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EXECUTIVE SUMMARY 
 

New Mexico has reported $933 
million in drinking water 
infrastructure needs over the 
next 20 years. 
 
Since 2004, the WTB received 
$306 million for water projects, 
91 percent was provided by 
severance tax bond revenue.  
 

 
 
Severance tax uses nationwide: 

• New Mexico – capital 
infrastructure including 
water projects  

• Alaska – subsidy for no 
income or sales tax, 
annual cash dividend 

• Wyoming – 
postsecondary education 

• Texas – higher 
education 

• Kentucky – water 
infrastructure 

• Utah, West Virginia, and 
North Dakota are 
building reserves for 
future use 

 
Five types of projects are eligible 
for WTB funding, listed in order 
of funding allocated:  

• storage, conveyance or 
delivery of water;  

• conservation, recycling, 
treatment or reuse of 
water; 

• the restoration and 
management of 
watersheds;   

• flood prevention; and 
• federal Endangered 

Species Act (ESA)  

Water is critical to the economic strength and public welfare of New 
Mexico.  While providing adequate and safe drinking water for citizens is 
primarily the responsibility of local governments, the state supports 
communities through the combined efforts of state agencies, including the 
Water Trust Board (WTB).  The largest of seven water infrastructure 
programs in New Mexico, the WTB has funded $250 million for projects 
since 2002.    
 
The WTB was created in 2001 to conserve, protect, and distribute New 
Mexico’s scarce water resources by providing funding for water 
infrastructure projects.  The 16-member board represents key state agencies 
and public members to coordinate policies and funding to achieve these 
goals.  Projects are prioritized to support urgent projects that meet the needs 
of regional and state water plans.   
 
New Mexico provides mostly grant funds for water projects, while the 
majority of states provide self-sustaining, revolving loan funds.  Second 
only to Kentucky for providing grant funding for water projects, New 
Mexico uses severance tax bond (STB) revenues as the funding source.    
 
New Mexico has seven water-related infrastructure programs, although they 
are fragmented and lack coordination.  Programs operate independently of 
each other and no one agency is held accountable for this much-needed 
coordination.  New Mexico law requires the WTB to prioritize the planning 
and financing of water projects to implement the state water plan.  The state 
water plan names the WTB to coordinate with state agencies to establish a 
centralized process for funding water projects. 
  
Although challenges exist for the fair administration of the Water Project 
Fund, the WTB is correctly funding projects according to policy, including 
more funding for regional projects that increase the delivery of water.  
These projects include the three largest diversion projects in the state, the 
San Juan-Chama, the Navajo-Gallup, and the Ute Lake diversion projects.   
 
With many of the state’s community water systems lacking basic utility 
management tools, the WTB has increased eligibility requirements to 
improve financial, managerial, and technical capacities.   
 
To comply with these new requirements, communities will be challenged 
with adopting best management practices and comply with state and federal 
laws.  These best management practices include financial audits and the use 
of asset management plans.  With many rural water utilities managed by 
volunteer boards, this challenge will require cooperation and support by the 
state and the WTB.   
 
 
 
 
 

STB 
Funds 
$278 

Water 
Trust 
Fund 
$28 

Water Project Fund 
Revenues 2004 - 2013  

(in millions) 
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Top Ten States That 
Fund Water Grant 

Programs 1996 – 2012 
(in millions) 

    

Rank State 

Total 
Water 
Grant 
Programs 

% of 
Total  

1 KY $538.7 25% 
2 NM $352.7 16% 
3 NC $249.1 11% 
4 OR $164.5 8% 
5 CO $110.6 5% 
6 AK $103.8 5% 
7 NV $95.0 4% 
8 NY $90.0 4% 
9 WV $52.6 2% 

10 MT $50.5 2% 
Source: EPA NIMS Report 

 
 
 
 
 
Root causes of New Mexico 
water program fragmentation 
include: 
 

• programs continue to 
operate independently of 
each other;  

• programs compete for 
the same customers;  

• funding comes from 
different sources and 
have widely different 
eligibility criteria;  

• incentives do not exist 
for collaboration on 
projects;  

• a long-term statewide 
capital plan is not 
centrally coordinated;  

• agency and bureau 
boundaries inhibit 
communication; and  

• no one agency is held 
accountable for a 
coordinated and 
centralized reporting 
function. 

 
 

KEY FINDINGS 
 
New Mexico’s high rate of grant awards for water projects adversely 
impacts the effectiveness of related loan programs.  New Mexico 
provides mostly grant funds for water projects, while the majority of states 
provide mostly self-sustaining, revolving loan funds.  New Mexico ranks 
second in the U.S. in grant funding for water projects and reported $353 
million in grants, since 1996.   
 
The Water Project Finance Act requires the WTB to prioritize the 
planning and financing of water projects required to implement the State 
Water Plan.  The State Water Plan names the Office of the State Engineer 
and the Interstate Stream Commission to coordinate with the WTB to 
establish a centralized review process for funding water projects statewide.   
 
A lack of coordination and fragmentation exists between funding 
programs.  An August 2007 LFC Hearing Brief identified fragmentation of 
programs as the fundamental problem for New Mexico’s infrastructure 
process.  With no less than seven separate funding programs for water 
projects, few share resources or coordinate funding to maximize financing.  
 
Separate grant programs compete with and undermine the effectiveness of 
existing loan programs such as the State Revolving Loan Funds.  The 
availability of grant funds directly restricts the number and quality of 
applications to existing state revolving loan fund programs, because the 
hope of obtaining a grant all but eliminates the desire of most communities 
to apply for a loan.  
 
The New Mexico Drinking Water State Revolving Fund (DWSRF) has the 
highest percentage of federal grant balances for unspent water project 
funds in the nation.  The 2013 Unliquidated Obligation report from the 
EPA, identifies the New Mexico DWSRF as having the highest percentage 
of unspent amounts in the nation for federal grants intended for project 
funding.  The report shows that $37 million, or 32 percent of the total 
grants, remains unspent.  
 
New Mexico has multiple application processes for water project funding.  
Communities wanting to secure funding for water projects can apply at 
three separate governmental websites, the NMFA, the New Mexico 
Environment Department, and the Legislature.  Applicants can apply on the 
NMFA website for WTB funding, the Public Project Revolving Fund, and 
the Colonias funding program.  From the NMED website, applicants can 
apply for funding from the DWSRF, the Clean Water SRF, the Rural 
Infrastructure Program, and the Tribal Infrastructure Fund.  Legislative 
capital outlay requests are accessed through the legislative council service 
website.  
 
Wasteful duplication of effort may exist because funding agencies’ 
purposes overlap.  The WTB, legislative capital outlay process, the 
Drinking Water State Revolving Fund, and the Rural Infrastructure 
Program, all serve similar purposes to provide funds to support water 
infrastructure.  Each program has staff that review applications to determine 
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Statutory Authority for water 
policy and project funding: 
 

• NM Interstate Stream 
Commission (ITC) 

• Office of the State 
Engineer (OSE) 

• New Mexico 
Environment Department 
(NMED) 

• Energy, Minerals, and 
Natural Resources 
Department (EMNRD) 

• Department of Game 
and Fish (NMDGF) 

• NM Acequia 
Commission 

• Water Trust Board 
(WTB) 

• New Mexico Finance 
Authority (NMFA) 

• Water Quality Control 
Commission (WQCC) 
 
 

 
WTB Type of Projects 
Awarded 2007 - 2013  

(in millions) 
 

Project Type 
Total 

$ 

Average 
% of 
Total 

Endangered 
Species Act 
Collaborative 
Program $0.8 0.3% 

Flood 
Prevention $9.6 4.0% 
Water 
Conservation, 
Re-Use, 
Recycling 
and 
Treatment $66.4 27.6% 

Water 
Storage, 
Conveyance 
and Delivery $145.4 60.4% 

Watershed 
Restoration 
and 
Management $18.6 7.7% 

Grand Total $241 100% 

Source: NMFA 

eligibility and prioritize requests according to need.  The WTB also overlaps 
funding opportunities for the Tribal Infrastructure Fund (TIF) and Colonias 
Fund, as all three programs are eligible for water project funding.   
 
Challenges exist for the fair and effective administration of the water 
project fund.  The WTB does not comply with rule for interest rates to 
borrowers.  The administrative code requires the NMFA to determine 
interest charged to borrowers based on cost of funds and the ability of a 
qualified entity to repay a loan.  Since 2006, the WTB structured all loans as 
interest-free regardless of the borrower’s ability to pay, median household 
income, the user rates charged by the utility, and the NMFA cost of funds. 
 
