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Study Background

The State of North Dakota (North Dakota or the State), recognizing a critical juncture in its water policy
and infrastructure strategy, sought out an objective vendor to conduct an evaluation of its water project
funding program and supporting policies. Demonstrating a proactive commitment to long-term stability,
the State launched this initiative as part of its forward-looking approach to identifying potential risks and
implementing mitigation strategies before challenges arise. This study is intended to satisfy Section 22
of House Bill 1020 from the 69th Legislative Assembly.

Section 22 says “During the 2025-26 interim, the State Water Commission shall study its cost-share
policy, including an evaluation of whether projected funding for water projects, in conjunction with the
existing cost-share policy, will adequately address anticipated funding needs for water projects through
July 1, 2039. The study must also evaluate the schedules and overall work plans of water projects and the
state's financial role in deferred maintenance or replacement projects and must recommend strategies
to address any funding shortfalls identified.”

Therefore, the overall goal of this effort is to support North Dakota’s Cost-Share Program in remaining
both sustainable and responsive to the needs of the local sponsors while aligning with current and
upcoming funding availability. This includes a thorough assessment to determine whether current
funding mechanisms, alongside the State Water Commission’s (SWC) Cost-Share Policy, Procedure, and
General Requirements document (Cost-Share Program Policy), will effectively address North Dakota’s
forecasted water project needs through July 1, 2039.

Amid evolving revenue streams and legislative directives, the State’s strategy reinforces the importance
of data-driven analysis for sustainable resource management. By compiling and reviewing extensive
data—covering project-based funding needs, deferred maintenance priorities, aging infrastructure, and
revenue forecasts—this evaluation positions North Dakota to identify vulnerabilities, anticipate funding
gaps, and deploy appropriate mitigation measures.

The study has generated actionable insights for impactful near- and long-term decision-making. North
Dakota’s proactive leadership equips the State with the ability to plan, forecast, and control resources
for critical water infrastructure, maintaining fiscal stewardship, and advancing the well-being of North
Dakota’s residents.

Executive Summary

The SWC, in conjunction with the Department of Water Resources (DWR), faces a critical transition in its
Cost-Share Program; whereas past conditions provided surplus funding, the current and forecasted
financial landscape demands a strategic shift. To maintain the program’s long-term stability, the SWC
must promptly address its policies and approach, recognizing that previous funding surpluses are
unlikely to persist and new challenges require thoughtful, forward-looking services.

Through our review of DWR'’s data, analysis of various cost-share programs at both the state and local
government levels nationwide, and insights generated from the newly developed financial model, we
confirmed the State’s need to address the anticipated funding challenge previously communicated by
the DWR and SWC to the Legislature during the 2025 Session. That is—the forecasted aggregate
shortfall for North Dakota’s water infrastructure is expected to reach $1.3 billion over the next 14 years
(spanning biennia 25-27 to 37-39), as outlined in the Financial Modeling section of this report.



To address this shortfall and strengthen the long-term sustainability of North Dakota’s water
infrastructure investments, we recommend the SWC adopt a dynamic and risk-based approach to cost-
share allocations. This approach should prioritize funding for projects that address critical infrastructure
vulnerabilities, while incorporating periodic reassessments to keep resource allocation aligned with
evolving circumstances and financial realities. Additionally, by enhancing collaboration with other
funding partners and leveraging innovative financing mechanisms, the State can better position itself to
reduce the forecasted funding shortfall for resilient infrastructure into the future.

Potential Forecast Funding Shortfall Mitigation Scenario:

Shown below in Table 1, and detailed further within the Financial Modeling Scenario section, is an
example of a seven (7) recommended option approach to mitigate the forecasted funding shortfall.
These recommended options highlight SWC Cost-Share Program Policy considerations alongside the
forecasted aggregate shortfall reduction corresponding to each recommended option.

