officids, the Legidaiure, federd agencies and the public. Asit has with past
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The process will
include input from
cities, farmers, local
and state officials,
the legislature,
federal agencies
and the public

The board’s
decisions have not
been driven by an
urban versus rural
split

the board increased
the M&I water
supply from 1,500
acre feet to 12,500
acre feet for the
cities in south Utah
County

scoping activities, the board will maintain an objective and unbiased perspective
with respect to these suggestions. The board will however be guided in its
determinations by federd and state law as well as policy consderations provided

during the scoping process.

Auditor’s Comments

District’s Response

Didtrict Leadership Has Maintained
Higtorica Perspective

“The Didtrict and Board Appear
Closdy Tied to an Irrigation Project
in the South”

“It would be difficult for some board
members to objectively consder
sending the SFN water north.”

“We have concerns that the board
can objectively andyze dterndives
outsgdethe origind SFN plan. In
particular, we are concerned that the
Digrict and the board can objectively
consider sending the water north.”

“Moving the water to Provo River
Basn would dlow the water to be
moved into Salt Lake County. Thus,
the CUPCA legidation appearsto be
opening the door for an andyss of a
water ddivery dternative possibly
into SAt Lake County for which
money had not been authorized.”

“It is possible that the sentiment to
keep the water south isaresult of the
makeup of the board.”

Whileit istrue that amgority of the
board comes from outside Utah and
Sdt Lake Counties, the board' s
decisions have not been driven by an
urban versus rurd plit. Infact, inan
overwheming mgority cases, board
votes are unanimous. Recent history
indicates that the board members
have favored “urban” needs over
rural ones. For example, the board's
decision to prioritize the completion
of Jordanelle reservoir to secure the
Sdt Lake County water supply was
contrary to the recommendeations of
the Bureau of Reclamation which
planned to use remaining federdly
authorized funds to begin
congruction of the irrigation and
drainage system. Further, with
respect to the SFN preferred
dternative, the board increased the
M& | water supply from 1,590 acre
feet to 11,200 acre feet for the cities
in south Utah County. Asthe Didrict
begins public hearings on the Utah
Lake Drainage project, the Didtrict
board will maintain an objective and
unbiased pergpective of dl
dternatives. In sdlecting anew
preferred dternative, the Didtrict’s
board will follow federd and State
law aswdl asimportant policy
congderations received during the
SCoping Process.
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Auditor’s Comments

District’s Response

It is because of this
“institutional
knowledge” that
many board
members have been
reappointed by the
Governor and
confirmed by the
Senate for several
terms in office

The board selection
process requires that
before a board
member can sit,

they must “pass
muster” at the state
and local levels of
government

“Some board members have sat on
the board for avery long time.”

“The board member representing east
Juab County has been aboard
member for 35 years while another
has been on the board for 16 years.
In our opinion, thistime period istoo
long.”

“Lengthy board membership can
negatively impact the ability to
objectively andyze the Didrict’s
operations.”

A mgjority of board members “were
directly connected with the water
industry” suggesting that “these board
membersinterests may not
necessarily represent the public
interes”.

The current selection process
established by the legidature for
Board appointments to the Centra
Utah Water Consarvancy Didtrict
requires that a Board member obtain
the approva of three independently
elected public bodies. Firg, the
County Commission must nominate
individuals to serve on the board.
Second, the Governor proposes the
gppointment of the board member
and third, the gppointment must be
confirmed by the Senate.

Not surprisngly, County
Commissions nominate individuas
who are familiar with the water uses
and needs of their counties. The
water-related expertise of board
membersis asgnificant asst to the
Didrict in planning and congtructing
water features throughout the state.
Thereis nothing more important and
hard fought that western water rights
and the loca knowledge which board
members possess provides important
indghts and assistance as the Didtrict
workswith local water users. Itis
because of this“inditutiona
knowledge’ that many board
members have been regppointed by
the Governor and confirmed by the
Senate for severd termsin office.
The water expertise and tenure of
sarvice of the Digtrict’s board
members has proven to be a
sgnificant factor in the successes of
building awater project which
benefits the public. Board members
take very serioudy their duty to
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Auditor’s Comments

District’s Response

project which benefits the public.
Board members take very serioudy
their duty to oversee the Didtrict’s
adminigtration in an objective and
sound manner.

Auditor’s Comments

District’s Response

1. The Auditor recommends that the
Legidature review the make up and
light of service of the Didtrict’ s board
and consder making a Satutory
change to board compensation to
improve representation of overdl
date interests.

1. The Digrict disagreesthat
knowledgesable board members do
not represent the “overdl” date's
interest. The Auditor questionsthe
integrity not only of the exiging
board, but the County Commission,
the Governor, and the Senate that
participated in the gppointment of the
current board.

2. The Auditor recommends that the
Legidature reandyze former SFN
project water alocation.

2. Severd timesthe Auditor has
noted a bias about the wisdom of the
former SFN irrigation project and the
god of bringing water north to Salt
Lake County for M&| uses.
Rescoping will occur and the Board
will welcome input from any source.
Find discussion on rescoping will be
conggtent with federd law.
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