Loan forgiveness policy does not encourage fiscal responsibility or 
efficiency.  The loan forgiveness policy allows any community to avoid 
defaulting on a WTB loan because the debt may be waived in the event of 
hardship.  
 
Increased oversight is needed for the administration of the WTB and 
projects.  The NMFA staff to oversee the WTB consists of one full-time 
staff in addition to numerous staff that split their time supporting the WTB 
and other programs.  The one full-time staff presents to and supports the 
various public and non-public meetings held to discuss WTB business.  
There exists one vacancy identified with dual responsibilities of WTB and 
the DWSRF.   
 
Many recommendations for funding included errors.   In the WTB funding 
recommendations of 2010, 2011, 2012, and 2013, 22 contained errors 
regarding the loan proportions.  According to policy, the NMFA determines 
the loan proportion for funding based on the capacity of net system revenues 
as determined by the NMFA financial review.  The remainder is delivered 
as a grant.  The errors in the recommendations suggest a lack of internal 
control and oversight in the recommendation process.   
 
Although required by law, the WTB has not provided a report to the 
Legislature since October 2006.  The annual report is required by October 
1st of each year.  
 
Prior to 2011, $159 million in state funds were disbursed with no 
technical oversight to prevent fraud, waste, and abuse of taxpayer dollars.  
The New Mexico Finance Authority has executed two memorandums of 
understanding (MOU) with the New Mexico Environment Department 
(NMED) to provide technical assistance ensuring that projects are 
completed in accordance with the Water Project Finance Act.  Prior to the 
first contract executed in 2011, no oversight existed for the engineering and 
construction payments, to ensure funds were used efficiently.  Currently, 
only projects requiring pipe receive oversight from the NMED, with flood, 
endangered species, and watershed projects receiving no oversight from the 
state.  
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WTB Top Ten Projects 
(in millions) 

 

 $ 

Primary 
Type of 
Project  

Primary 
Description 
of Project 

$20 conveyance 

Navajo 
Gallup Water 
Supply 
Project 

$16 conveyance 

San 
Juan/Chama 
Diversion 
Project/SFe 

$22 conveyance 

Ute Dam 
Water 
Supply 
Project 

$8 conveyance 

San 
Juan/Chama 
Diversion 
Project/Taos 

$8 watershed 

Claunch-
Pinto 
Watershed 
Restoration 
& 
Management 

$7 
treatment 
or reuse 

Dona Ana 
MDWCA 
Arsenic 
treatment 
facility-
construct. 

$7 conveyance 

Alamogordo 
Regional 
Water 
Supply-
Construct 

$6 

conveyance 
and 
treatment 

Bloomfield 
various 
projects 

$5 conveyance 

Cuatro Villas 
MDWUA 
Waterline 
Infras.-
construct. 

$5 conveyance 

Lower Rio 
Grande 
PWWA 
Mesquite 
transmission 
& distribution 
line 
upgrades-
construct. 

Source: NMFA 
 

The funding cycle for 2014 requires excessive review by four oversight 
bodies resulting in a ten-month funding cycle from application to 
approval.  The 2014 funding cycle begins with the WTB accepting 
applications between August and September 2013.  The WTB performs a 
first screening to determine eligibility and prepares the list of fundable 
projects for recommendation to the Legislature.  The NMFA Oversight 
Committee reviews this list in November, prior to the Legislative 
authorization in January.  The list is twice more reviewed by the WTB and 
lastly by the NMFA Board, culminating in a final funding recommendation 
for 2014 in June of 2014.  Because grant and loan documents are not signed 
until after the bond certification in June, it takes additional months to 
execute agreements and projects may take years to complete.  The August 
2013 Board of Finance balance for the WTB severance tax bonds was $94 
million.    
 
With few exceptions, the WTB awards more funding to regional water 
projects that increase the delivery of water.  The Water Project Finance Act 
as well as WTB policies and rule, require priority be given to projects that 
are identified in regional water plans and have matching federal or local 
funding sources.  Accordingly, the WTB has awarded more funding to 
regional water conveyance projects.  The three largest diversion projects are 
the Navajo-Gallup, the San Juan-Chama, and the Ute Lake Diversion 
projects. 
 
In general, the WTB has correctly awarded projects according to type 
although benefits are not easily measured.  Equitable distribution has on 
average, remained on target over seven years of activity.  
 
The purpose of Ute Lake Reservoir is to increase the water supply for 
citizens, however two risks remain in achieving that purpose.  The Eastern 
New Mexico Rural Water System pipeline project represents a significant 
investment by the state of New Mexico and the federal government.  The 
intended use of this water supply will be to supply drinking water for the 
communities of Clovis, Elida, Grady, Melrose, Portales, Texico and other 
locations in Curry, Roosevelt, and Quay Counties.  Two risks affecting the 
success of the project include the supply of water provided by the Canadian 
River and the lack of strong federal funding commitment.  Ten WTB grants 
have been executed for the Ute diversion project, totaling $30.5 million.  
This project will span at least 10 years for completion. 
 
The Water Trust Fund is projected to be depleted within 19 years.  The 
State Investment Council (SIC) projects the Water Trust Fund will be 
depleted by 2033.  Total funding for the Water Trust Board comes from two 
sources, the Water Trust Fund provides 9 percent of the total, and severance 
tax bond revenues provide 91 percent. 
 
The funding for the Water Trust Fund was appropriated in the Laws of 2006 
and 2007 when $40 million and $15 million, respectfully, were provided.   
The Water Project Finance Act requires an annual $4 million distribution 
from the Water Trust Fund to the Water Project Fund. 
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EPA Four Pillars of Water 
Infrastructure: 

• Better Management 
-Asset Management 

• Full Cost Pricing 
• Water Efficiency 
• Watershed Approach 

-Source water protection 
 
 
 
 
 
 

 
Regional water planning has 
occurred in 16 regions in NM 

 

 
 
 

The SIC approved a new asset allocation for the fund to improve expected 
returns and reduce volatility; however, the new asset allocation expected 
rate of return of 7.5 percent does not make the Water Trust Permanent Fund 
self-sustaining.  The SIC reported a better than 50 percent chance the fund 
will shrink to $0 by 2033. 
 
The WTB is implementing new policies to improve water systems 
planning, management, and compliance, but creating more 
requirements and review.  WTB policies have evolved and show a 
stronger commitment to sustainability and best management practices. The 
WTB project management policies have evolved from numerous 
amendments since 2007.  In 2010 and 2013 policies were revised to increase 
funding for projects that are ready to proceed, demonstrate previous funding 
amounts are being used, and require utilities to adopt best business practices 
such as asset management plans, user rate analysis, and source water 
protection planning.   
 
Relative to 2011, loan amounts have doubled in 2012 and nearly doubled in 
2013, demonstrating a higher commitment to sustaining the corpus of the 
fund and requiring a higher level of local contribution.    
 
New WTB policies will streamline the application process and provide 
more time for applicants to comply with policies.  The latest amendments 
to policies were adopted by the WTB at the August 2013 meeting, however 
these amendments need codification into rule.  While some of the changes 
simply clarified existing language, other significant amendments streamline 
the application and review process. 
 
New WTB policies will improve financial and environmental 
accountability of public utilities.  The WTB is addressing the fact that 
many of the state’s community water systems do not have basic utility 
management tools in place and many are not in compliance with state and 
federal laws.  To improve the current situation, the WTB will require, as a 
condition of funding, compliance with applicable laws and many of the 
recommendations provided as a result of the 2005 House Joint Memorial 86 
(HJM86).    
 
Many smaller utilities will require assistance to comply with the new 
requirements such as asset management plans and source water 
protection plans.  Capacity development for financial, managerial, and 
technical capacities will need to improve for applicants to comply with new 
eligibility requirements.  The DWSRF includes capacity development 
funding in each federal grant awarded.   In addition to the DWSRF capacity 
development funding and staff, non-profit agencies such as the NM Acequia 
Association, the Rural Water Association, and the Rural Community 
Assistance Corporation, can be utilized to provide capacity development 
and assist communities to comply with the new requirements.   
 