Table 1: SWC Cost-Share Policy Recommended Options to Mitigate the Forecasted Aggregate Shortfall of $1.8B
through the 29-31 Biennium and $1.3B over the 14 Year Period (Totals may not tie as a result of rounding)

Forecasted Shortfall Reduction ($Ms)

Recommended
Options Description 25-31 31-39 Total

For Replacement projects, reduce the Cost-Share
percentage to 25% and implement a state funding
1 ceiling of $2M per local sponsor (over the 14 year
period). Deferred Maintenance, as defined, would not
be eligible for Cost-Share. $441 $22 $463

Institute the state funding ceiling of $304.4 million
(beginning with the 25-27 biennium) for the Mouse River
Enhanced Flood Protection Project and $773.0 million
(beginning with the 25-27 biennium) for Red River Water
Supply Project to be in line with Legislative intent provided
for in HB 1020 (2025 Legislative Assembly) $71 $358 $428

Request $791M from Legacy Fund earnings to fund Mouse
3 River Enhanced Flood Protection Project and Red River
Water Supply Project (beginning with the 27-29 biennium) $730 $61 $791

Adjust Cost-Share percentages to be a function of current
SWC Prioritization Guidance priorities:

High = 50%

Moderate = 45%
4 Low = 40%
and institute a state funding ceiling of $5M per project
(Large-scale regional water supply (NAWS, SWPP, RRVWSP,
and WAWS), and flood control (MREFPP, VCPFP, BSFP) are
exempt from this action) $172 $15 $188

Delay Moderate projects (per SWC Prioritization Guidance)
until the start of the 29-31 biennium; Delay Low projects
(per SWC Prioritization Guidance) until the start of the 31-
33 biennium $213 ($213) $0

Fully Obligate $260 million in Lines of Credit for projects in
the 25-27 biennium; defer DWR/SWC reimbursement until
RTF revenues available $260 ($260) $0

Associated interest expense ($72) ($56) ($128)




Continue to leverage Water Infrastructure Revolving Loan
7 Fund to finance loans to local sponsors; defer DWR/SWC
reimbursement until RTF revenues are available ($26) ($98) ($124)
Total Shortfall Reduction $1,788 ($171) $1,618

Note: Unless otherwise stated, all dollar amounts presented in this report are expressed in 2026 dollars.

Assessment Effort

Our Approach

Our team undertook the task to determine if current and forecasted funding, together with the State’s
Cost-Share Program Policy, will adequately address North Dakota's anticipated water project needs
through July 2039. By leveraging a four-phased approach, we established an evaluation process in
alignment with the State’s identified milestones and operational landscape. This work resulted in the
development of a financial model, and cataloged data-driven observations and reporting designed for
both the SWC and legislative stakeholders to further manage and control water project expenditures
while safeguarding fiscal responsibility among all funding partners.

Phase 1

Kicking off the study, our team requested and collected policy and financial data based on initial
conversations with, and understanding of, DWR. We requested over 40 financial and operational data
sets used to form the foundation for the study. The analyses conducted included compiling water project
funding needs from the Department’s Water Development Plan inventory, incorporating results from the
2022 Aging Infrastructure Survey, and collecting Resources Trust Fund (RTF) revenue forecasts, alongside
supporting data such as stripper well impacts and oil-production forecasts. Furthermore, we received
the SWC’s Cost-Share Program Policy, project prioritization guidance, and many recent and relevant State
statutes and legislative mandates. Throughout this discovery phase, the team worked collaboratively
with leaders from DWR to identify and address data gaps to establish a reliable dataset.

Phase 2

Building on this foundation, Phase 2 involved a review and assessment of data collected, program
policies, and identification of funding trends to detect specific drivers, challenges, and opportunities
within the State’s water infrastructure funding framework. This assessment informed the development
of a detailed financial model to forecast funding needs, revenue scenarios, and potential budget
shortfalls, and evaluated the sustainability and adequacy of the State’s Cost-Share Program.

