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STATEOFCOLORADOOFFICEOFSTATEAUDITORTIMOTHYMOBRIENStateAUditorREPORTSUMMARYCOLORADOWATERCONSERVAnONBOARDCONSTRUCTIONFUNDPERFORMANCEAUDITFEBRUARY1993AuthorityPurposeandScopeThisauditoftheColoradoWaterConservationBoardsConstructionFundwasconductedattherequestoftheDepartmentofNaturalResourcesandunderauthorityofSection23103cRSwhichauthorizestheStateAuditorsOfficetoconductperformanceauditsofstateagenciesThisauditwasconductedaccordingtogenerallyacceptedgovernmentauditingstandardsAuditworkwasperformedfromNovemberthroughDecember4l992ThepurposeofthisreportistoprovidetheresultsoftheStateAuditorsOfficereviewoftheColoradoWaterConservationBoardsConstructionFundAspartofthisauditourreviewincludedthefollowingareasProjectandactivityplanningShortandlongtermfinancialplanningAdministrationoftheprojectapprovalprocessOurconclusionsanrecommendationsandtheresponsesoftheColoradoWaterConservationBoardareaddressedbelowWegratefullyacknowledgethecooperationandassistanceofthemembersoftheBoardstaffandotherscontactedduringourreviewBackgroundTheColoradoWaterConservationBoardiswithintheDepartmentofNaturalResourcesTheBoardistheStatesprimarywaterpolicyandplanningagencywithintheexecutivebranchTheprimaryactivitiesoftheBoardincludeProtectingtheStatesinterestsininterstatewaterissuesEvaluatingandoverseeingstatefinancedwaterprojectsWorkingwithfederalagenciestodevelopwaterprojectsForfurrMrtnormanollOilrhisreportcontacttheAuditorsOfficeat3038662051



2WaterConservationBoardConstructionFundPerformanceAuditFebruary1993AssistinglocalgovernmentswithfloodplainmappingManagingtheStatesprogramforprotectinginstreamflowsandnaturallakelevelsEncouragingwateruseefficiencyandconservationProvidingaforumfortheevaluationofwaterresourceconflictsamongColoradocommunitiesTheBoardspoliciesaresetbyagoverningbodyof14membersNineBoardmembersareappointedbytheGovernorwiththeconsentoftheSenateThesemembersareselectedgeographicallytorepresentdifferentwaterbasinsTperearefiveexofficiomembersoftheBoardtheexecutivedirectoroftheDepartmentofNaturalResourcestheAttorneyGeneraltheStateEngineerthedirectoroftheDivisionofWildlifeandthestaffdirectoroftheBoardThestaffdirectoristhechiefadministrativeheadoftheBoardandisunderthedirectionandsupervisionoftheBoardsgoverningmembersDescriptionoftheConstructionFundTheColoradoWaterConservationBoardConstructionFundwasestablishedin1971TheGeneralAssemblyenactedlegislationthatauthorizedtheBoardtoassistfinanciallyinthedevelopmentandmaintenanceofwaterprojectsThfirstpriorityoftheFundistoundertakeprojectswhichwillincreasethebeneficialconsumptiveuseofColoradosundevelopedcompactentitledwatersThisiswaterthatisunderoneofthecompactsthatallocateswaterbetweenColoradoandotherstatesandisnotputtouseinColoradoThebalanceofthemoniesavailabletotheFundareforprojectsfortherepairandrehabilitationofexistingwaterstorageanddeliverysystemsandforinvestmentinwatermanagementprojectsLowinterestloansaregrantedforengineeringandconstructionprojectcostsLoanamountscanvaryfrom50to100percentoftheprojectcostsTheFundisacontinuingcashfundandbalancesdonotreverttotheStatesGeneralFundattheendofthefiscalyearThebalanceintheConstructionFundavailablefornewprojectsandotheractivitieswasabout83millionattheendofFY1992InterestearnedfromthebalanceofConstructionFundmoniesdepositedwiththeStateTreasurerarecreditedtotheFundUpuntillastyearloaninterestrateswereusuallysetataminimumof5percentCurrentlystatutesauthorizetheBoardtorecommendinterestratesof0to7percentonprojectloansTheConstructionFundhasenabledtheBoardtofinancethedevelopmentofwaterresourceswithintheStateTheBoardhasprovidedover583millioninfinancingfor124waterprojectssincetheFundwasestablishedin1971



ReportofTheColoradoStateAuditor3ConstructionFundProjectPlanningThemanagementofwaterresourcesisalongrangecommitmentManyprojectsrequiresubstantialandlengthyplanningaswellasseveralyearstoconstructThereforeplanningeffortsshouldconsiderwaterneedsandconcernswellintothefutureTheDepartmentofNaturalResourcesdevelopedafouryearplaninearly1992TheBoardsinputwasincludedintheplanWhiletheplanhassomegoalsandobjectivesrelatedtotheConstructionFundtheBoardhasnotdevelopeditsownlongtermplanTheBoardhasnotdevelopedanimplementationplanwhichprioritizesprojectsconsistentwithlongtermgoalsestablishesmilestonesformonitoringandprovidesperformancemeasurestoassesseffectivenessTheBoardshoulddevelopaformalsystematicprogramorprocesswhichprovidesalongandshorttermframeworkfortheuseoftheConstructionFundTWsprocessshouldincludedevelopingbroadpolicystatementsestablishinggoalsandimplementationplansanddevelopingperformancemeasuresColoradoWaterConservationBoardResponseAgreeTheCWCBisintheprocessofdevelopingandimplementingbothashortandlongtermprogramandprocedurefortheuseoftheConstructionFundconsistentwithtodaysmorecomplexfiscalenvironmentalandlegislativerequirementsstatutoryrequirementsthedepartmentalplanandtheCWCBIIllSSlOnFinancialManagementoftheConstructionFundTheBoardhasnotdevelopedamethodforprojectingthelongtermfinancialstatusoftheConstructionFundWhiletheBoardhasidentifiedsomelongtermprojectneedsithasnotdevelopedacomprehensiveimplementationplanthatshowshowitwillmeetthoseneedsTheBoardrecentlyreportedtotheJointBudgetCommitteethatdisbursementsfromtheConstructionFundcouldexceed120millionoverthenext10yearsInadditiontheBoardmayhavetofundunrecoverableoperatingexpensesandstudiesauthorizedbytheGeneralAssemblyRecentlyitbegananefforttobetterdefinethesefuturerequirementsonanannualbasisHoweverasimilarforecastingneedexistsrelativetodetermininghowmuchmoneywillbeavailableintheFundonalongtermbasisTheBoardshoulddevelopandimplementaneffectiveprocessforlongtermfinancialplanningforConstructionFundmoniesThisprocessshouldincludeestablishinglongtermfundingneedsassessingcurrentsourcesoffundsandprojectingfuturefundingrequirementsthatmaybeneededtomeetlongtermgoals