The WTB places priority on projects identified in regional water plans.   
Included as a critical policy within the state water plan is the prioritization 
and funding of water-related infrastructure.  While all 16 regions having 
submitted a regional water plan, they are not inconsistently produced which 

$36 

$60 

$41 $44 

$28 

$5 $6 $5 $9 $9 

$0 
$10 
$20 
$30 
$40 
$50 
$60 
$70 

WTB Funding 
Composition  
Since 2009 
(in millions)  Grant  

Loan  
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“The state will plan and prioritize 
water infrastructure 
improvements to get supplies to 
where they will serve the 
greatest good in facilitating 
economic development and in 
serving existing and future 
populations” - the NM State 
Water Plan 2003 

 
 
 
 

The American Society of Civil 
Engineers 2013 Infrastructure 
Report Card grade for New 
Mexico: 
 
Drinking Water     C- 
Flood Control       D+ 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

complicates coordinating the plans.   In 2013, the Legislature appropriated 
$400 thousand to the Interstate Stream Commission, matched with an 
additional $400 thousand from the Local Government Planning Fund, to 
update the state and regional water plans.  The OSE/ISC will provide supply 
and demand projections, with the 16 regions providing the strategies to 
match supply with demand.   
 
KEY RECOMMENDATIONS 
 
The WTB should: 
 

• establish a centralized funding process for funding water projects 
statewide through collaboration by all water funding programs; 

• require the use of a single uniform funding application process to 
serve all taxpayers requesting water-related funding, to be accessed 
by all water funding agencies;  

• provide loans with interest rates consistent with law and rule;  
• continue to require technical oversight for projects;  
• remove exceptions to policies, such as loan forgiveness;  
• hire the vacant WTB staff position to assist with oversight;  
• utilize the Local Government Planning Fund to contract with third-

party providers to assist with asset management plans, source water 
protection plans, and user-rate analysis.   

 
The Legislature should: 
 

• require the use of a single application process for all water 
infrastructure projects through a uniform funding application 
process to serve all applicants as well as all funding agencies for 
water programs;  

• establish a single, interagency committee responsible for 
coordinating all water funding programs for water infrastructure 
projects and require a centralized reporting process to measure 
effectiveness; and 

• prioritize and fund water-related capital outlay infrastructure 
projects only when existing loan and grant programs cannot. 
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BACKGROUND INFORMATION 

Created by Section 6-21 NMSA 1978 the New Mexico Finance Authority (NMFA) provides infrastructure 
financing for the state’s counties, cities, and certain departments of state government.  In the laws of 2001, the 
Water Project Finance Act created the Water Trust Board (WTB) and named the NMFA as administrator.  The 
purpose of the WTB is to provide funding for water use efficiency, resource conservation and protection, and fair 
distribution and allocation of water.  

Although the WTB provides millions each year to fund local and regional water projects, according to the State 
Water Plan, the responsibility of providing adequate and safe drinking water for citizens belongs to local 
governments and communities.  The state’s role is to support the local agencies through the combined efforts of the 
State Engineer, Interstate Stream Commission, the Environment Department, and the Water Trust Board.  

By statute, the board is made up of sixteen members. 

Table 1. Water Trust Board Members as of October 2013 

      Name  Representing Type 

1 Scott Verhines, Chairman State Engineer State Government 

2 Tom Clifford 
Department of Finance and 
Administration State Government 

3 John Gasparich New Mexico Finance Authority State Government 

4 Ryan Flynn Department of the Environment State Government 

5 David Martin, Secretary 
Department of Energy, Minerals and 
Natural Resources State Government 

6 James Lane Department of Game and Fish State Government 

7 Jeff Witte Department of Agriculture State Government 

8 
William Fulginiti, Vice 
Chairman New Mexico Municipal League Non-profit association 

9 Steve Kopleman New Mexico Association of Counties Non-profit association 

10 Vacant  Environmental Community Appointed Public Member 

11 Trudy Healy 
Representative, Irrigation or 
Conservancy District, Surface Water Appointed Public Member 

12 Vacant 
Representative, Irrigation or 
Conservancy District, Ground Water Appointed Public Member 

13 David Ortiz Acequia Water Users Appointed Public Member 

14 Brent Van Dyke 
Soil and Water Conservation 
Districts Appointed Public Member 

15 Richard Luarkie Indian Affairs Commission Appointed Public Member 

16 Ben Shelly Navajo Nation Tribal 
Source: NMFA  

 
Two vacancies exist at the WTB and these members are appointed by the governor and approved by the senate.  In 
addition, one public member’s appointment has expired. 
 
Since the Water Project Finance Act of 2001, legislation affecting the WTB included large appropriations of funds 
in 2006 and 2007, and one constitutional amendment in 2006. 
   
The Water Project Fund is the fund that supports all projects funded by the WTB and receives revenues from 
severance tax bond (STB) sales and annual distributions from the Water Trust Fund.  Revenues from STB’s provide 
the majority of funds at 91 percent of the total, and the annual $4 million transfer from the permanent Water Trust 
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Fund provides 9 percent.  The STB revenues are provided based on ten percent of the state’s annual senior STB 
capacity.  The first STB distribution began in 2004 and since inception, has totaled $278 million.  Expenditures 
have totaled $178 million, with a remaining balance of $94.2 million held at the Board of Finance as of July 2013. 
  

Table 2. Severance Tax Bond Balance for 
Water Trust Board  

      Year 
Sold 

Bond 
Series 

 Amount 
Sold  

 Amount 
Expended  

 Amount 
Reauthorized  

 
Balance  

2004 STB04SA $13 $9   $4 

2005 STB05SA $18 $18   $0 

2006 STB06SA $28 $23 $2 $3 

2007 STB07SA $33 $30 $3 $0 

2008 STB08SA $32 $29   $3 

2009 STB09A $30 $20   $10 

2009 STB09SC $8 $8   $1 

2010 STB10SA $30 $23   $7 

2011 STB11SA $26 $14   $13 

2012 STB12SA $26 $5   $21 

2013 STB13SA $33 $0   $33 

  Totals $278 $178 $5 $94 
Source: Board of Finance July 2013 

 
In 2006, state voters approved a constitutional amendment to convert the existing Water Trust Fund into a 
permanent fund.  Permanent funds are intended to provide investment income to support the beneficiary, in this 
case, the Water Trust Board and the Water Project Fund.   
 

Table 3. Water Trust Fund Required 
Distributions vs. Actual  

(in millions) 

   
FY 

Required 
Distribution to WPF 
Section 72-4A-8(B) 

Actual Distribution made 
from State Investment 

Council 

2002 $4 $0 

2003 $4 $0 

2004 $4 $0 

2005 $4 $0 

2006 $4 $0 

2007 $4 $4 

2008 $4 $4 

2009 $4 $4 

2010 $4 $4 

2011 $4 $4 

2012 $4 $4 

2013 $4 $4 

  $48 $28 
Source: State Investment Council 
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The STB revenues and the Water Trust Fund distributions are transferred to the Water Project Fund, the active fund 
used by the WTB for projects and administration.  After a required 10 percent distribution to the Office of State 
Engineer to perform water rights adjudications, the Water Project Fund is the vehicle used to fund nearly $250 
million in water-related projects, consisting of $216 million in grants or 86 percent, and $34 million in loans or 14 
percent.  All WTB loans are interest free, but include an administrative fee charged by the NMFA.  
 
The Water Project Finance Act lists five types of projects eligible for funding:  
 

• the storage, conveyance or delivery of water to end users;  
• the implementation of federal Endangered Species Act (ESA) collaborative programs;  
• the restoration and management of watersheds;  
• flood prevention; and 
• conservation, recycling, treatment or reuse of water. 
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FINDINGS AND RECOMMENDATIONS 
 
NEW MEXICO’S HIGH RATE OF GRANT AWARDS FOR WATER PROJECTS ADVERSELY 
IMPACTS THE EFFECTIVENESS OF RELATED LOAN PROGRAMS 

New Mexico provides mostly grant funds for water projects, while the majority of states provide mostly self-
sustaining, revolving loan funds.  While the Drinking Water State Revolving Fund (DWSRF) is the primary 
federal funding source to support drinking water projects to states nationwide, thirty states also offer funding 
programs separate from the DWSRF.  Of these thirty, grant funding for water projects totaled $2.2 billion since 
1996.  New Mexico ranks second in the U.S. in grant funding for water projects and reported $353 million for 
grants, separate from the DWSRF loan program (Appendix B).  Second only to Kentucky, funding water-related 
grant programs from severance taxes derived from coal extraction, New Mexico funds water-related programs from 
severance taxes derived from oil and gas extraction.   