Throughout the assessment phase, our team met with DWR-conducting initial baseline reviews of data,
highlighting opportunities for comparison, and understanding existing processes. During this phase, our
team met with DWR on multiple occasions to thoroughly understand the project sponsor submission
process; to include the relevant forms and supporting documentation, DWR’s review process, as well as
their activities throughout the execution of local project delivery. Additionally, our team met with
finance leaders to further understand the various available reports that inform Cost-Share Program
revenues and how DWR catalogs and tracks project sponsor cost submissions. Our team used these in-
depth discussions to further inform our future phases.




Phase 3

Within Phase 3, the team operated concurrently, working on Policy Evaluation and Financial Modeling
activities. During Policy Evaluation, the team evaluated policy alternatives and assessed North Dakota’s
overall method and approach to cost-share sustainability and the adequacy of current funding
mechanisms. As highlighted in the section below of Policy Evaluation, our team not only reviewed the
SWC Cost-Share Program but also researched publicly available data from various states of their cost-
share or cost-share like programs to gather insights and potential enhancements for the SWC and DWR
to consider.

Phase 4

In Phase 4, Financial Modeling phase, the team continued to meet with DWR staff regularly to fully
understand the details of the financial data, align on accuracy, and comprehension. Throughout Financial
Modeling, our team hosted over 20 discussions with DWR staff reviewing immediately available data,
requesting additional data, such as revenue streams, and establishing a firm baseline for the design of
the financial model. These activities culminated in the development of a tool capable of scenario
planning that forecasts future funding needs, inclusive of various revenue streams, and estimates
potential budget shortfalls for the program. This modeling provided a clear view of the anticipated
financial landscape and achieved the objective of providing an enabled tool for DWR and the SWC to
control funding. As highlighted further below in the Financial Modeling section we analyzed different
funding allocation scenarios against key program objectives and identified a preliminary list of
considerations for adjustments.

The insights gleaned from the outputs of the Policy Evaluation and Financial Model phases have
informed the overall observations and considerations within this report.

Figure 1: Cost-Share Program Policy Evaluation Approach
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Policy Evaluation

As a part of Policy Evaluation, we reviewed the Cost-Share Program documentation, such as the Cost-
Share Program Policy, policy history, project prioritization guidance, DWR approval routing process, and
relevant sections of the North Dakota Century Code. Through the review and assessment of the
aforementioned documents, coupled with conversations and insights gained from DWR leadership and
staff to verify assumptions and address questions, we evaluated key components of the policy to
understand its intent, operational effectiveness, and alighnment with the State’s strategic water
development goals. Our evaluation focused on identifying opportunities and challenges within the



current policy framework, examining how the policy supports program objectives, and assessing the
consistency and transparency of its implementation. This approach enabled our team to provide
considerations intended to enhance the Cost-Share Program’s efficiency, transparency, and
responsiveness to evolving stakeholder needs.

To further inform our policy evaluation, we reviewed publicly available data from other state cost-share
programs. The goal was to utilize research to further inform actionable insights for our considerations
and suggested alternatives to North Dakota’s existing Cost-Share Program. By examining peer programs
in neighboring and other states, we aim to identify common practices, innovative features, and policy
considerations that could inform the refinement of North Dakota’s Cost-Share Program Policy. As
outlined previously, the goal is to support North Dakota’s Cost-Share Program in remaining both
sustainable and responsive to the needs of the local sponsors while aligning with current and upcoming
funding availability.

To develop a comparative perspective, we used a multi-step approach. First, we targeted neighboring
states with demographic, geographic, and programmatic similarities to North Dakota. Publicly available
program documentation and agency reports were leveraged to gather comparable data points. We then
widened our search to programs that mirrored North Dakota’s in scope—particularly those aimed at
water infrastructure or environmental investment—which allowed for a like-for-like comparison across
states. Selection criteria included the relevance of the program to water infrastructure cost sharing, the
clarity and detail of publicly available program documentation, the extent to which funding structures
and cost-share methodologies mirrored those used in North Dakota, and the availability of recent
information regarding program operations and policy adjustments.