4WaterConservationBoardConstructionFundPerformanceAuditFebruary1993ColoradoWaterConservationBoardResponseAgreeTheCWCBisintheprocessofdevelopingandimplementingashortandlongtermfinancialprojectionaswellasamanagerialaccountingsystemconsistentwithfundstatutoryrequirementsCWCBfundpolicyandprocedureandtheCWCBlongtenndevelopmentplanSettingSubsidizedLoanInterestRatesIn1981statutesauthorizedtheBoardtochargeaminimumof5percentonloansfromtheConstructionFundTheBoardcouldhavechargedhigherrateswhenappropriateHowevertheBoardchargedtheminimuminterestrateonalmostallofitsloansIn1992legislationwaspassedauthorizingtheBoardtosetinterestratesbetweenand7percentLoaninterestrateshavenotreflectedchangingmarketconditionsWerecognizeitwastheLegislaturesintenttoprovidesubsidizedinterestratesHowevertheBoardhadtheoptiontochargeinterestatahigherlevelandstillprovideasubsidizedratetoprojectsponsorsCashinflowstotheConstructionFundwerereducedAsaresultfewerfundswereavailableforotherprojectsForexamplewedevelopedanalternativeinterestratebasedontaxexemptmunicipalbondratesThisalternativeratereflectedmarketconditionswhilestillprovidingasubsidyWeestimatedthatConstructionFundinflowsdringFiscalYear1992couldhavebeen500000moreifthismethodwereusedtosetratesoncontractsexecutedbetweenFiscalYears1982and1990TheBoardshouldestablishguidelinesforitsloanratestoreflectmarketconditionsTheguidelinesshouldbereflectedintheprojectsthatwillbeauthorizedduringtheupcominglegislativesessionColoradoWaterConservationBoardResponsePartiallyagreeTheCWCBisintheprocessofimplementingproceduresestablishingloaninterestratesandtermsthatreflectmarketconditionstobeusedasastandardagainstwhichallprojectswillbemeasuredActualratesandtermsforindividualprojectsmayvarydependingonmarketconditionsandotherconsiderationsInterestonConstructionCashAdvancesAprojectsponsoruchasamunicipalitywaterdistrictorirrigationcompanyistheentitybuildingtheprojectDuringtheconstructionphaseofaprojectaprojectsponsorisresponsibleforcoveringcostsincurredinthefirstmonthFortheremainderoftheconstructionperiodtheprojectsponsormayrequestmonthlyreimbursementsfromtheBoard



ReportofTheColoradoStateAuditor5TheBoarddoesnotrequiretheprojectsponsortopayinterestonfundsadvancedduringtheconstructionphaseofaprojectInterestchargesbeginaftertheprojectiscompletedAsaresulttheBoardislosinginterestonthesefundsThismeansthereislessmoneyavailabletofundotherprojectsTheBoardshouldchargeinterestoncashdisbursementsmadetoprojectsponsorsduringtheconstructionphaseofprojectsInterestchargescouldbeaddedtotheprincipalamountoftheloanandfinancedoverthetermoftheloanColoradoWaterConservationBoardResponseAgreeTheCWCBisintheprocessofdevelopingandimplementingapolicyofcharginginterestoncashd1sbursementsmadeduringtheconstructionphaseofauthorizedprojectsMonitoringProjectStatusTheBoardannuallyrecommendsprojectsforfundingtotheGeneralAssemblyIftheGeneralAssemblyapprovesaprojectforfundingmoniesareauthorizedfortheprojectfromtheConstructionFundTheBoardscurrentpracticeistoreviewitslistofcontractsannuallytodetermineifconstructiononaprojectwasinitiatedIfconstructionhasnotstartedwithinfiveyearsprojectsponsorsarecontactedtodetermineifthefundsshouldbedeauthorizedProjectsponsorsdonotalwaysgoaheadwithanauthorizedprojectAnextendedperiodcanpassbetweenthetimeofauthorizationandeventualdeauthorizationForexamplesince198032projectshavebeendeauthorizedTheaveragelengthoftimethatpassedbeforedeauthorizationwasfiveyearsConstructionhasnotstartedon11projectsthatwereauthorizedforatotalof22millionpriortothe1988legislativesessionThismeansthat22millionhasbeencommittedtoprojectswhereconstructionlapsedforfourormoreyearsafterauthorizationTheBoardshouldimproveitsmonitoringofprojectsbycontactingprojectsponsorsatleastannuallytodetermineifprojectsponsorsplantogoaheadwiththeprojectsResponsesshouldbedocumentedandreportedtotheGeneralAssemblyonanannualbasisColoradoWaterConservationBoardResponseAgreeTheCWCBisintheprocessofdevelopingandimplementingproceduresformonitoringauthorizedprojectsthathavenotinitiatedconstructionAstatussummaryevaluationforeachprojectwillbeincludedintheCWCBannualreport



6WaterConservationBoardConstructionFundPerformanceAuditFebruary1993RecoveryofFeasibilityStudyCostsTheBoarddeterminesiftheprojectisviablebeforeaprojectsponsorisloanedmoneyThesedecisionsaremadethroughfeasibilitystudiesTheBoardusuallypays50percentofthetotalfeasibilitystudycostandtheprojectsponsorpaystheother50percentTheBoardscostofthefeasibilitystudyisaddedtotheamountoftheloanThefeasibilitystudycostsaswellasprojectcostsarepaidbackovertheperiodoftheprojectloanHowevertheBoarddoesnotseekrecoveryofitsshareoffeasibilitystudycostswhenauthorizedprojectsarenotconstructedAccordingtoaBoardanalysistheBoardexpendedmorethan58000infeasibilitystudycostsforfiveauthorizedprojectsthatwereeventuallydeauthorizedoverthepastthreeyears19901992TheseprojectsdidnotgoaheadbecauseofadecisionbytheprojectsponsorsTheBoardbelievesthatrequiringreimbursementcoulddiscourageapplicationsforfinancingfromtheConstructionFundHowever58000islostmoney0theConstructionFundAsaresultthereislessmoneyavailableforprojectsthatareviableandneededInthecurrentfiscalenvironmenttheBoardshouldidentifyallopportunitiestorecoveritscoststodemonstrateitiseffectivelymanagingtheConstructionFundTheBoardshoulddevelopandimplementprocedureswhichwouldrecoveritsshareoffeasibilitystudycostsforprojectsthatarenotconstructedAlternativesshouldbeevaluatedincludingpaybackoveraperiodoftimeColoradoWaterConservationBoardResponseAgreeTheCWCBisintheprocessofrevisingitspolicyforrecoveryoftheCWCBsshareoffeasibilitystudycostsHowevertheCWCBwantstopreservetheoptionoffundingselectedfeasibilitystudiesonanonreimbursablebasiswhenthosestudiesaredeterminedbytheCWCBtobenecessarytothemissionoftheConstructionFund



RECOMMENDATIONLOCATORRecPageAgencyAgencyImplementationNoNoRecommendationSummaryAddressedResponseDate18DevelopaformalsystematicprogramorprocesswhichBoardAgree1293providesalongandshorttermframeworkfortheuseoftheConstructionFundThisprocessshouldincludedevelopingbroadpolicystatementsestablishinggoalsandimplementationplansanddevelopingperformancemeasures221DevelopandimplementaneffectiveprocessforlongtermBoardAgree1293financialplanningofConstructionFundmoniesThisprocessshouldincludeestablishinglongtermfundingneedsassessingcurrentsourcesoffundsandprojectingfuturefundingrequirementsthatmaybeneededtomeetlongtermgoals325EstablishguidelineswhichincludesettingloaninterestratesBoardPartiallyAgree793toreflectmarketinterestratesTheguidelinesshouldbereflectedintheprojectsthatwillbeauthorizedduringtheupcominglegislativesession426ChargeinterestoncashdisbursementsmadetoprojectBoardAgree1293sponsorsduringtheconstructionphaseofprojectsInterestchargescouldbeaddedtotheprincipalamountoftheloanandfinancedoverthetermoftheloan7