Table 4. Top Ten States That Fund 
Water-Grant Programs 1996 - 2012  

(in millions) 
 

    

Ranking State 

Total 
Water 
Grant 
Programs 

% of 
Total 
State 
Funds 

1 Kentucky $538.7 25% 

2 
New 
Mexico $352.7 16% 

3 
North 
Carolina $249.1 11% 

4 Oregon $164.5 8% 
5 Colorado $110.6 5% 
6 Alaska $103.8 5% 
7 Nevada $95.0 4% 
8 New York $90.0 4% 

9 
West 
Virginia $52.6 2% 

10 Montana $50.5 2% 
Source: EPA NIMS Report 

 
New Mexico spends six times more on water project grants than all neighboring states combined.  According to 
the National Information Management System (NIMS) FY12 report, New Mexico spent $20 million on water grant 
projects, while Oklahoma, Colorado, Texas, Arizona and Utah spent $3 million total.  These neighboring states, as 
well as most states in the U.S., fund water projects from revolving loan programs, which are intended to be self-
perpetuating.   
 
The WTB is the largest funding program for water projects in New Mexico, with 43 percent of the total, providing 
$250 million in funding since 2002.  Capital outlay projects are directly funded by the Legislature and provided 26 
percent of the total.  The top two funding programs for the state have provided $401 million for water projects and 
are primarily grant programs.  The DWSRF funded the third highest amount, providing $133 million, or 23 percent 
of the total.    
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Table 5. New Mexico Water Infrastructure Funding  

(in thousands) 

         

Program/ 
Agency 

Water Trust 
Board/ 
NMFA 

State 
Capital 
Outlay 
Grants/ 
NMED 

Drinking 
Water State 
Revolving 

Loan Fund/ 
NMFA/NMED 

State & 
Tribal 

Federal 
Earmarks/ 

NMED 

Tribal 
Infrastructure 

Fund/  
BIA 

Colonias/ 
NMFA 

Rural 
Infrastructure 

Loan 
Program/ 

NMED Total 

2002 $0 $2,855 $9,434 $1,793 $0 $0 $0 $14,082 

2003 $0 $5,674 $5,940 $1,908 $0 $0 $0 $13,523 

2004 $3,600 $15,799 $1,780 $4,459 $0 $0 $1,229 $26,867 

2005 $0 $13,203 $14,741 $2,021 $0 $0 $30 $29,995 

2006 $0 $36,208 $6,565 $910 $1,273 $0 $831 $45,787 

2007 $700 $45,888 $5,757 $0 $0 $0 $650 $52,995 

2008 $2,252 $12,633 $27,841 $1,622 $1,625 $0 $260 $46,233 

2009 $41,467 $3,217 $17,050 $970 $3,844 $0 $2,185 $68,734 

2010 $66,160 $663 $17,189 $0 $240 $0 $490 $84,742 

2011 $45,649 $2,046 $1,148 $0 $0 $0 $337 $49,180 

2012 $53,473 $3,022 $0 $0 $6,484 $6,585 $790 $70,355 

2013 $36,592 $9,615 $25,526 $0 $0 $8,553 $599 $80,885 

Total $249,893 $150,824 $132,971 $13,683 $13,466 $15,138 $7,401 $583,376 

Source: NMFA, NMED, BIA 

 
The Water Project Finance Act requires the WTB to prioritize the planning and financing of water projects 
required to implement the State Water Plan.  The State Water Plan names the Office of the State Engineer and 
the Interstate Stream Commission to coordinate with the WTB to establish a centralized review process for funding 
water projects statewide.   
 
A lack of coordination and fragmentation exists between funding programs.  An August 2007 LFC Hearing Brief 
identified fragmentation of programs as the fundamental problem for New Mexico’s infrastructure process.  With 
no less than seven separate funding programs for water projects, few share resources or coordinate funding to 
maximize financing.  Unfortunately, the fragmentation still exists and the root causes include: 
 

• programs (identified in Table 5 above) continue to operate independently of each other;  
• programs compete for the same customers;  
• funding comes from different sources and have widely different eligibility criteria;  
• incentives do not exist for collaboration on projects;  
• a long-term statewide capital plan is not centrally coordinated;  
• agency and bureau boundaries inhibit communication; and  
• no one agency is held accountable for a coordinated and centralized reporting function. 

 
Separate grant programs compete with and undermine the effectiveness of existing loan programs such as the 
State Revolving Loan Funds.  The availability of grant funds directly restricts the number and quality of 
applications to existing state revolving loan fund programs, because the hope of obtaining a grant all but eliminates 
the desire of most communities to apply for a loan.  For example, the City of Santa Fe recently declined their Clean 
Water SRF funding offer because they are looking for state and federal grant funds and do not want any loans at 
this time (Appendix C).  
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The New Mexico Drinking Water State Revolving Fund (DWSRF) has the highest percentage of federal grant 
balances for unspent water project funds in the nation.  The 2013 Unliquidated Obligation report from the EPA, 
identifies the New Mexico DWSRF as having the highest percentage of unspent amounts in the nation for federal 
grants intended for project funding.  The report shows that $37 million, or 32 percent of the total grants, remains 
unspent.  The U.S. Environmental Protection Agency Office of Inspector General (OIG) recently began the 
fieldwork phase of an audit on the pace of state expenditures in New Mexico’s DWSRF program.  One of the audit 
objectives is to determine whether state actions to reduce large balances of DWSRF unliquidated obligations have 
been effective.  
 
New Mexico has multiple application processes for water project funding.  Communities wanting to secure 
funding for water projects can apply at three separate governmental websites, the NMFA, the New Mexico 
Environment Department, and the Legislature.  Applicants can apply on the NMFA website for WTB funding, 
Public Project Revolving Fund, and the Colonias funding program.  Because the DWSRF program is co-
administered by the New Mexico Environment Department’s (NMED) Drinking Water Bureau, the NMFA website 
provides a link to the NMED website.  The NMED website states that it is New Mexico’s ‘one-stop-shop’ for water 
and wastewater infrastructure funding solutions.  From the NMED website, applicants can apply for funding from 
the DWSRF, the Clean Water SRF, the Rural Infrastructure Program, and the Tribal Infrastructure Fund.  The 
NMED website also provides a link back to the NMFA website.  Legislative capital outlay requests are accessed 
through the legislative council service website.  
 
Wasteful duplication of effort may exist because funding agencies’ purposes overlap.  The WTB, legislative 
capital outlay process, the Drinking Water State Revolving Fund, and the Rural Infrastructure Program, all serve 
similar purposes to provide funds to support water infrastructure.  Each program has staff that review applications 
to determine eligibility and prioritize requests according to need.  In addition to the duplication of time and effort 
on the part of the programs, the communities that submit multiple applications also duplicate their time and effort.  
The WTB also overlaps funding opportunities for the Tribal Infrastructure Fund (TIF) and Colonias Fund, as all 
three programs are eligible for water project funding.  Ten WTB grants have been made to tribes totaling $5.7 
million in grant funding.  One applicant, for example, recently applied to the legislative capital outlay process, the 
WTB, and the Tribal Infrastructure Fund, all for the same project.  
 
Recommendations 
 
The WTB should: 
 

• establish a centralized funding process for funding water projects statewide through collaboration by all 
water funding programs; and 

• require the use of a single uniform funding application process to serve all taxpayers requesting water-
related funding, to be accessed by all water funding agencies. 

 
The Legislature should: 
 

• require the use of a single application process for all water infrastructure projects through a uniform 
funding application process to serve all applicants as well as all funding agencies for water programs;  

• establish a single, interagency committee responsible for coordinating all water funding programs for water 
infrastructure projects and require a centralized reporting process to measure effectiveness;  

• require a statewide, comprehensive, multi-year capital plan for water projects; and 
• prioritize and fund water-related capital outlay infrastructure projects only when existing loan and grant 

programs cannot. 
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CHALLENGES EXIST FOR THE FAIR AND EFFECTIVE ADMINISTRATION OF THE WATER 
PROJECT FUND  
 
The WTB does not comply with rule for interest rates to borrowers.  The administrative code requires the 
NMFA to determine interest charged to borrowers based on cost of funds and the ability of a qualified entity to 
repay a loan.  Since 2006, the WTB structured all loans as interest-free regardless of the borrower’s ability to pay, 
median household income, the user rates charged by the utility, and the NMFA cost of funds. 

The Water Project Finance Act states that the Water Project Fund shall consist of distributions and payments from 
principal and interest on loans.  In 2006 the NMFA staff suggested zero interest loans, a simple formula for all 
projects that could be easily understood by all stakeholders.  
 
The Clean Water SRF is a similar revolving loan program and uses the communities’ median household income to 
create a tiered interest rate structure, combined with the user rates charged.  The lowest interest rates are offered to 
communities with a median household income below the statewide average and who charge reasonable user rates 
based on statewide averages.  This rewards utilities that charge consumers reasonable amounts rather than 
providing water at subsidized rates.  
 