From our review of neighboring states and states with similar Cost-Share programs, we summarized
observations across the following key program themes:

e Cost-Share or Reimbursement Percentages
e Funding Source

e Eligibility Criteria

e Approval and Application Process

o (Cost Increases

o Deferred Maintenance

To provide insights, we compared these six themes across a diverse set of state programs. The analysis
below highlights both common practices and areas where North Dakota’s approach aligns with or differs
from broader trends. The following sections detail each theme, with emphasis on the nuances that
differentiate North Dakota’s program, as well as the potential implications of these differences.

Cost-Share or Reimbursement Percentages

Across state programs evaluated, Cost-Share percentages generally range from 40% to 75%, with most
clustering around 50%. This suggests a regional norm where state agencies expect local entities to
participate significantly in funding yet provide substantial state support to facilitate project feasibility.
North Dakota’s Cost-Share Program percentages generally fall within this range but tend to be on the
higher end compared to peers (approximately +60% on average). It is of note that historically, North
Dakota’s Cost-Share percentages were at a lower amount and included project caps, but periods of



increased funding allowed the program to further subsidize project costs. Additionally, unlike
comparison states, North Dakota determines its Cost-Share percentages based on project type, rather
than utilizing a standard rate across all projects, or explicitly reserving higher percentages for strategic
priorities or delivering targeted value-add to disadvantaged communities. As such, North Dakota’s
practice of allocating higher cost-shares to certain project types offers flexibility but may not provide the
same alighment seen in other states.

Funding Source

Many peer state programs use a diversified funding model—combining legislative appropriations, sales
and use taxes, federal and state grants, and loan programs, often alongside local or private matching
contributions to improve funding stability and maintain flexibility across different water infrastructure
project types. While the SWC Cost-Share Program has included federal funding (expected to be far more
limited in the future) and local funding elements similar to other states, the program’s state funding has
derived predominantly from oil extraction tax revenues through the Resources Trust Fund (RTF). This
higher concentration in a single revenue source links program capacity more directly to oil industry
production and related volatility than to broader state or federal fiscal trends—an approach that differs
from the multi-source structures common among peer states.

Given the historical robustness of RTF funding, North Dakota’s local project sponsors have traditionally
relied heavily on the SWC Cost-Share Program rather than pursuing other sources. Over the last 15 years
(since the 2011-2013 biennium), RTF revenues have exceeded $3.2B, averaging approximately $403M
per biennium. In comparison, other state cost-share programs evaluated generally reported materially
lower levels of available state revenues, underscoring both North Dakota’s historically strong funding
scale and the resulting reliance on the Cost-Share Program.

Eligibility Criteria

Eligibility across programs is typically centered on projects that demonstrate clear public benefits such
as improvements to infrastructure, natural resources, or local economic conditions. While the specific
criteria vary, most states prioritize projects addressing pressing or high-priority community needs and
encourage measurable outcomes. Some states employ additional scoring rubrics or target benefits for
underserved or high-need areas, further refining their allocation of funds.

Approval and Application Process

The approval and application process is relatively consistent across the states evaluated. In each case,
projects must submit a formal application, undergo review, and receive approval prior to the release or
reimbursement of funds. This process confirms that only eligible and justified expenses are supported,
maintaining accountability and alignment with program objectives. The requirement for pre-approval
serves as a common safeguard, helping states manage fiscal risk and transparency throughout program
administration.

The SWC'’s system of meeting monthly—through either Pre-Commission or Commission meetings—
creates continuous opportunities for sponsors to request funding and enables the SWC to adjust more
quickly to changes in revenue availability. By comparison, the state programs reviewed generally make



funding decisions less frequently: on average, they meet every other month, with some operating on a
quarterly cadence and others convening up to 9 times per year depending on governance structure and
program type. As a result, many peer programs manage revenue variability and project demand through
set application windows, periodic award rounds, and board calendars, rather than the more continuous,
meeting-driven funding access available under North Dakota’s approach.