RECOMMENDATIONLOCATORRecPageAgencyAgencyImplementationNoNoRecommendationSummaryAddressedResponseDate529ImproveBoardmonitoringofprojectsbycontactingprojectBuardAgree1293sponsorsatleastannuallytodetermineifprojectsponsorsplantogoaheadwiththeprojectsResponsesshouldbedocumentedandreportedtotheGeneralAssemblyonanannualbasis631DevelopandimplementprocedureswhichwouldrecovertheBoardAgree1093BoardsshareoffeasibilitystudycostsforprojectsthatarenotconstructedAlternativesshouldbeevaluatedincludingpaybackoveraperiodoftime734DevelopmethodstodemonstrateBoardcompliancewithBoa1Agree793proceduresithasestablishedincludingdocumentationofallBoardreviewsandapprovals



9DESCRIPTIONANDPURPOSEOFTHECOLORADOWATERCONSERVATIONBOARDCONSTRUCTIONFUNDDescriptionoftheColoradoWaterConservationBoardTheColoradoWaterConservationBoardiswithintheDepartmentofNaturalResourcesTheBoardistheStatesprimarywaterpolicyandplanningagencyTheactivitiesoftheBoardincludeProtectingtheStatesinterestsininterstatewaterissuesEvaluatingandoverseeingstatefinancedwaterprojectsWorkingwithfederalagenciestodevelopwaterprojectsAssistinglocalgovernmentswithfloodplainmappingManagingtheStatesprogramforprotectinginstreamflowsandnaturallakelevelsEncouragingwateruseefficiencyandconservationProvidingaforumfortheevaluationofwaterresourceconflictsamongColoradocommunitiesOrganizationTheBoardspoliciesaresetbyagoverningbodyof14membersNineBoardmembersareappointedbytheGovernorwiththeconsentoftheSenateMembersareselectedgeographicallytorepresentdifferentwaterbasinsTherearefiveexofficiomembersoftheBoardtheexecutivedirectorBoardmembersareselectedgeographicallytorepresentdifferentwaterbasins



10WaterConservationBoardConstructionFundPerformanceAuditFebruary1993oftheDepartmentofNaturalResourcestheAttorneyGeneraltheStateEngineerthedirectoroftheDivisionofWildlifeandthestaffdirectoroftheBoardThestaffoftheBoardincludesadirectorand295FTEsforFY1993ThedirectoristhechiefadministrativeheadoftheBoardandisunderthedirectionandsupervisionoftheBoardsgoverningmembersDescriptionoftheConstructionFundTheColoradoWaterConservationLowinterestloansaregrantedfor50BoardConstructionFundwasto100percentoftheprojectcostsestablishedin1971TheGeneralAssemblyenactedlegislationthatauthorizedtheBoardtoassistfinanciallyinthedevelopmentandmaintenanceofwaterprojectsThefirstpriorityoftheFundistoundertakeprojectswhichwillincreasethebeneficialconsumptiveuseofColoradosundevelopedcompactentitledwatersThisiswaterthatisunderoneofthecompactsthatallocateswaterbetweenColoradoandotherstatesandisnotputtouseinColoradoThesecondpriorityoftheFundistherepairandrehabilitationofexistingwaterstorageanddeliverysystemsandforinvestmentinwatermanagementprojectsLowinterestloansaregrantedforengineeringandconstructionprojectcostsLoanamountscanvaryfrom50to100percentoftheprojectcostsThetermofloansmayextendupto40yearsThefundisacontinuingcashfundandbalancesdonotreverttotheStatesGeneralFundattheendofthefiscalyearThebalanceintheConstructionFundavailablefornewprojectsandactivitieswasabout83millionattheendofFY1992asnotedinthefollowingchart



ReportofTheColoradoStateAuditor11ConstructionFundFundBalanceandFTEInformationFiscalYears19911993DollarsinMillions630916309263093Availablecashbalancefornewprojectsand1008354activitiesAuthorizedprojectfundsnotyet682757788disbursedOutstandingloansduefromproject533537540sponsorsTOTALASSETS131513771382LessLiabilities122FUNDBALANCE131413751380FfE249282305NoteBoardestimatesSourceBoardFinancialReportsandBudgetRequestsTheBoardsstatutespecificallyauthorizesthetransferof486millionforwaterresourcedevelopmentfromtheGeneralFundoverathreeyearperiodbeginninginJuly1993ThetransfersarescheduledtogototheConstructionFund25percentthefishandwildliferesourcesaccountintheFund50percentandtheColoradoWaterResourcesandPowerDevelopmentAuthority25percent



12WaterConservationBoardConstructionFundPerformanceAuditFebruary1993InterestearnedfromthebalanceofConstructionFundmoniesdepositedwiththeStateTreasurerarecreditedtothefundInterestchargesonloansmadebytheBoardforprojectsfinancedthroughtheConstructionFundmayrangefrom0to7percentonthebasisoftheprojectsponsorsabilitytopayandthesignificanceoftheprojecttotheStateCurrentlyinterestchargesonloansmayrangefrom0to7percentOverviewoftheProjectApplicationProcessGenerallyanentitysuchasawaterdistrictrequestsassistancefromtheBoardTheBoarddoesnotsolicittherequestTheapplicationprocessincludesthefollowingstepsTheapplicantsubmitsaloanapplicationtotheBoardTheBoardreviewsanddiscussestheapplicationandprojectwiththeprojectsponsorAfeasibilitystudyisconductedThecostofthestudymaybesharedbytheBoardandthesponsorTheBoardsshareofthefeasibilitystudyisgenerallyrecoverediftheprojectisapprovedandcompletedThestaffoftheBoardreviewsthefeasibilitystudyAformalrequestforfundingissubmittedtoBoardmembersafterthestaffsapprovalofthefeasibilitystudyTheBoardmembersmayapproveordisapprovetheprojectBoardmembersassignprioritiestotheprojectsandannuallysubmitareporttotheGeneralAssemblyAuthorizationofprojectfundingisaccomplishedbyadoptionofastatutebytheGeneralAssemblyandapprovalbytheGovernorTheGeneralAssemblyannuallyauthorizesprojectsrecommendedbytheBoard



13CONSTRUCTIONFUNDPROJECTPLANNINGChapter1OverviewTheColoradoWaterConservationBoardwascreatedbytheGeneralAssemblyin1937TheBoardwasestablishedtoworkwithagenciessuchastheUSBureauofReclamationonfederalwaterprojectswithintheStateOneoftheearlyprojectswastheColoradoRiverBigThompsonProjectThiswasthefirstlargetransmountaindiversionofwaterfromthewesternslopetotheeasternplainsSincethe1960stheBoardhasworkedwiththeBureauontheColoradoRiverStorageProjectwhichincludesaseriesofreservoirssuchastheMcPheeRidgewayandBlueMesaTheLegislaturemadeaseriesofchangestotheBoardsstatuterelatedtostatewaterresourcestudiesbeginningin1953TodaytheBoardsresponsibilitiesinthisareaarebroadlydefinedTheBoardisauthorizedtoconductwaterresourcestudiesinordertoprovidefortheintegrateddevelopmentoftheStatesavailablewaterTheConstructionFundwasestablishedbytheGeneralAssemblyin1971ThepurposeofthefundwastomakefinancialassistanceavailableforthedevelopmentandmaintnanceofwaterprojectsTheBoardaccomplishesthisbyprovidinglowinterestlongtermloansfromtheConstructionFundtomunicipalitieswaterdistrictsirrigationcompaniesandothersimilarentitiesTheBoardsstatuteallowsittorecommendinterestratesfrom0to7percentBoardpracticehasbeentograntrepaymentperiodsforamaximumof40yearsTheBoardannuallysubmitsalistofprojectstotheGeneralAssemblyforauthorizationTheBoardsConstructionFundwasestablishedtomakefinancialassistanceavailableforwaterprojectsTheBoardspolicyatonetimewastorequiretheborrowertopayhalftheprojectcostHoweverin1992theBoarddecidedtofundupto100percentoftheloaniftheprojectwasimportanttotheState