Loan forgiveness policy does not encourage fiscal responsibility or efficiency.  The loan forgiveness policy 
allows any community to avoid defaulting on a WTB loan because the debt may be waived in the event of hardship.  
For example, in each of the first three annual payments required, the Ciudad Soil and Water Conservation District 
received loan forgiveness.  Likewise, El Prado Water and Sanitation District, with the ability to charge both mil 
levies and user rates, received a $20 thousand loan forgiveness in 2010.   

Table 6. WTB Loan Principal Forgiveness  
       

Date 

WTB 
Loan 

# Community 
Total 

Obligation: 
Grant 

Amount 
Loan 

Amount 
Forgiveness 

Amount 

5/31/2010 85 
El Prado Water & 
Sanitation District $2,000,000 $1,600,000 $400,000 $19,917 

5/25/2011 142 
Ciudad Soil & 
Water District $110,000 $99,000 $11,000 $1,088 

6/1/2012 142 
Ciudad Soil & 
Water District       $1,090 

5/7/2013 142 
Ciudad Soil & 
Water District       $1,093 

Source: NMFA 

 
Policy waivers are routinely requested and acted upon at WTB meetings.  Time extension, project 
continuation, loan component, and local match requirement are commonly requested for policy waivers from 
applicants.  The WTB has the authority to deviate from policies when necessary and considers the end 
consequences of requests to act accordingly for the public good.  Many of the policy waiver requests could be 
avoided in the application and recommendation process when financial capacity for local match and debt is 
determined, as well as compliance with policies.  The waivers are considered on a case-by-case basis but are time 
consuming. 
 
For example, at two meetings, the city of Gallup requested and was denied the grant-loan funding package of $5.9 
million grant and 20 percent loan for $1.2 million be restructured to a 100 percent grant.  The waiver was again 
requested at the 8/29/09 WTB meeting, when it was again rejected.  The waiver was requested a third time, citing 
NMFA policy 6.3(C) allowing applications from tribes to waive the loan component with local matching funds.  
The WTB approved the loan waiver request although the city of Gallup is not an Indian Nation.  
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Increased oversight is needed for the administration of the WTB and projects.  The NMFA staff to oversee the 
WTB consists of one full-time staff in addition to numerous staff that split their time supporting the WTB and other 
programs.  The one full-time staff presents to and supports the various public and non-public meetings held to 
discuss WTB business.  There exists one vacancy identified with dual responsibilities of WTB and the DWSRF.  
 
Many recommendations for funding included errors.  In the WTB funding recommendations of 2010, 2011, 2012, 
and 2013, 22 contained errors regarding the loan proportions.  According to policy, the NMFA determines the loan 
proportion for funding based on the capacity of net system revenues as determined by the NMFA financial review.  
The remainder is delivered as a grant.   
 
The financial review process is conducted by NMFA staff using the last three years of financial statements, 
preferably audited, to determine the average net system revenues.  Based on this analysis, the financial analyst 
recommends a loan proportion, between 10 percent to 40 percent.  Historically, most of the WTB funds have been 
awarded as 100 percent grants or 90 percent grants which represent 72 percent of all funding between 2008 - 2012.  
 

Table 7. WTB Grant and Loan Proportions 2008-2012 
(dollars in millions) 

      
Grant/Loan 

% 

Count of 
Funding 

Agreements 
% of Total 

Count 
Sum of Grant 

Amount 

Sum of 
Loan 

Amount 
Total Grant 
and Loan 

100% Grant 70 30% $72 $0 $72 

90/10 99 42% $68 $8 $76 

80/20 51 22% $58 $15 $73 

60/40 16 7% $17 $11 $29 

Total 236 100% $216 $34 $250 
Source: NMFA 

 
The results of the NMFA financial analysis are not publicly available but have significant consequence for 
awarding grant and loan proportions for applicants.  These recommendations were included in the list for 
Legislative authorization and also received WTB approval.  In eighteen cases, the funding recommendation 
reported the applicant could afford the maximum loan of 40 percent but the community received the minimum 10 
percent loan.  In three other examples, the funding recommendation reported the applicant could not afford the 
maximum, but instead received the maximum loan of 40 percent.   In both FY11 and FY12, the error rate within the 
recommendations exceeds forty percent.  Financial analysis for the resulting loans were corrected at later dates, 
prior to the grant-loans being executed.  The errors in the recommendations suggest a lack of internal control and 
oversight in the recommendation process.   
 
Although required by law and rule, the WTB has recommended loans to communities without demonstrating the 
ability to pay.  The WTB has recommended loans for communities although negative net revenues are reported on 
the WTB funding recommendation.  Both the law and rule that govern conditions for grants and loans require 
financial capability to ensure sufficient revenues to operate and maintain water projects and to repay the loan.  
Santa Fe County received two grants and two 10 percent loans in the 2012 funding cycle while the recommendation 
reported annual net revenues as negative and debt coverage ratio was reported at zero.  In the same funding cycle of 
2012, the Claunch-Pinto Soil and Water Conservation District  received two $540 thousand grants and two 10 
percent loans, although the recommendation reported negative net revenues and zero debt coverage ratio.   
 
Although required by law, the WTB has not provided a report to the Legislature since October 2006.  The annual 
report is required by October 1st of each year and is to include an accounting of: 
 

• total expenditures from the water project fund;  
• purposes;  
• analysis of the accomplishments of expenditures; and 
• recommendations for legislative action.  
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Prior to 2011, $159 million in state funds were disbursed with no technical oversight to prevent fraud, waste, and 
abuse of taxpayer dollars.  The New Mexico Finance Authority has executed two Memorandums of Understanding 
(MOU) with the New Mexico Environment Department (NMED) to provide technical assistance ensuring that 
projects are completed in accordance with the Water Project Finance Act.  The first contract was executed August 
2011 and expired after ten months, on June 2012.  The second contract was signed eight months later, in March of 
2013, and the term is more than four years ending June 2017 for an amount not to exceed $250 thousand.  This 
evaluation did not include a review of the results of the MOU’s, however invoices are being reviewed and approved 
by the NMED before being paid by the WTB.  Prior to these contracts, no oversight existed for the engineering and 
construction payments, to ensure funds were used efficiently.  Currently, only projects requiring pipe receive 
oversight from the NMED, with flood, endangered species, and watershed projects receiving no oversight from the 
state.  
 
The funding cycle for 2014 requires excessive review by four oversight bodies resulting in a ten-month 
funding cycle from application to approval.  The 2014 funding cycle begins with the WTB accepting 
applications between August and September 2013.  The WTB performs a first screening to determine eligibility and 
prepares the list of fundable projects for recommendation to the Legislature.  The NMFA Oversight Committee 
reviews this list in November, prior to the Legislative authorization in January.  It is not until mid-January that the 
State Board of Finance provides the estimated STB capacity for the current year, which states how much funding is 
available for the WTB.     
 
After the legislative authorization of the list, the seven-agency Project Management Team, a sub-committee of the 
WTB, evaluates the applications and scores them according to readiness to proceed and need.  The list is twice 
more reviewed by the WTB and lastly by the NMFA Board, culminating in a final funding recommendation for 
2014 in June of 2014.  At the June meeting, the WTB certifies the need for the State Board of Finance to issue 
bonds.   
 
Because grant and loan documents are not signed until after the bond certification, it takes additional months to 
execute agreements and projects may take years to complete.  The August 2013 Board of Finance balance for the 
WTB severance tax bonds was $94 million.    
 

 
 
With few exceptions, the WTB awards more funding to regional water projects that increase the delivery of 
water.  The Water Project Finance Act as well as WTB policies and rule, require priority be given to projects that 
are identified in regional water plans and have matching federal or local funding sources.  Accordingly, the WTB 
has awarded more funding to regional water conveyance projects.     

Figure 1. Application Timeline 
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Table 8. WTB Top Ten Awards to Communities 

      

Count Community 
Total Dollar 
Alocation 

Count of 
Projects or 

Awards 

Primary 
Type of 
Project  

Primary Description 
of Project 

1 Gallup, City of $19,729,551 6 conveyance 
Navajo Gallup Water 
Supply Project 

2 Santa Fe, City of $15,680,954 6 conveyance 
San Juan/Chama 
Diversion Project 

3 
ENMWUA 
[ENMRWA] $22,107,692 8 conveyance 

Ute Dam Water 
Supply Project 

4 Taos, Town of $7,731,553 6 conveyance 
San Juan/Chama 
Diversion Project 

5 
Claunch-Pinto 
SWCD $7,688,200 13 watershed 

Watershed 
Restoration & 
Management 

6 Dona Ana MDWCA $7,410,000 5 
treatment or 
reuse 

Arsenic treatment 
facility-construct 

7 Alamogordo, City of $7,335,000 2 conveyance 
Regional Water 
Supply-Construct 

8 Bloomfield, City of $6,116,583 8 

conveyance 
and 
treatment various 

9 
Cuatro Villas 
MDWUA $5,212,872 2 conveyance 

Waterline Infras.-
construct 

10 
Lower Rio Grande 
PWWA $5,121,630 2 conveyance 

Mesquite transmission 
& distribution line 
upgrades-construct 

Source: NMFA 

 
In general, the WTB has correctly awarded projects according to type although benefits are not easily 
measured.  Equitable distribution has on average, remained on target over seven years of activity.  Yellow shaded 
cells identify instances where percentages varied from the targets, the green cells identify the averages are within 
the targets.  
  