Cost Increases

Aligned with SWC’s existing policy, cost increases under other state programs are generally allowable
and require supplemental justification and review to approve any requests for increases in cost
subsequent to the initial application. These requests are carefully scrutinized—often subject to caps or
explicit board approval—to maintain fiscal discipline and equitable distribution of available funds.

Deferred Maintenance Cost

Among the states reviewed, most cost-share programs generally exclude deferred maintenance from
eligible expenses, focusing instead on new projects or critical infrastructure improvements to support
the greatest long-term impact. In contrast, North Dakota’s program does allow deferred maintenance
costs to be funded. However, the definition of deferred maintenance within the program is quite broad,
which provides more flexibility for applicants but may also make it more challenging to distinguish
between routine maintenance and true capital improvements. This broader eligibility may enable North
Dakota to address a wider array of local infrastructure needs than its peers, but it also creates some
contradiction with the types of projects most aligned with the program’s highest priority long-term
objectives.

Policy Evaluation Summary

In summary, while North Dakota’s Cost-Share Program shares several foundational features with its
peers, certain aspects—such as a higher cost-share percentages, a single dedicated funding source, and
broad eligibility for deferred maintenance—set it apart. These distinctive characteristics provide North
Dakota with flexibility to meet diverse infrastructure needs but also introduce unique considerations
around funding sustainability and strategic alignment. Importantly, the observations drawn from this
comparative analysis will directly inform our development of considerations and alternatives,
warranting that our proposed approaches are both data-driven and tailored to the state’s unique policy
landscape.

Financial Modeling

As part of the SWC Cost-Share Program Analysis, our team developed a financial model to forecast
future funding needs and potential budget shortfalls. The model was designed with flexibility in mind to
adjust key components of the Cost-Share Program Policy and procedural modifications along with
changes to revenue streams.

Throughout the design and construction of the financial model, the underlying goal was to develop a
tool to evaluate data-supported options available and aid in addressing potential shortfalls in funding
water infrastructure projects between the 25-27 and 37-39 biennia.



Design

Each major component of the financial model, shown in Figure 2, corresponds to individual worksheets
within the financial model. Context and operations for each worksheet is further highlighted within the
report (e.g., see section “1. Qil Extraction Tax Revenues” below). Furthermore, the model is structured
first by Revenue/Financing worksheets and then by Project Costs, all of which are supported by the data
provided by the State.

Figure 2: Financial Model Design Summary
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Additionally, given the financial data elements were mostly prearranged by biennia over the 14-year
timespan, we organized the layout of the financial model by discrete biennia (see Table 2). This design
feature was key as we needed to not only identify potential funding issues in the aggregate, but also
potential shortfalls or surpluses between individual biennia.

Table 2: Financial Model Organization by Discrete Biennia

Biennium Count 1 2 3 4 5 6 7
Biennium (##-#i) 25-27 27-29 29-31 31-33 33-35 35-37 37-39
Start Date | 7/1/2025 7/1/2027 7/1/2029 7/1/2031 7/1/2033 7/1/2035 7/1/2037
End Date | 6/30/2027 | 6/30/2029 | 6/30/2031 | 6/30/2033 | 6/30/2035 | 6/30/2037 | 6/30/2039

Detailed below are the financial model’s major components that correspond to worksheets within the
MS Excel based model. Each component highlights model functionality, the underlying data and
assumptions, and validation efforts included.

1. Oil Extraction Tax Revenues
The SWC’s Cost-Share Program is funded primarily by the RTF, which derives most of its funding from a

20.5% allocation of the North Dakota 5% oil extraction tax (see Figure 3). These data elements are thus
included in the financial model’s first worksheet.
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Figure 3: ND SWC Cost-Share Funding Overview from the North Dakota Oil Extraction Tax

Oil Price X Production
Oil Extraction Tax Revenues

Resources Trust Fund

Renewable Energy Development Fund
{$3M Cap per Biennium)

Energy Conservation Grant Fund
{$1.2M Cap per Biennium)

ND SWC/DWR Cost-Share Funding
e Functionality

This worksheet allows the user to key in the various inputs or drivers, such as average oil price
and average daily production in barrels to calculate the SWC’s Cost-Share funding available from
the North Dakota oil extraction tax revenues into the RTF. Additional input fields are available
for data entry, such as the oil extraction tax rate as well as stripper well extraction assumptions
that reduce the effective oil extraction tax rate.