14WaterConservationBoardConstructionFundPerformanceAuditFebruary1993TheGeneralAssemblyhasperiodicallytransferredGeneralFundmoniestotheConstructionFundtofinancetheloanprogramTheBoardreceivesapplicationsforloansandrecommendsprojectstotheLegislatureTheBoardprovidesfinancingforprojectsoutoftheConstructionFundafterapprovalbytheGeneralAssemblyTheborrowermakesrepaymentstotheConstructionFundaftertheprojectiscompletedTheserepaymentsbecomefundsavailableforotherprojectloansTheConstructionFundisacontinuousfundAsaresultanyyearendbalanceintheFunddoesnothavetobereturnedtotheStatesGeneralFundTheConstructionFundhasenabledtheBoardtofinancethedevelopmentofwaterresourceswithintheStateTheBoardhasprovidedover83millioninfinancingfor124waterprojectssinceitwasestablishedin1971TheFundhasprovidedover83millionfor124projectssince1971TwoBroadlyDefinedPrioritiesWereEstablishedfortheConstructionFundCurrentlytheBoardsstatutesetstwobroadprioritiesfortheuseofconstructionfundsFirstprioritygoestoprojectswhichwillincreasethebeneficialconsumptiveuseofColoradosundevelopedcompactentitledwatersThisiswaterthatfallsunderoneoftheinterstaterivercompactagreementsTheseagreementsallocatewaterbetweenColoradoandotherdownstreamstatesUndevelopedcompactentitledwatersarethosewaterslegallyavailabletoColoradobutnotcurrentlyusedwithitheStateBeneficialconsumptiveusemeansthatthewaterhasbeenusedforsomepurposewithreasonableefficiencyBoardprioritiesincludeincreasingthebeneficialconsumptiveuseofundevelopedcompactwatersThebalanceofthemoniesavailableinthefundarefortherepairandrehabilitationofexistingdamsandwaterdeliverysystemsandforinvestmentinwatermanagementprojectsTheBoardwasrecentlygrantedauthoritytouseConstructionFundmoniesfortwoprogramsinadditiontotheloanprogramTheprogramsincludeusingfundsfor



ReportofTheColoradoStateAuditor15GrantspromotingefficientmanagementandoperationofwatersystemsStudiesrelatedtoparticularissuessuchastheeffectsoftransferringwaterfromoneriverbasintoanotherTheseprogramsprovidetheBoardwithgreaterflexibilityinusingconstructionfundsAlsotheGeneralAssemblyhasrequiredtheBoardtofunditsoperatingexpensesoutoftheConstructionFundforthepasttwoyearsPreviouslyaportionoftheBoardsoperatingexpenseswereappropriatedoutoftheStatesGeneralFundBoardsoperatingexpenseshavecomeoutoftheConstructionFundforthepasttwoyearsWaterResourceManagementIsImportantintheWestHistoricallywaterresourcedevelopmenthasbeenviewedasakeytoeconomicdevelopmentinthewesternstatesWaterprojectshaveprovidedwaterfortheirrigationofoncearidlandsandthegrowthofcitiesthroughoutthewestColoradossituationisuniqueinthatitcontainstheheadwatersforanumberofriversincludingtheColoradoSouthPlatteArkansasandRioGrandeDownstreamstatesaswellasMexicoalsodependonwaterfromtheseriversOvertheyearsColoradohasenteredintocompactagreementsinanefforttoallocateavailablewatersTherehasbeenagrowingrecognitionoftheneedforcooperationamongvariousinterestsintheStatetoaddresswaterrelatedconcernsThereareimportantissueswithintheStatethatneedtobedealtwithinadditiontoincreasingthebeneficialuseofwateravailabletoColoradoForexamplemostoftheStatespopulationislocatedalongtheeasternsloperesultinginalargedemandforwaterHoweverwaterresourcesareconcentratedonthewesternslopeAlsorecreationalactivitieswhichrequirewaterareimportanttothewesternslopeeconomyThereisagrowingrecognitionthatwaterissuesrequireincreasedcooperationIngeneralthemarginofreservesofsupplyoverdemandforwaterhasdiminishedasthewesthasdevelopedThismeansthatinthefuturenotallwaterneedsmaybemetatareasonablecostAsaresulttheneedforplanningintheareaofwaterresourceshasbecomeincreasinglyimportant



16WaterConservationBoardConstructionFundPerformanceAuditFebruary1993BoardsPlanningProcessHasNotBeenFullyDevelopedThemanagementofwaterresourcesisalongrangeeffortManyprojectsrequiresubstantialandlengthyplanningaswellasseveralyearstoconstructThereforeplanningeffortsshouldconsiderwaterneedsandconcernswellintothefutureTheDepartmentofNaturalResourcesdevelopedafouryearplaninearly1992TheBoardsinputwasincludedintheplanTheplanhassomegoalsandobjectivesrelatedtotheBoardsConstructionFundHowevertheBoardhasnotdevelopeditsownlongtermplanthatrecognizesDepartmentalgoalsandensuresthebestuseofmoniesavailableintheConstructionFundinachievingthosegoalsTheBoardhasnotdevelopedanimplementationplanwhichTheBoarddoesnothavealongtermplanforachievinggoalsPrioritizesprojectsconsistentwithlongtermgoalsEstablishesmilestoneswhichmonitorprogresstowardmeetinggoalsProvidesperformancemeasurestoassesstheeffectivenessofactivitiesPerfoimancemeasuresareparticularlyimportantbecausetheyshouldmeasuretheeffectivenessofaprogramasdirectlyaspossibleTheyneedtobeusefultomanagersformonitoringprojectsandtolegislatorsandpolicymakersForexampleaperformancemeasuremightbethetotalcostofincreasingthecapacityofexistingdamsperadditionalacrefootofwaterstoragecomparedtothetotalcostofbuildinganewdamRecentlytheBoardhasbeguntopursueamoreactiveroleIthasidentifiedanumberofprojectsthatitwouldliketoaccomplishoveraperiodofyearsTheBoardhasalsorequestedauthorizationforanewprogramwhichwillenableittoencouragethedevelopmentofsmalldamsitesThismayresultinanincreasedneedforBoardfundsWerecognizethatWaterissuesarevariedTheBoardcanhelpfacilitateandcomplexTheBoardcannotrealisticallytheresolutionofwaterissuessetwaterprioritiesfortheStatebyitselfHoweveritcanperformavaluableroleinprovidingaforumfordiverseinterestsandhelpingtoformcollaborativerelationshipsinseekingsolutionsforstatewaterissues



