


























































































































































































































































































































































































































































































































































































































































































































Michael 0 . Leavitt 
Governor 

Ted Stewart 
Executive Director 

D. Larry Andc1"8on 
Dhisioo Diroc\or 

State of Utah 
DEPARTMENT OF NATURAL RESOCRCES 
DIVISION OF WATER RESOURCES 

1636 West North Tem ple. Suite 310 

Salt Lake City. UT 84 116·3156 

801·538-7230 

801·538·7279 (Fax) 

August 24, 1995 

Karen Ricks, Project Manager 
Central Utah Water Conservancy District 
355 West 1300 South 
Orem, Utah 84058-7303 

Karen: 

RE: Comments on the Water Pricing Policy Study Draft Final Report 

Mr. Larry Anderson suggested I make my comments on this report directly to you. You and your 
consultants (RMI) are to be commended for the thorough investigation ·and analysis presented in 
the report. As you suggested, a 20-30 page executive summary would be worthwhile for the less 
technical reader. The full report however, is well organized and, with only a few minor 
exceptions, addresses the issues directly and succinctly. 

Your regional survey is a good example of the kind of research cities and other retail water 
providers need to undertake in order to choose the most effective conservation methods for their 
jurisdictions. People's beliefs and attitudes are really what detennines how they will respond to 
pricing policies or any other conservation measure. If water managers do not understand these 
beliefs and attitudes, they are destined to make many mistakes in bringing about conservation. 

Our specific comments and suggestions are as follows: 

The Elasticity Study Survey provides a backdrop for understanding the price elasticity analysis in 
Part II. However, there is no discussion of the survey in the technical analysis, so we must 
assume the survey data has no direct bearing on the elasticity estimates. Mention of any 
conclusions arrived at through survey data that may apply to the elasticity numbers could be made 
in the background statement (5.1) on page 5-1 . 

On Page 4-12, second full paragraph, the last sentence reads: "In the special case of using the 
surcharge to transfer revenue recovery, the increased rates at higher usage levels can be used to 
actually lower rates at lower usage levels, thus transferring revenue recovery from those who 
conserve to those who waste water." This sentence is uncharacteristically complex and hard to 
follow. It could be rewritten as follows: "The surcharge can be used to transfer more of the 
revenue burden (cost) to wasters. Higher charges to wasters can generate enough revenue to 
actually lower rates for those who use less." 
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On page 4-15 the discussion of marginal cost pricing seems to be a bit off track. The third 
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are adding only another block of water supply which may or may not impose "enormous" costs. 
For most water utilities in the Central Utah Water Conservancy District, the marginal cost of 
water is represented by the cost ofM&I water from the SFN system, the Alpine Aqueduct or 
other CUP facilities. For some, the next increment of water supply may be the purchase of water 
rights, installing a new welt field and building additional storage. These costs are significant but 
they are "observable" and they likely would work as a basis for marginal cost pricing of water in 
most cases. The last paragraph on this page (ending on the next page) suggests that marginal cost 
pricing is too complex for the average utility to handle. Most cost of service studies being carried 
out by the larger local utilities address most of the elements that are required for a marginal cost 
pricing policy. The discussion in the draft final report dismisses too lightly an approach that may 
bring a sound rational to the discussion of water conservation pricing. 

On page 8-3, the requirement of CUPCA under item (D) refers to "incremental scarcity value of 
water." The discussion that follows seems to lack a distinction between scarcity value and other 
values, i.e., value in use etc. Water has scarcity value only when it is in short supply such as when 
the water level in wells is being drawn down over a large area or population growth is pushing the 
limits of the developed supply. There are areas in the CUWCD where no scarcity value is 
discemable because the supply is sufficient for projected growth. In those utility service areas 
where water is scarce, the scarcity value is most likely equal to the cost of developing the next 
increment of water supply. The cost to develop or purchase the next block of water (marginal 
cost) is then the only measure of scarcity value in situations where more water can be obtained. 
In cases where the last water hole has already been brought on line and demand for water is 
increasing, the scarcity value could only be equated to the market price that must be paid to move 
water from a lower economic use (agriculture) to M&I. A market in water rights exists in some 
parts of the CUWCD service area and market prices include a scarcity value component. Scarcity 
value is also relevant in places where drought causes temporary shortages in the water supply. In 
this case the scarcity value can be measured as the cost of crisis conservation measures, or as the 
cost of purchasing emergency supplies from a nearby utility, or from an irrigator. 

Si~ser;y. 

~~ 
Lyle Summers 
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Central Utah Water Conservancy DUls1rlct 
355 WEST 1300 SOUTH OREM, UTAH 84058 

TELEPHONE (801) 226-7100 

October 16, 1995 

Mr. Lyle Swnmers, Chief Economist 
Utah Department of Natural Resources, Division of Water Resources 
1636 West North Temple, Suite 310 
Salt Lake City, UT 84116-3156 

Subject: DWRe Comments on the Water Pricing Policy Study 

Dear Lyle: 

ntis is to acknowledge the receipt and review of the Utah Division of Water Resources (DWRe) formal 
written comments on the Water Pricing Policy Study (Pricing Study). We appreciate the review that you, 
Division Director Larry Anderson, and the DWRe staff have provided not only through the formal public 
review process, but also throughout the entire course of the study. A copy of the comments you prepared 
and provided will be included in Appendix H of the final ReiX>rt on the Water Pricing Policy Study that 
is submitted to the Secretary of the Interior. A copy of this letter will also be included in Appendix H. 

Upon review of your comments, CUWCD has made some modifications to the body of the reiX>rt. In 
particular, elements of your points regarding marginal cost pricing and the definition of incremental 
scarcity value of water have been included in the final report in Sections 4 and 8, respectively. It is the 
intent of CUWCD to use the Pricing Study as a springboard for area agencies to identify opportunities for 
all of us to better manage water resources in l.J_tah and to raise issues of concern and interest as we move 
forward. We look forward to a continued dialogue on the issues raised in the Pricing Study with DWRe 
and other area water agencies and purveyors. 

Thank you again for your continued interest and assistance in the completion of the Pricing Study. 

Sincerely, 

Karen M. Ricks 
WMIS Project Manager 

pc: Kreg McCollum, RMI 
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