Remainder

Note: While this worksheet allows for adjusting input fields like the oil extraction tax rate and/or
the RTF allocation rate of 20.5%, changes to these input fields are purely for scenario planning
and are not implied to be actionable decisions under the authority of the DWR or SWC.

e Underlying Data and Assumptions

The underlying data components and resulting calculations included within this worksheet stem
originally from the 2. Resources Trust Cashflow file provided by DWR on behalf of the Bank of
North Dakota (BND), which included revenue forecasts from the beginning of the 25-27
biennium through the end of the 31-33 biennium. In order to complete the forecast through the
end of the 37—-39 biennium, our team leveraged the underlying data components and
calculations for the remainder of the 14-year study period. Some assumptions of these data
components include:

o Oil Price: Forecasted out at $60.00 per barrel

o Daily Production: Forecasted out at 1.15 million barrels per day

o RTF Allocation: Forecasted out at 20.5%

11



Additionally, since SWC/DWR relies on the legislative forecasts as illustrated in the Budget
Status — Motion for Proposed March 2025 Forecast (4. Legislative Revenue
25.9421.02000appendixb.pdf and 3. Legislative Revenue 25.9421.02000.pdf), the financial
model used the $354,510,000 RTF allocation figure for the 25-27 biennium.

Validation

Since the underlying data components leveraged in this worksheet stem originally from the 2.
Resources Trust Cashflow file from BND, our team validated the calculated revenue by
comparing to the corresponding data within the BND file. Additionally, our team verified that
the 25—-27 biennium revenues corresponded to the legislative forecast mentioned above. Lastly,
our team shared the resulting revenue figures (summarized in Figure 4) and underlying
calculations and data components with DWR during various working sessions and biweekly
updates.
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Figure 4: RTF Forecasted Funding by Biennium from the North Dakota Oil Extraction Tax (In the below
chart, forecast revenue is approximately $350.3 million in 25-27, rises to about roughly $358 million in
27-29, and then declines steadily across each later biennium to about $347 million in 29-31, $338 million
in 31-33, $327 million in 33-35, $317 million in 35-37, and $307 million in 37-39. In the cumulative
funding continues to grow over time, increasing from $350.3 million in 25-27 to about $1,393.5 million by
31-33 and reaching $2,344.1 million by 37-39. Overall, the chart shows declining forecasted revenue per
biennium but rising cumulative funding over the full forecast period.)
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o N
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Note: The 25-27 revenues have subtracted out the $4.2M ($3.0M Renewable Energy
Development Fund + $1.2M Energy Conservation Grant Fund) from the $354.5M figure from the
legislative forecast mentioned above.
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2. Capital Repayment Revenues

An additional source of funding for the RTF stems from the capital repayments associated with the
Southwest Pipeline Project (SWPP). These capital repayment data components, detailed below, are thus
included as the second worksheet within the financial model.

e Functionality
This worksheet first allows users to key in the starting capital repayment rates, for both Contract
Customers and Rural Customers. And since these capital repayment rates are escalated each
year in line with the Consumer Price Index (CPI), forecasted CPI data is included to allow for the
yearly forecast of the capital repayment rates by year.