ReportofTheColoradoStateAuditor17ProjectPlanningNeedsToConsiderthePriorAppropriationDoctrineTheBoardhasgenerallyreliedonprojectsponsorscomingforwardandrequestingassistanceAlsosufficientfundswereavailablefortheseprojectsSomeBoardmembersandstaffhavereportedthatthepriorappropriationdoctrineprovidesasystemthatcontrolshowwaterisdevelopedintheStateForthesereasonsplanningactivitieswerelimitedornotperceivedasneededfortheConstructionFundThepriorappropriationdoctrinewhichisrecognizedintheStatesconstitutionisthesystemofwaterlawunderwhich1therighttowaterisacquiredbydivertingwaterandapplyingittoabeneficialuseand2arighttowaterissuperiortoarightacquiredlaterintimeWaterrightsareregardedaspropertyrightsandcanbeboughtandsoldseparatelyfromthelandAccordingtoBoardmemberssomeholdersofwaterrightsperceiveanyattempttoplanforwaterdevelopmentbyastateagencyasapotentialinterferencewiththeirabilitytoexerciseuseofthoserightsThisperceptiononthepartofwaterrightsholdersisamajorconsiderationforBoardmembersHowevertheneedtoplanforthebestuseofmoniesintheConstructionFundisimportantTheBoardhaslimitedstaffandfinancialresourcesThesourcesofcashinflowstothefundarebeginningtodeclineinpartduetodecreasesininterestincomeonthefundbalanceAtthesametimemoreofthefundisbeingusedtofinancestudiesandoperatingexpenseswhichdonotreplenishthefundlikeloanrepaymentsdoAlsomeetinglongtermwaterneedsismorecomplexduetofederalenvironmentalandpublichealthregulationsFinallywaterdevelopmentissuesunderstandablycontinuetobeimpactedbythevaluesofdiverseinterestsacrosstheStatePlanningisatoolthatneedstoconsiderallrelevantfactorsincludingthepriorappropriationdoctrineTheBoardneedstocoordinateaneffortthathelpsidentifyhowmoniesintheConstructionFundshouldbeusedFurthertheBoardcanusethisprOcesstoworkwithotherinterestedpartiestoestablishaframeworkforthedevelopmentofwaterresourcesConstructionFundMoniesMayNotBeUsedintheMostEffectiveMannerAllprojectsrecommendedbytheBoardtotheGeneralAssemblymustmeetBoardrequirementsTheserequirementsincludemeetingprioritiesestablishedbytheBoardsstatuteThesestatutoryprioritiesarebroadHowevertheBoard



18WaterConservationBoardConstructionFundPerformanceAuditFebruary1993cannotdemonstratethatConstructionFundmoniesarebeingusedeffectivelywithoutacomprehensiveplanTheprojectsfinancedmayormaynotbethemostimportantonesWerecognizetheBoardsexpertiseintheareaofwaterresourcesAlsoprojectshelpedbytheBoardhavebenefiteddifferentareasoftheStateHowevertheBoardneedstoensurethatConstructionFundmoniesaredirectedtothoseprojectsthatprovidethegreatestoverallbenefitCurrentlyprojectsfinancedmayormaynotbethemostimportantonesRecommendationNo1TheBoardshoulddevelopaformalsystematicprogramorprocesswhichprovidesalongandshorttermframeworkfortheuseoftheConstructionFundconsistentwiththebroaderDepartmentalplanThisprocessshouldaIdentifycriticalwaterissuesanddevelopbroadpolicystatementsbEstablishgoalsandimplementationplanstomeetthosegoalscDevelopperformancemeasureswhichmonitortheeffectivenessoftheactivitiessponsoredthroughtheConstructionFundColoradoWaterConservationBoardResponseAgreeTheCWCBhasalreadybeguntheprocessofdevelopingthisprogramandprocedurewhichwillincludeanopportunityforpubliccommenttheestablishmentofBoardpoliciesfortheuseofconstructionfundmoniesandthesettingofgoalsandperformancemeasurestoassurethatthegoalsarebeingachievedWhilefiscalpressuresonstategovernmenthaveincreasedthecomplexityofdevelopingColoradosinterstateentitlementstowaterresourcesandthecompetitionforscarcewaterdevelopmenfundshavealsoincreasedTheeWCBagreesthatmoresophisticatedmanagementguidelinesareneededtoassuretheConstructionFundresourcescontinuetobedirectedtoColoradosmostimportantwaterresourcesprotectionanddevelopmentpriorities



19FINANCIALMANAGEMENTOFTHECONSTRUCTIONFUNDChapter2IntroductionTheGeneralAssemblyestablishedtheColoradoWaterConservationBoardConstructionFundtohelpfinanceprojectsthatwillincreasethebeneficialconsumptiveuseofColoradosundevelopedcompactentitledwatersThefundfinancesthedevelopmentandmaintenanceoftheStateswaterresourcesthroughloansgrantsandstudiesThefinancialdemandsontheConstructionFundhaveincreasedoverthepastfewyearsBeforeFY1992theBoardreceivedGeneralFundmoniestowardspartofitsoperatingandadministrativeexpensesForexampleinFY1991theBoardreceivedalmost700000fromtheGeneralFundHoweverinFY1992theLegislaturerequiredthattheBoardfundalloftheseexpensesoutoftheConstructionFundTheseexpenseswereabout16millioninFY1991and18millioninFY1992InadditiontheConstructionFundisusedforloansgrantsandstudiesTheBoardreportsthatthecomplexityoffuturewaterprojectsandtherestorationoftheStatesinfrastructurewillincreasethedemandonConstructionFundmoniesFinancialplanningisacriticalcomponentoflongtermplanningfortheConstructionFundPlanningisadynamicprocessItinvolvesthesettingofprioritiesbasedonavailableresourcesandmonitoringthefinancialpositionofthefundAlsotheallocationoffinancialresourcesmaybechangedbasedonshiftsinprioritieorfinancialconditionsFinancialplanningisacriticalpartoflongtermplanningWereviewedhowtheBoardmonitorsandmanagestheConstructionFundWefoundthatAlongtermfinancialplanfortheConstructionFundhasnotbeendevelopedAsaconsequencetheBoardcannotensurefundswillheavailablewhenneededorusedforthemostimportantprojectsoractivitiesinthefuture



20WaterConservationBoardConstructionFundPerformanceAuditFebruary1993Loaninterestratesweregenerallysetattheminimumof5percentpermittedbystatuteDuringtheperiod1981to1992longtermtaxexemptinterestratesrangedfrom6to12percentThe5percentinterestrateresultedinreducedcashinflowstothefundandlessmoneyavailableforotherprojectsInterestisnotchargedonfundsadvancedtoprojectsponsorsduringtheconstructionphaseofprojectsAsaresultlessmoneyisavailableforotherprojectsProjectsponsorsarenotcontactedannuallytodetermineiftheyplantogoaheadandconstructprojectsSomeprojectsareneverconstructedandeventuallyaredeauthorizedThismeansthatmoniesallocatedtotheseprojectsfromtheConstructionFundarenoteffectivelyusedduringthisperiodFeasibilitystudycostsoftheBoardarenotrecoveredforprojectsthatarenotconstructedIfaprojectisconstructedfeasibilitycostsarerecoveredthroughloanrepaymentsTheformerpracticeresultsinanadditionalsubsidyandlessmoneyavailableforotherprojectsLongTermFinancialPlansNeedToBeDevelopedTheBoardhasnotdevelopedamethodforprojectingthelongtermfinancialstatusoftheConstructionFundWhiletheBoardhasidentifiedsomelongtermprojectneedsithasnotdevelopedacomprehensiveimplementationplanthatshowshowitwillmeetthoseneedsProjectdisbursementscouldexceed120millionoverthenext10yearsTheBoardrecentlyreportedtotheJointBudgetCommitteethatdisbursementsfromtheConstructionFundcouldexceed120millionoverthenext10yearsInadditiontheBoardmayhavetofundunrecoverableoperatingexpensesandstudiesauthorizedbytheGeneralAssemblyRecentlyitbegananefforttobetterdefinethesefuturerequirementsonanannualbasisHoweverasimilarforecastingneedexistsrelativetodetermininghowmuchmoneywillbeavailableinthefundonalongtermbasisForexampleauthorizedprojectsmaynotbeginimmediatelyandmayrequireseveralyearstocompleteThereforeitisnecessarytoplanhowtheprojectswillbefundedalongwithotherBoardprojectsandactivitiesThedevelopmentofafinancialplanisanintegralpartofprojectandactivityplanningfortheConstructionFund