Table 9. Percentage WTB Projects Awarded by Type 2007 - 2013 by Dollar Amount  
 

           
Project Type 

Policy 
Target July 

2013:  2007 2008 2009 2010 2011 2012 2013 Total $ 

Average 
% of 
Total 

Endangered Species Act 
Collaborative Program 

up to 10 0% 2% 0% 0% 0% 0% 0% $750,000 0% 

Flood Prevention up to 10% 0% 2% 0% 1% 5% 15% 7% $9,562,885 4% 
Water Conservation, Re-
Use, Recycling and 
Treatment 

15 - 30% 32% 8% 14% 29% 34% 70% 16% $66,431,830 28% 

Water Storage, Conveyance 
and Delivery 

60 - 75% 64% 84% 78% 62% 52% 5% 67% $145,353,056 60% 

Watershed Restoration and 
Management 

5 - 15% 5% 5% 8% 8% 9% 11% 9% $18,597,846 8% 

Grand Total   100% 100% 100% 100% 100% 100% 100% $240,695,618 100% 
Source: NMFA 

 
Six million dollars in grant funds to the Claunch-Pinto Soil and Water Conservation District is of questionable 
benefit for water supply.  The Water Trust Board funded $6 million for forest thinning and re-seeding of 200 
thousand acres for the Claunch-Pinto Soil and Water Conservation District.  The project goal is to retain more rain 
and snowmelt in the soil, to recharge the aquifer.  The NM Environment Department Watershed Protection Section 
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provides comments relating to the WTB requests for funding for watershed applications.  Comments relevant to the 
Claunch-Pinto grants include: 
 

• increased water yield from piñon-juniper thinning projects has not been established by research; 
• references to studies supporting the increase in water yield from thinning piñon-juniper forests are mostly 

30 years to 40 years old; and 
• more recent research concludes that benefits are negligible where average precipitation is less than 20 

inches per year.   
 

The narrative from the applicant states that repeat treatments are likely needed every 7 years to 10 years to meet 
desired watershed health objectives and increased water yield.  The narrative concludes that forest thinning reduces 
catastrophic wildfire risk that reduces the quantity of ash and sediments going into the waterways, increasing water 
quality.   
 
The NMED Watershed Protection Section suggests more focus should be directed to address quantifiable measures 
such as the impaired waters list and total maximum daily loads with non-point source components.  There should be 
a more specific targeting of streams where NMED has identified a problem and consistent with WTB policies to 
protect and restore water quality.   
 
Cities, towns, villages, and water utility authorities, which include the three largest water diversion projects, have 
received the most funding.  In addition to project type, eligible entities that qualify for WTB funding are identified 
in the Water Project Finance Act.  These include state agencies, political subdivisions of the state, intercommunity 
water or natural gas supply associations, Indian Nations, Tribes or Pueblos.  Consistent with the state water plan 
and WTB management policies, priority is given to projects that: 
 

• are identified in a regional water plan accepted by the Interstate Stream Commission (ISC);  
• demonstrate a local contribution and leveraging of funds; 
• demonstrate an urgent need; and 
• have been recommended by the WTB to the Legislature. 

 
The three largest diversion projects are the Navajo-Gallup Pipeline, the San Juan-Chama, and the Eastern New 
Mexico Rural Water Authority (aka the Ute Lake Diversion Project).   
 

Table 10. Entities Applying for WTB Funding 2007-2013 
(in thousands) 

 
     

Applicants 

Sum of 
Requested 

Amount 
Sum of 

Awarded 

Percent 
Requested 

vs. Awarded 

Percent 
of Total 

Awarded 
Acequia $793 $579 73% 0% 
City*, Town or Village $332,044 $109,824 33% 46% 
COG $341 $0 0% 0% 
County $79,777 $26,999 34% 11% 
Joint City/County (San 
Juan-Chama) $6,000 $0 0% 0% 
State Government $2,383 $1,374 58% 1% 
Mutual Domestic $145,231 $31,855 22% 13% 
Tribe $32,667 $10,137 31% 4% 
Water&San&Soil Districts $71,748 $25,479 36% 11% 
Water Utility Authority** $65,926 $34,449 52% 14% 
Grand Total $736,911 $240,696 33% 100% 

Source: NMFA 
*Cities include the three largest diversion projects: Navajo-Gallup, San Juan-
Chama, and Ute Lake (ENMRWA) 

 **Water Utility Authorities include Albq Bernalillo, Camino Real, ENMRWA, El 
Valle, Enchanted Forest, Lower Rio Grande, Southern Sandoval and El Rito 
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The purpose of Ute Lake Reservoir is to increase the water supply for citizens, however two risks remain in 
achieving that purpose.  The Eastern New Mexico Rural Water System pipeline project represents a significant 
investment by the state of New Mexico and the federal government.  Ute Dam is located on the Canadian River, 
originating in Colorado and travels through New Mexico, Oklahoma, and Texas.  The water in the Canadian River 
is apportioned according to the Canadian River Compact between the four states and was approved by Congress in 
1952.  New Mexico’s Canadian River Compact provides for 200 thousand acre feet of water.  The Ute Lake Dam 
was completed in 1963 with an original capacity of 109 thousand acre feet.  In 1982, the dam’s spillway was 
increased to allow for up to 246 thousand acre feet.  The intended use of this water supply will be to supply 
drinking water for the communities of Clovis, Elida, Grady, Melrose, Portales, Texico and other locations in Curry, 
Roosevelt, and Quay Counties.  
   
The supply of water provided by the Canadian River is one risk variable affecting the success of the project.  The 
Interstate Stream Commission (ISC) holds the water rights and administers Ute Dam and Reservoir for its stated 
beneficial uses, which includes a source of drinking water for Eastern New Mexico communities.  The ISC has 
made available up to 24 thousand acre feet of water per year (af/y) for purchase for this purpose.  The 24 thousand 
af/year is based on ISC’s yield study in 1993 and represents the amount of water that the reservoir is estimated to 
reliably provide 90 percent of the time.  This study has been supported by three subsequent studies with the last one 
completed in 2012.   
 
The lack of strong federal funding commitment is the second risk variable affecting the success of the project.  
The 111th Congress enacted the Omnibus Public Land Management Act of 2009 and included federal authorization 
for the Bureau of Reclamation for the Eastern New Mexico Rural Water System project.  The project is designed to 
deliver approximately 16.5 thousand af/year and depends on the Secretary of Interior to provide funding to the 
Eastern New Mexico Rural Water Authority to plan, design, and construct the project.  The federal share of cost 
shall not be more than 75 percent of the total project cost.   
 
Ten WTB grants have been executed for the Ute diversion project, totaling $30.5 million.  This project will span at 
least 10 years for completion. 
 

  
Ute Lake Diversion Project        Intake Structure for Ute Lake Diversion Project 

 
Recommendations 
 
The WTB should: 
 

• provide loans with interest rates consistent with law and rule;  
• offer loans only to communities that demonstrate ability to repay them, which may require an increase in 

user rates to afford the minimum loan;  
• continue to require technical oversight for projects;  
• remove exceptions to policies, such as loan forgiveness;  
• hire the vacant WTB staff position to assist with oversight; and 
• continue with NMED Watershed Protection Section review of watershed applications with focus on 

improving impaired streams and non-point source pollution. 
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THE WATER TRUST FUND IS PROJECTED TO BE DEPLETED WITHIN 19 YEARS 
 
The Water Trust Fund provides 9 percent of annual revenues to the Water Project Fund, but the balance is 
expected to be exhausted by FY33.  Total funding for the Water Trust Board comes from two sources, the Water 
Trust Fund provides 9 percent of the total, and severance tax bond revenues provide 91 percent.  

 

The Water Project Finance Act requires an annual $4 million distribution from the Water Trust Fund to the Water 
Project Fund beginning on July 1st of fiscal year 2003 and each fiscal year thereafter.  The funding for the Water 
Trust Fund was finally appropriated in the Laws of 2006 and 2007 when $40 million and $15 million, respectfully, 
were provided.    

