Friday, August 6, 2010


As the minutes to our last meeting reflect, the team had agreed to assuming a 300,000 acre-foot pool that would be acquired over a 20-year period.  Periodic subscriptions would take place, but cumulative subscriptions would never be allowed to exceed the total acquired supply.  The CAP staff was to build a "scenario" model that reflected these assumptions, building in various sizes, types and costs of acquired supplies, and the team would use this model to further our discussion on financing alternatives.
The team agreed at the last meeting, for discussion purposes, to move the discussion forward assuming that there would be some sort of water acquisitions cost-smoothing mechanism (e.g., the "NPV approach"), including the allowance for rebates to earlier subscribers if future costs were lower than earlier assumptions and the assumption of additional costs by later subscribers if costs were to increase.  This overall approach is consistent with what is outlined in the Summary of Emerging Consensus.

However, the SEC also says that the NPV methodology would be implemented and ADD Water supplies would be made available "once the cost [of water supplies] is known."  The uncertainty of future costs is what gave rise to the rebate concept, and the feeling persists that, by participating in a cost pool, early subscribers would be "subsidizing" later subscribers, with or without a rebate provision.
In working on creating the scenario described above, it was determined by CAP staff that nothing further could be learned about how the smoothing mechanism might work that had not already been learned from the model originally produced by Ray Jones.  Also, such a model would not be helpful in determining what types of financing mechanisms might be appropriate, since each type of acquisition will be unique and will have unique financing options to consider, depending on the price, type of water, length of contract, cash flow of ADD Water (ability to borrow), etc.  There are literally an infinite number of permutations to consider.

This does not mean that we should not or will not discuss financing mechanisms as part of our work on this team – but, that will come later.

What is abundantly clear is that we need to first discuss how to get the ADD Water program up an running.  There is a need for what we might call "seed money."  Once ADD Water gets underway and water supplies are identified and initial steps taken to acquire them, we can have specific discussions about financing.  What we can do in this group is to identify different financing tools and the applicability, pros and cons of them all.  We already have had a preliminary discussion on this.  Sources of financing include cash (either our own or grants from somebody else like the Federal government), borrowing (this would include issuing our own ADD Water bonds as a group under the auspices of CAWCD or another special taxing district or borrowing as a group or individually from WIFA or another lender), taxes, rates and reserves (which presumably would have been established through another mechanism).
I would like to re-focus our discussion for the time being on financing the implementation of ADD Water.  Later topics would include grants, the role of WIFA and what is needed to get bonding authority for CAWCD.  Individual financing scenarios are something for later on.

For the purposes of financing the startup of ADD Water, we would like to propose the following modification to the pool assumptions discussed at the last meeting:

· 300,000 acre-foot pool

· To be brought on-line over a period of 20 years

· To be "acquired" in a period of 5-6 years

· "Acquired" does not necessarily mean bought and paid for, but taken off the market through some sort of contractual arrangement such as an option, sale/leaseback, deferred purchase, etc.

· The "launch" of ADD water and the initial subscriptions would take place after the water supply pool was "acquired" and the costs "known"

· The finances necessary to get from today to the "launch" date would include operating costs of ADD Water and whatever one-time payments or ongoing option payments or similar financial arrangements need to be made to take the needed supplies off the market

· Among the methods to provide startup financing would be taxes, a loan from CAWCD (I am not saying these are possible, just conceivable), some sort of pre-subscription fee, membership dues, etc.  One of the rubs here is how to begin collecting fees or dues from members prior to subscribing, since this will not take place until the launch.  One thought is that the cost of subscribing might include a "deferred membership fee" that would begin to accrue right away (now) but not be payable until subscription.  However, potential subscribers might be enticed to begin putting some money in right now if it is credited to the deferred membership fee and deeply discounted.
In summary, I would like to focus the discussion on Monday, August 9 on ADD Water startup.  The approach I have described is only a suggestion.  I apologize that this slight change in direction has come so late just prior to our next meeting.