ReportofTheColoradoStateAuditor21SufficientConstructionFundsWereAvailableinthePastGenerallythereweresufficientmoniesintheConstructionFundtofinanceprojectsAlsotheBoarddidnotactivelyseekoutprojectsAsaresultonashorttermbasisfinancialplanningmaynothavebeencriticalHoweverwaterresourcedevelopmentisalongtermeffortInthefutureitwillbeparticularlyimportanttofocusresourcesonthemostimportantprojectsandactivitiesNeedToEnsureThattheConstructionFundCanMeetFutureDemandsTheConstructionFundrepresentsalimitedamountofmoniesforwaterdevelopmentprojectsandactivitiesHoweverasnotedabovewaterdevelopmentfinancingneedsoverthenext10yearsareconsiderableAlsotheBoardhasusedConstructionFundmoniestofinanceitsoperationsandnonrecoverablestudiesThereforeitisimportanttoensurefundsareavailablewhenneededTheConstructionFundhassomecontinuingsourcesoffundssuchasinterestincomerepaymentofloansandmineralroyaltyincomeManyoftheBoardsloanswillberepaidoverafortyyearperiodwhichmakesprojectingsomecashinflowsfairlyeasyHowevertheBoardhasnotdevelopedlongtermprojectionsofcashinflowsandoutflowsforthefundTheseprojectionscouldinfluencewhichprojectsarefundedeffectthelevelofinterestratesonBoardloansorindicatetheneedforadditionalgeneralfundtransferstotheConstructionFundLongtermfinancialprojectionscouldimpactprojectselectionandinterestratesTheBoardplaysac@ntributingroleinthewaterresourcemanagementareaAlsotheGeneralAssemblycontinuestorecognizetheimportanceofthisrolebyauthorizingmostBoardrecommendedprojectseachyearTheBoardneedstocontinuetheseeffortsandhelpfacilitatethedevelopmentofwaterresourcesthroughtheConstructionFundRecommendationNo2TheBoardshoulddevelopandimplementaneffectiveprocessforlongtermfinancialplanningofConstructionFundmoniesThisprocessshouldinclude



22WaterConservationBoardConstructionFundPerformanceAuditFebruary1993aEstablishinglongtermfundingneedsforBoardprojectsandactivitiesatentotwentyyearplanthatincludesprojectedfundingrequiredtodevelopandmaintaintheStateswaterresourcesbAssessingcurrentsourcesoffundsandevaluatingwhatcanbedonegiventhecurrentsourcesanassessmentoffundscurrentlyavailabletotheBoardforaccomplishingthelongtermgoalscIdentifyingfuturesourcesoffundingasneededaprojectionofadditionalfundingrequirementsthatmaybeneededtomeetlongtermgoalsTheevaluationshouldalsoincludeprojectionsofthevariousfundingmechanismsavailabletotheBoardColoradoWaterConservationBoardResponseAgreeTheCWCBhasalreadyadoptedascheduleforthedevelopmentofshortandlongtermgoalsfortheConstructionFundshortandlongtermfundingneedsaprojectionofrevenueavailabletotheFundanevaluationandrankingofConstructionFundneedsdeterminationofthefundingrequiredtomeetthegoalsandneedsandamonitoringprocesstoassurethatthesegOalsarebeingfulfilledStatutesAllowtheBoardFlexibilityinSettingLoanInterestRatesIn1981statutesauthorizedtheBoardtochargeinterestonitsloansSection37601192cRSprovidedInterestchargesshallbeassessedatnolessthan5percentWebelievethatthismeanstheBoardcouldhavechargedhigherrateswhenappropriateHowevertheBoardchargedtheminimuminterestrateonalmostallofitsloansPriorto1992theBoardcouldsetloaninterestratesatnolessthan5percentIn1992legislationwaspassedauthorizingtheBoardtosetinterestratesbetweenoand7percentTheBoardbelievedthattheminimuminterestrateof5percentwastoohighforsomeborrowersAlsoitwantedmoreflexibilitytoestablishtheinterestchargesbasedontheprojectsponsorsabilitytorepayandtheimportanceoftheprojecttotheState



ReportofTheColoradoStateAuditor23LoanInterestRatesHaveNotReflectedChangingMarketConditionsOverthepasttenyeatslongterminterestratesvariedconsiderablyForexampleinterestratesonmunicipalbondsrangedfrom6toover12percentSincetheBoardsetinterestratesonloansat5percenttheBoardsratesdidnotreflectchangingmarketratesasshowninthefollowingchartLongtermtaxexemptinterestrateshaverangedfrom6to12percentduringthepasttenyearsBoardInterestRateComparedtotheTaxExemptMunicipalBondRate139MarketRateBoardRate1115381182I83I84I85I86I87r88I89I90I91192SourceSAGanalysisofdatafromLegislativeCouncilABoardtaskforceisnowdevelopingguidelinesfordetermininginterestratesonprojectloansunderthenewstatutoryrequirementsTheseguidelineswillprobablyincludeotherfactorsthatwillbeconsideredwhensettinginterestrates



24WaterConservationBoardConstructionFundPerformanceAuditFebruary1993WerecognizeitwastheLegislaturesintenttoprovidesubsidizedinterestratesAlsotheBoardhadthelatitudetosetinterestratesatnolessthan5percentHowevertheBoardhadtheoptiontochargeinterestatahigherlevelandstillprovideasubsidizedratetoprojectsponsorsAsaresultcashinflowstotheConstructionFundwerereducedresultinginfewerfundsavailableforotherprojectsEntitiesInvolvedinSimilarActivitiesSetLoanRatesThatReflectMarketRatesTheUSBureauofReclamationisempoweredtoconstructasystemthatwillstoreanddevelopwaterinthewesternUnitedStatesTheBureauoperatesaloanprogramtoconstructwaterprojectsTheBureauhasdevelopedcostrecoveryguidelineswhichincludeguidelinesforcharginginterestonitsloansTheinterestrateschargedbytheBureaureflectthecurrentratesoflongtermgovernmentobligationsTheratesarereassessedatleastannuallyForexamplethecurrentinterestrateis738percentonloansof30yearsorlongerAdditionalCashInflowstotheFundCouldHaveBeenSignificantTherearevariouswaystheBoardLoaninterestratescouldbesubcouldhavesetloaninterestratestosidizedandstillreflectmarketratesreflectmarketconditionsWepreparedananalysistodeterminethepotentialimpacttothefundWedevelopedareducedorsubsidizedinterestratethatwaslinkedtobothmarketratesandtheminimumof5percentinthestatuteWeobtainedtheaveragetaxexemptmunicipalbondratesfornewissueswithamaturitydateof20ormoreyearsWedevelopedanalternativerateofinterestusingthetaxexemptmunicipalratesTherateis5percentplushalfofthedifferencebetweenthemarketrateandtheBoards5percentinterestrateThisalternativeratereflectsthemarketwhilestillprovidingasubsidyThusthealternativeratesrangedfromabout6percenttolessthan9percentWeappliedthealternativerateandBoardrateof5percenttoloansfor70projectswithacontractdatebetweenFiscalYears1982and1990ContractsexecutedinFY1991and1992werenotincludedbecauseloanrepaymentsmaynothavestartedWethendeterminedtheamountofrepaymentsfortheseloansduringFiscalYear1992usingthetwodifferentinterestratesTotalrepaymentsforoursampleusingtheBoardsratewereabout21millionHoweverloanrepaymentsforthesamecontractsusingthealternativeinterestratewereabout26million