In 2006, the Water Trust Fund was constitutionally established as a permanent fund for the purpose of securing a 
supply of clean and safe water for New Mexico residents.  The Water Trust Fund becomes self-sustaining when 
investment revenues equal or exceed expenditures.  With required minimum Water Trust Fund distributions of $4 
million per year to the Water Project Fund, the average annual return on investment must meet or exceed this 
amount.    

Table 11. Legislation Affecting the  
Water Trust Board 

    Laws: Description: 

SB169 Laws of 2001 

Created the Water Project Finance Act 
(Section 72-4A NMSA 1978), the Water 
Trust Fund, the Water Project Fund 

HB2 Laws of 2006 
$40 million in general funds are 
appropriated to the WTF 

HJM6, Laws of 2006 
Joint Resolution to amend Article 16 of 
the State Constitution 

11/6/2006 general election 
approves the constitutional 
amendment to Article XVI 
Section 6 

included the $4 million distribution from 
WTF to WPF and appropriation 
language for water projects consistent 
with state water plan and as otherwise 
provided by law. 

HB2 Laws of 2007 
$15 million in general funds are 
appropriated to the WTF 

Source: NMSA 

STB Funds $278 

Water Trust Fund 
$28 

Chart 1. Water Project Fund Revenues 2004 - 2013  
(in millions) 

Source: BOF and SIC 
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The Water Trust Fund would sustain itself at $85.1 million assuming a 4.7 percent return on investment.  The 
law requires $4 million annual distributions from the WTF to the WPF, until the $4 million is less than or equal to, 
four and seven-tenths percent (0.047) of the five year average market values of the water trust fund.  The law is not 
specific regarding whether this is fund balance or investment and cash balances.  After the 4.7 percent is greater 
than $4 million, the distribution is 0.047 of the five-year average.    

The State Investment Council projects the WTF will be depleted by 2033.  The fund has not received an 
appropriation since 2007 and has realized an average annual return on investments (ROI) of $2.2 million, or five 
percent per year.   

At the September 2013 WTB meeting, the State Investment Council (SIC) reported to the board the current value of 
Water Trust Permanent Fund was $43.9 million.  The SIC approved a new asset allocation for the fund to improve 
expected returns and reduce volatility; however, the new asset allocation expected rate of return of 7.5 percent does 
not make the Water Trust Permanent Fund self-sustaining.  The SIC reported a better than 50 percent chance the 
fund will shrink to $0 by 2033.   

The SIC recommended three options to stabilize the fund: 1) a one-time appropriation estimated at $18 million to 
adjust for inflation; 2) annual legislative appropriations; or 3) reduction of annual distributions to the Water Project 
Fund.  The current legislation requires the distribution of the greater of $4 million or 4.7 percent of the 5-year 
average.  The SIC suggested making a change to the statute to reduce the annual distributions to the lesser of these 
two amounts.   An indirect consequence of reducing the distributions from the WTF will reduce the distribution to 
the Office of State Engineer (OSE) and the Administrative Office of the Courts (AOC) for water rights 
adjudications.   

The adjudication processes have far-reaching consequences with the goal of developing a comprehensive inventory 
of water rights for managing water and enforcing priorities.  One adjudication can involve tens of thousands of 
claims and a decision on one can adversely impact many other claims.  A reduction in the WTF transfer amount 
will reduce the adjudication budget.   
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THE WTB IS IMPLEMENTING NEW POLICIES TO IMPROVE WATER SYSTEMS PLANNING, 
MANAGEMENT, AND COMPLIANCE, BUT CREATING MORE REQUIREMENTS AND REVIEW 
 
WTB policies have evolved and show a stronger commitment to sustainability and best management 
practices.  The WTB project management policies have evolved from numerous amendments since 2007.  In 2010 
and 2013 policies were revised to increase funding for projects that are ready to proceed, demonstrate previous 
funding amounts are being used, and require utilities to adopt best business practices such as asset management 
plans, user rate analysis, and source water protection planning.  These policies align with the EPA’s four pillars of 
water utility infrastructure which include asset management, full cost pricing for utility rates, water efficiency and 
watershed approach. 

While the WTB did not achieve much activity until 2009, grants have averaged $42 million per year since then.  
Relative to 2011, loan amounts have doubled in 2012 and nearly doubled in 2013, demonstrating a higher 
commitment to sustaining the corpus of the fund and requiring a higher level of local contribution.    

 
New WTB policies will streamline the application process and provide more time for applicants to comply with 
policies.  The latest amendments to policies were adopted by the WTB at the August 2013 meeting, however these 
amendments need codification into rule.  While some of the changes simply clarified existing language, other 
significant amendments streamline the application and review process: 
 

• WTB will recommend a fundable list to the Legislature, rather than a prioritized list;  
• applications will use an electronic system that is comprised of two phases: 

o an initial, eligible funding list for legislative authorization;  
o a detailed funding application to prioritize projects after legislative authorization; and 

• urgent need is redefined requiring certification by a cabinet secretary or governor.   
 
New WTB policies will improve financial and environmental accountability of public utilities.  The WTB is 
addressing the fact that many of the state’s community water systems do not have basic utility management tools in 
place and many are not in compliance with state and federal laws.  To improve the current situation, the WTB will 
require, as a condition of funding, compliance with applicable laws and many of the recommendations provided as 
a result of the 2005 House Joint Memorial 86 (HJM86).   HJM86 requested collaboration between the OSE and the 
NMED and other agencies to develop criteria for water system planning, performance, and conservation, as a 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 
Grant Amount $3.6 $0.0 $0.0 $0.7 $2.2 $36.4 $60.2 $41.1 $44.2 $27.8 
Loan Amount $0.0 $0.0 $0.0 $0.0 $0.1 $5.1 $6.0 $4.5 $9.3 $8.8 

$0.0 

$10.0 

$20.0 

$30.0 

$40.0 

$50.0 

$60.0 

$70.0 

Chart 2. WTB Funding Composition by FY 
(in millions) 

Grant Amount Loan Amount Source: NMFA 
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condition of state funding.  As requested by the HJM86, the 2005 State Engineer report included recommendations 
to improve basic management of community water systems as a condition for receiving state funds.  These 
recommendations require the community water systems to have: 
 

1. A financial plan  
2. A rate structure that covers expenses, builds necessary reserves, and encourages conservation  
3. An asset management plan  
4. A water accounting system with full metering  
5. Full compliance with Office of the State Engineer regulatory requirements  
6. Full compliance with the Safe Drinking Water Act (SDWA), the Clean Water Act (CWA), and all N.M. 

Environment Department regulatory requirements 
7. A governance structure adequate for proper direction and oversight, and which meets all applicable state 

laws 
8. Planning to support infrastructure project development and operation  
9. Participation in regional efforts to collaborate on “long term” solutions with other community water 

systems in an appropriate geographic region 
10. An energy efficiency strategy 

 
Utilities that plan for the repair and replacement of pipes, pumps, and storage tanks, will be less reliant on 
future state grants and more sustainable in the long term.  New WTB policy amendments require applicants to 
adopt asset management plans (AMP’s).  The AMP’s are recognized as a best business practice for utilities and 
require that assets such as pumps, pipes and storage tanks be inventoried with plans for the repair and replacement 
of those assets at the end of their expected lives.  AMP’s require utilities charge reasonable rates to water users to 
support the operation and maintenance of the utility, and the repair and replacement of assets in the future.   
The AMP’s for smaller, rural, municipal water consumer associations will not be the same required of large 
metropolitan utilities, but the concepts are the same.  For the 2014, 2015, and 2016 funding cycles, asset 
management requirements are phased-in to allow adoption of the concepts.  The new policy amendments 
addressing planning and administration of utilities require applicants to provide: 

• job descriptions, operating procedures, and emergency response plans;  
• in the 2014 funding year, a resolution from the governing body committing to implement asset 

management plans including a timeline to implement the plan;  
• in the 2015 funding year, a progress update on the completion of the asset management plan;  
• in the 2016 funding year and every year thereafter, an established asset management plan that is reviewed 

annually;  
• written and implemented cross-connection control program; and 
• approved and implemented source water protection plan. 