ReportofTheColoradoStateAuditor25ConstructionFundinflowsduringFiscalYear1992couldhavebeen500000moreiftheBoardsratehadreflectedmarketconditionsusingthismethodWerecognizethatthisisonlyanexampleofonemethodtosetinterestratesHoweveritshowshowtheBoardcouldhaveimprovedthefundscashflowandstillprovidedloanswithbelowmarketinterestratesCashinflowstotheConstructionFundcouldhavebeen500000higherinFY1992RecommendationNo3TheBoardshouldestablishguidelinesforitsloanratestoreflectmarketconditionsTheguidelinesshouldbereflectedintheprojectsthatwillbeauthorizedduringtheupcominglegislativesessionColoradoWaterConservationBoardResponsePartiallyagreeTheCWCBestablishedasubcommitteeseveralmonthsagotoworkoutthedetailsfordevelopinginterestrateguidelinesTheCWCButilizedapreliminarydraftofthoseguidelinesinevaluatingandestablishinginterestratesJortheloansincludedinHB931273the1993ConstructionFundauthorizationbillAlthoughthisisacomplicatedtasktheCWCBiscommittedtocompletingthisprocessbyJuly1993NoInterestIsChargedonCashFundsAdvancedDuringtheConstructionPeriodAprojectsponsorsuchasamunicipalitywaterdistrictorirrigationcompanyistheentitybuildingtheprojectDuringtheconstructionphaseofaprojectaprojectsponsorisresponsibleforcoveringcostsincurredinthefirstmonthFortheremainderoftheconstructionperiodtheprojectsponsormayrequestmonthlyreimbursementsfromtheBoardTheBoarddoesnotrequiretheprojectsponsortopayinterestonfundsadvancedduringtheconstructionphaseofaprojectInterestchargesbeginaftertheprojectiscompletedHoweverusuallyinterestischargedonfundswhentheyareadvancedtoaborrowerinsimilarsituationssuchasconstructionmortgagesAsaresulttheBoardislosinginterestonthesefunds



26WaterConservationBoardConstructionFundPerformanceAuditFebruary1993Wereviewedthefilesofsomerecentlycompletedprojectsbetween1982andJuly1992TheBoardcharged5percentinterestontheseloansWeappliedtheBoardsinterestrateof5percenttothecashadvancesusingasimpleinterestcalculationThereforethelostinterestdoesnotreflectthehighermarketrateofinterestIfitdidtheamountofinterestlostwouldbegreaterThefollowingtableshowsthelostinterestduringtheconstructionphaseofthreeprojectsLOANCONTRACTAMOUNTOFNUMBERCONSTRUCTIONLOSTDATELOANOFPERIODININTERESTDRAWSMONTHS1227905330666101812777241690521453721317243724915310000141267Total5855203TotalLostInterest15768AsthetableindicatestheBoardlostover15000duringtheconstructionphaseofthethreeprojectsThispracticeresultsinanadditionalsubsidytotheborrowerAlsothismeanstherewaslessmoneyavailabletofundotherprojectsBasedondiscussionswithsomeBoardmemberswebelievethispracticemayhavebeeninadvertentlyoverlookedThispracticeresultsinanadditionalsubsidytotheborrowerRecommendationNo4TheBoardshouldchargeinterestoncashdisbursementsmadetoprojectsponsorsduringtheconstructionphaseofprojectsInterestchargescouldbeaddedtotheprincipalamountoftheloanandfinancedoverthetermoftheloanColoradoWaterConservationBoardResponseAgreeTheCWCBscontractguidelineswillberevisedduringtheupcomingmonthstorequirethepaymentofinterestduringconstructiononfutureprojectsrecommendedbytheCWCBforassistancefromtheConstructionFund



ReportofTheColoradoStateAuditor27ProjectsAuthorizedbytheLegislatureMayNotBeConstructedTheBoardannuallyrecommendsprojectsforfundingtotheGeneralAssemblyIftheGeneralAssemblyapprovesaprojectforfundingmoniesareauthorizedfortheprojectfromtheConstructionFundThisauthorizationrepresentsanallocationofmoniesalreadyintheConstructionFundAfteraprojectisauthorizedthefollowingmayoccurAuthorizationrepresentsanallocationofmoniesalreadyintheConstructionFundProjectconstructionbeginsimmediatelyProjectconstructionisdeferredProjectsponsorsrequesttheauthorizedfundstobedeauthorizedProjectsponsorsmayrequestfundstobedeauthorizediftheydecidenottoproceedwithconstructionoftheprojectforsomereasonsuchasaninabilitytoobtainthebalanceoffundingfromothersourcesDeauthorizedprojectfundsstayintheConstructionFundandareavailableforotherprojectsProjectSponsorsAreContactedIfConstructionHasNotStartedWithinFiveYearsTheBoardscurrentpracticeistoreviewitslistofcontractsannuallyHoweverifconstructiononaprojectisnotinitiatedwithinfiveyearstheBoardcontactstheprojectsponsortodetennineiftheprojectshouldbedeauthorizedIftheprojectsponsordoesnotagreetodeauthorizationtheBoardtakesnofurtheractionexcepttocontinuetocontacttheprojectsponsoronanannualbasisTheBoardonlyrecentlyegandocumentingthesecommunicationsThirtyTwoProjectsHaveBeenDeauthorizedSince1980ProjectsponsorsdonotalwaysgoaheadwithanauthorizedprojectAnextendedperiodcanpassbetweenthetimeofauthorizationandeventualdeauthorizationForexamplesince198032projectshavebeendeauthorizedTheaveragelengthoftimethatpassedbeforedeauthorizationwasfiveyearsDuringthisperiodthesefundswerenotavailabletofinanceotherprojects



28WaterConservationBoardConstructionFundPerformanceAuditFebruary1993WereviewedBoardrecordsforallprojectsauthorizedsince1977thatwereeventuallydeauthorizedWefoundthat13of32projectstotallingalmost10millionwerenotdeauthorizedformorethansixyearsThefollowingchartshowsthedollaramountandthenumberofyearsfundswereheldbeforebeingdeauthonzedAnaverageoffiveyearspassesbeforeprojectsaredeauthorizedDEAUTHORIZEDWATERPROJECTSSince198013years113million5045years11Rmillion711years07million360years92million40SourceSAOanalysisofBoardData



ReportofTheColoradoStateAuditor29Currentlyconstructionhasnotstartedon11projectsauthorizedforatotalof22millionpriorto1988Constructionhasnotstartedon11projectsthatwereauthorizedforatotalof22millionpriortothe1988legislativesessionThismeansthat22millionhasbeenunavailableforfundingotherprojectsforfourormoreyearsConstructionFundMoniesNeedToBeMonitoredBetterConstructionFundmoniesmaynotalwaysbeavailabletobenefitotherormoreimportantprojectsbecauseprojectsarenotdeauthorizedinatimelymannerForexamplemoniesappropriatedtoagenciesfromthestatecapitalconstructionfundwhicharenotusedorencumberedwithinathreeyearperiodreverttothestatecapitalconstructionfundThisallowstheGeneralAssemblytoensurethatfundsareusedinthemostefficientmannerInthecurrentfiscalenvironmenttheremaybeTheGeneralAssemblylessmoniesavailableItisimportantfortheneedstobekeptinformedBoardtoencouragetheuseofConstructionFundmoniesinthemostefficientmannerAlsotheGeneralAssemblyneedstobekeptinformedaboutthestatusofprojectsitauthorizesRecommendationNo5TheBoardshouldimproveitsmonitoringofprojectsponsorsbyaContactingprojectsponsorsatleastannuallyafterauthorizationoffundstodetermineifprojectsponsorsplantoproceedwiththeprojectsbDocumentingtheresponsesfromprojectsponsorsincludingrequeststodeauthorizeprojectscReportingtheresultsofthecontactstotheGeneralAsemblyonanannualbasis



30WaterConservationBoardConstructionFundPerformanceAuditFebruary1993ColoradoWaterConservationBoardResponseAgreeTheCWCBhasestablishedatimetablewhichwillincludenotificationtoallproponentsofauthorizedprojectsthatastatusreportwillberequiredTheCWCBwillevaluatethosestatusreportsandincludeasummaryinitsannualreportFeasibilityStudiesAreConductedforAllProjectsTheBoarddeterminesiftheprojectisviablebeforeaprojectsponsorisloanedmoneyThesedecisionsaremadethroughfeasibilitystudiesThestatutesrequirefeasibilitystudiestoevaluateWaterrightsandyieldavailableforaproposedprojectEngineeringandeconomicfeasibilityofaproposedprojectProjectedeconomicsocialandenvironmentaleffectsofaproposedprojectIftheresultsofthefeasibilitystudyindicatethattheprojectwouldbeviabletheprojectmaybeauthorizedforconstructionFeasibilityStudyCostsforProjectsThatAreNotConstructedAreNotRecoveredbytheBoardTheBoardusuallypays50percentofthetotalfeasibilitystudycostandtheprojectsponsorpaystheother50percentTheBoardscostofthefeasibilitystudyisaddedtotheamountoftheloanThefeasibilitystudycostsaswellasprojectcostsarepaidbackovertheperiodoftheprojectloanHowevertheBoarddoesnotseekrecoveryofitsshareoffeasibilitystudycostswhenauthorizedprojectsarenotconstructedAccordingtoBoardstafffeasibilitystudycostsarenotrecoveredbecauseProjectsponsorsmightbediscouragedfromapplyingforConstructionFundloansiftheyknewtheyweregoingtoberesponsibleforrepayingallofthefeasibilitystudycostsforaprojectthatdidnotgoaheadtoconstruction



ReportofTheColoradoStateAuditor31FeasibilitystudiesallowtheBoardtounderstandwhattypeofprojectswillandwillnotworkundercertainconditionsEvenifaprojectdoesnotgetconstructedtheBoardhasgainednewinformationfromthefeasibilitystudyOver58000inFeasibilityStudyCostsWereNotRecoveredAccordingtoaBoardanalysistheBoardexpendedmorethan58000infeasibilitystudycostsforfiveauthorizedprojectsthatweredeauthorizedoverthepastthreeyears19901992TheseprojectswerenotconstructedbecauseofadecisionbytheprojectsponsorsThe58000islostmoneytotheStudycostswhicharenotreConstructionFundAlsoitrepresentscoveredrepresentanothersubsidyanothersubsidyprovidedtothesponsorofaprojectThepracticeofnotrecoveringfeasibilitystudycostsofprojectsthatarenotconstructedresultsinlessmoneyavailableforprojectsthatareviableandneededTheBoardsgoverningstatutesprovidethattheboardscostsoritsparticipationinanyfeasibilitystudiesshallberepaidwhenconstructiononaprojectcommencesThestatutesdonotcontainspecificcriteriaforrecoveringstudycostsofauthorizedprojectsthatdonotgoaheadtoconstructionHoweverifaprojectsponsorrequestsdeauthorizationofaprojectitseemsreasonabletoexpectrecoveryofthesecostsInthecurrentfiscalenvironmentthisisanotheropportunityfortheBoardtodemonstratetotheGeneralAssemblyitiseffectivelymanagingtheConstructionFundRecommendationNo6TheBoardshoulddevelopandimplementprocedureswhichwouldaRecoveritsshareoffeasibilitystudycostsforprojectsthatdonotgetconstructedbEvaluateoptionsfortherecoveryoffeasibilitycostsincludingpaybackoveraperiodoftimecCommunicatethenewpolicyandpracticetoprojectsponsors



32WaterConservationBoardConstructionFundPerformanceAuditFebruary1993dMonitortheresultsofthenewpracticeincludingthecostrecoverieseReporttheresultstotheGeneralAssemblyonanannualbasisColoradoWaterConservationBoardResponseAgreeTheCWCBhashistoricallyrecovereditsshareoffeasibilitystudycostsofprojectswhichreceiveConstructionFundassistancebyaddingthosecostsintotheloanrepaymentscheduleTheCWCBagreesthatthosecostsshouldalsoberecoveredforprojectswhicharenotbuilteventhoughthefeasibilitystudyshowstheprojectisviableandConstructionFundassistanceisauthorized



33PROJECTAPPROVALPROCESSChapter3IntroductionDuringthecourseofourauditwereviewedselectedcontractfilesforprojectsrecommendedbytheBoardandauthorizedbytheGeneralAssemblyWefoundthattheBoardhasguidelinesforreviewingandapprovingvariousdocumentsrequiredtoevaluatealoanapplicationandtosupportcashadvancesduringconstructionHoweverBoardstaffdonotalwaysdocumenttheirreviewsorapprovalsGuidelinesAreEstablishedfortheConstructionFundTheBoardhasestablishedguidelinesthatdescribetheloanprogramtheapplicationprocessandadministrativeproceduresforconstructionofaprojectAlsotheBoardincorporatesConstructionFundprogramproceduresintoitscontractswithprojectsponsorsTheseguidelinesrequireBoardstafftoreviewandapprovespecificcheckpointsandvariousdocumentsintheprocessBoardDoesNotConsistentlyDocumentItsComplianceWithGuidelinesBoardstaffdidnotconsistentlydocumenttheirreviewsorapprovalsasrequiredbyestablishedguidelinesAsaresulttheycouldnotdemonstratethatreviewsandapprovalsweremadeasappropriateWereviewedasampleoffourprojectfilesandidentifiedthefollowingexamplesofincompletedocumentationTwofilesdidnothavedocumentationoftheBoardreviewandapprovalofprojectplansandspecificationspreparedbytheconsultingengineers



34WaterConservationBoardConstructionFundPerformanceAuditFebruary1993NoneofthefilescontainedevidencethattheBoardattendedthebidopeningforconstructionandapprovedtheawardofthecontracttothecontractorNoneofthefileshaddocumentationoftheBoardsperiodicprojectconstructionobservationsThreefilesincludedchangeordersHoweveroneofthefilesdidnothavedocumentationthattheBoardapprovedthechangeorderNoneofthefilescontaineddocumentationthattheBoardstaffattendedthefinalinspectionandacceptedthefinishedprojectBoardProceduralRequirementsAreImportantControlsTheBoardmaintainsthattheproceduresarebasedongenerallyacceptedpracticesforsoundplanningdesignandconstructionofwaterresourceprojectsThereforeitisimportantforBoardstafftodocumenttheirreviewsandapprovalsTheBoardstaffreportedthatthevariousactivitieswereperformedHowevertheywerenotdocumentedduetolimitedstaffTheBoardestablishedreviewandapprovalrequirementspartlytoensurethattherewerecontrolsovertheprocessInordertofacilitatethedocumentationprocesstheBoardshouldconsiderotheralternativesForexampletheBoardcanincorporateacontractchecklistinthefilewherereviewsandapprovalsaredocumentedThisoptionwouldalsoindicatethestatusofanapplicationatanypointintimeInanyeventgoodcontrolsrequirecompletedocumentationRecommendationNo7TheBoardshoulddevelopmethodstodemonstrateitscompliancewithproceduresithasestablishedincludingaObtainingandfilingdocumentationofallinspectionsasappropriatebDocumentingallBoardreviewsandapprovals



ReportofTheColoradoStateAuditor35ColoradoWaterConservationBoardResponseAgreeTheCWCBisintheprocessofrevisingitschecklisttoassureanddocumentcompliancewithalloperatingproceduresestablishedfortheConstructionFund
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