 
Many smaller utilities will require assistance to comply with the new requirements such as the AMP’s and 
the source water protection plans.  Capacity development for financial, managerial, and technical capacities will 
need to improve for applicants to comply with new eligibility requirements.  The DWSRF includes capacity 
development set-aside funding in each federal grant awarded.  In addition to the DWSRF capacity development set-
asides and staff, non-profit agencies such as the NM Acequia Association, the Rural Water Association, and the 
Rural Community Assistance Corporation, can be utilized to provide capacity development and assist communities 
to comply with the new requirements.  This capacity development is a much-needed step in helping communities 
achieve sustainability and make better use of WTB funding.    
 
The WTB places priority on projects identified in regional water plans.  The State Water Plan was prepared in 
response to a mandate from the 2003 Legislature and is a blueprint to conserve and to increase the supply of water.  
Included as a critical policy within the state water plan is the prioritization and funding of water-related 
infrastructure.  While all 16 regions having submitted a regional plan, they are not consistently produced which 
complicates coordinating the plans.  In 2013, the Legislature appropriated $400 thousand to the Interstate Stream 



 

Water Trust Board, Report #13-12 
A Review of Planning, Spending, and Outcomes 
November 21, 2013 

27 
 

Commission, matched with an additional $400 thousand from the Local Government Planning Fund, to update the 
state and regional water plans.  The OSE/ISC will provide supply and demand projections, with the 16 regions 
providing the strategies to match supply with demand.   

Laws referenced in the OSE State Water Plan also affect the administration of the Water Project Fund.  For 
example, WTB management policies require all WTB and NMFA applications for funding to include a copy of 
its water conservation plan after 2005.  The water conservation plan must also reference the regional water 
plan accepted by the ISC.   

Recommendations 
 
The WTB should: 
 

• continue to conduct informational meetings and training regarding the new requirements for funding and 
opportunities for assistance;  

• utilize  the resources of member agencies, such as the New Mexico Environment Department Drinking 
Water Bureau to assist with capacity development for small, rural utilities;  

• require compliance with applicable laws and regulations; and  
• utilize the Local Government Planning Fund to contract with third-party providers to assist with asset 

management plans, source water protection plans, and user-rate analysis. 
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AGENCY RESPONSES 
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MEMORANDUM  
New Mexico Office of the State Engineer  
 
Date: November 15, 2013 

To: Jeff Canney, Program Evaluator, Legislative Finance Committee  

From:   Scott A. Verhines, P.E., New Mexico State Engineer  

Re: Comments on Water Trust Board Findings and Recommendations 

________________________________________________________________________ 
 

Pursuant to your invitation to provide comment, the Office of the State Engineer offers the following 
insights on your evaluation of the operation(s) of the Water Trust Board (WTB).  In sum, we support and 
endorse the majority of the Report’s Findings and Recommendations (Report) on the operation and 
activity of the Water Trust Board and, therefore, only provide additional information, contained herein, for 
inclusion into the report.  The information suggested for inclusion into the Report is as follows:  

1. On page 21, the Report states, “[t]he lack of strong federal funding commitment is the second risk 
variable affecting the success of the project.”  The OSE, however, believes that federal funding 
commitment remains strong as indicated in its financing of the Eastern New Mexico Rural Water 
System (the Project).  Based on information received from Mr. Don Clifton, Financial Director of 
the Project, federal contributions to the Project received to date, since October 2003, is 
$4,668,440.93.  However, more recently, from October 1, 2012, thru June 30, 2013, the Federal 
Government contributed $1,854,400.25 and further contributed $ 2,814,040.68 since July 1, 
2013.  The upward trend in contributions represents increasing federal support for the Project and 
the following supports this assertion: 1. Senate Bill 715 (Proposed) - Authorized Rural Water 
Projects Completion Act, sponsored by Senators Udall and Heinrich, proposes mandatory funding 
of all currently authorized rural projects, including, but not limited to the Project; 2. 
Correspondence, dated September 26, 2013, from the New Mexico delegation (Senators Udall 
and Heinrich, and Representatives Lujan, Lujan-Grisham, and Pierce, to Commissioner Michael 
Connor, US Department of Interior, Bureau of Reclamation and Ms. Sally Ericsson, Program 
Associate Director for Natural Resources, Office of Management and Budget, requests a 
reallocation $3M of the Bureau of Reclamation's FY13 rural water funding and a higher 
prioritization of the Project in future budgets; and, 3. Correspondence from Mr. Mike A. Hamman, 
Area Manager for the Bureau of Reclamation, dated November 7, 2013, to the Project team, 
indicates a prioritization of federal funding for the Project due to its unique characteristics: it will 
supply water to a national security facility (Cannon Air Force Base) and will, therefore, be 
supported by the Department of Defense, and it secures a reliable source of water for the region 
and its member communities which otherwise heavily rely on a rapidly depleting aquifer (the 
Ogallala Aquifer).  
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• On page 25, the Report states, “[t]he WTB is implementing new policies to improve water 
systems’ planning, management, and compliance, but creates more requirements and review.” 
The OSE suggests that you include a statement that any additional requirements and review of 
entities and the respective projects is accomplished in furtherance of supporting improved grant 
management, oversight of state-funded projects and is done in conformance with the New Mexico 
Audit Act, NMSA 1978, §§ 12-6-1 to 12-6-14 and Executive Order 2013-006. 

• On page 26, the Report states, “[m]any smaller utilities will require assistance to comply with the 
new requirements such as the AMP’s and the source water protection plans.” The OSE strongly 
believes that increased assistance from entities, such as, the New Mexico Finance Authority, the 
New Mexico Acequia Association, the New Mexico Environment Department’s Drinking Water 
Bureau, the Rural Water Association and the Rural Community Assistance Corporation (RCAC), 
in the development of Asset Management Plans (AMPs) greatly increases the technical, financial 
and management capacities of the respective entities and such assistance will continue to pay 
dividends as entities manage current and future infrastructure projects.  

• On page 27, the Report states, “[t]he WTB places priority on projects identified in regional water 
plans, however, none have been completed.”  The OSE suggests that the report indicate that all 
16 regional water plans have been updated and as each regional plan is updated, the updates 
will reflect the region’s unique needs as identified and prioritized by local representatives.  A 
paradigm shift to regionally-driven initiatives will engender greater natural resource management, 
decrease duplication of efforts and will promote capital-outlay reform.    

In conclusion, the OSE supports your Report but requests that it acknowledge and describe the efforts of 
the WTB to develop and implement policies in furtherance of the New Mexico Audit Act and Executive 
Order 2013-006, streamline the application process through the use of a singular application portal, 
provide assistance to entities to develop AMPs and, therefore, improve entities’ technical, financial and 
managerial capacities, and support state and regional projects based on updates to the State Water Plan 
and the 16 updated Regional Water Plans which will serve as the blueprint for a cohesive state-wide 
water development plan.  

Please note, however, given the limited time that the OSE had to respond to the Report, the OSE 
reserves its right to modify or edit any or all of its comments.  
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APPENDIX A: PROJECT INFORMATION 
 
Evaluation Objectives. 

• determine cost effectiveness and oversight of selected projects;   
• review of selection process, according to criteria; and  
• assess compliance with laws and regulations, including collaboration between member agencies to 

implement the state water plan and achieve cost effectiveness. 
 
Scope and Methodology. 

• surveyed funding agencies to determine funding amounts for water and wastewater projects since 2002; 
• reviewed selected projects for cost effectiveness; 
• researched statutes, rules and policies for compliance; and 
• reviewed applications, recommendations, and funding for compliance and accuracy.   

 
Evaluation Team. 
Jeff Canney, Program Evaluator 
 
Authority for Evaluation.  LFC is authorized under the provisions of Section 2-5-3 NMSA 1978 to examine laws 
governing the finances and operations of departments, agencies, and institutions of New Mexico and all of its 
political subdivisions; the effects of laws on the proper functioning of these governmental units; and the policies 
and costs.  LFC is also authorized to make recommendations for change to the Legislature.  In furtherance of its 
statutory responsibility, LFC may conduct inquiries into specific transactions affecting the operating policies and 
cost of governmental units and their compliance with state laws. 
 
Exit Conferences.  The contents of this report were discussed with representatives from the New Mexico Finance 
Authority and the Office of the State Engineer on 11/12/13. 
 
Report Distribution.  This report is intended for the information of the Office of the Governor; the Office of the 
State Engineer, the New Mexico Finance Authority, the Water Trust Board, the Office of the State Auditor; and the 
Legislative Finance Committee.  This restriction is not intended to limit distribution of this report, which is a matter 
of public record. 
 

 
Charles Sallee 
Deputy Director for Program Evaluation 
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APPENDIX B: NATIONAL INFORMATION MANAGEMENT SYSTEM (NIMS) 
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APPENDIX C: LOAN DECLINED FOR POSSIBLE GRANT FUNDING 
 

 
 