Additionally, users are able to key in the starting capital repayment rate bases (i.e., Gallons Sold
for Contract Customers; Equivalent Service Units (ESU) for Rural Customers) which are then
escalated yearly using a prepopulated growth factor.

o Underlying Data and Assumptions
The underlying capital repayment data components and assumptions were gathered as follows:

o Contract Customer Capital Repayment Rate: $1.56 per 1,000 gallons sold for the start of
the 25-27 biennium to correspond to the SWPP — Capital Repayment, REM Rates and
SWA Budget for 2026 memorandum from November 26, 2025.

o Rural Customer Capital Repayment Rate: $47.51 per month for the start of the 25-27
biennium to correspond to the SWPP — Capital Repayment, REM Rates and SWA Budget
for 2026 memorandum from November 26, 2025.

o Gallons Sold & Equivalent Service Units: Both figures were provided by DWR from June
2025 figures.

o Growth Factor (for forecasted Gallons Sold & ESU): Calculated by analyzing average
growth of rural water usage history between 2018 and 2024.

e Validation
RTF revenues derived from forecasted capital repayments were compared alongside historical
actuals (provided by DWR) and reviewed with DWR staff during various working sessions. The
resulting revenue figures organized by biennia are seen below in Figure 5.

14



Figure 5: RTF Forecasted Cumulative Funding by Biennium from Capital Repayments (The line graph shows a
steady increase in forecasted cumulative funding across seven biennia, from 25-27 through 37-39. Funding rises
from about $0.01B in the first period to $0.13B in the last period. The increase is continuous with no declines, and
the slope becomes slightly steeper over time, indicating faster growth in later periods.)
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3. Investment Revenues

The final RTF revenue component for the financial model derives from investment revenue (or
investment income) stemming from cash and certificate of deposit (CD) balances SWC/DWR holds with
BND, as well as balances in the Water Projects Stabilization Fund. These data components are included
in the third worksheet of the financial model.

e Functionality
This worksheet is organized into three (3) main areas: (1) balances and inflows/outflows for CDs,
(2) balances and inflows/outflows for cash deposits, and (3) balances and inflows/outflows for
the Water Projects Stabilization Fund.

Additionally, within each of the three main sections of this worksheet, users have the ability to
key in starting balances and inflows/outflows by biennium for both obligated amounts and
unobligated amounts.

Finally, using an average interest rate coupled with available balances, this worksheet calculates
the investment income by biennium that aids in funding the RTF.

e Underlying Data and Assumptions
The underlying cash and CD data components and assumptions were gathered as follows:
o Beginning balances for cash and CDs: provided by DWR staff by analyzing account
balances as of June 30, 2025.
o Obligated balance spend-down, which is prepopulated as an outflow within the financial
model, averages around $21M per month, which was provided by DWR staff.

15



o $40M in outflows were prepopulated within the financial model to simulate the transfer
to the Water Infrastructure Revolving Loan Fund expected in the 25-27 biennium.

o Other forecasted inflows (i.e., RTF funding from the Oil Extraction Tax) and outflows
(project costs) were not factored in as our team needed to be mindful of how
forecasted costs lined up with expected revenues for the 14-year period.

o Average interest rates were gathered from working sessions with DWR staff.

Validation

RTF revenues derived from forecasted investment income were reviewed with DWR staff during
various touchpoints and working sessions. The resulting revenue figures organized by biennia
are seen below in Figure 6.

Figure 6: RTF Forecasted Cumulative Funding by Biennium from Investment Revenues (Cumulative
funding grows from roughly $0.018B in 25-27 to $0.03B in 37-39. Investment revenues increase
gradually, moving from about $0.02B to $0.03B over the same period. Overall, the trend reflects
consistent long-term funding growth driven by rising investment revenues.)
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Note: Forecasted investment income is higher in the first two biennia due to anticipated
obligated fund outflows to fund projects already approved prior to 2025 at the beginning of the
14-year period.

4, Lines of Credit Financing

Whereas the first three (3) worksheets outlined above focus primarily with revenue sources funding the
RTF, the fourth worksheet of the financial model focuses on lines of credit (LOC) available to SWC/DWR
for aiding in the financing of water projects.

Functionality
This worksheet allows users to key in the ‘draw’ of three (3) available lines of credit available for
financing the costs of water projects.
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1. $50M for the SWPP LOC
2. $210M for the Water Projects LOC
3. $100M for the Water Infrastructure Revolving Loan Fund
a. Available to finance the local sponsor funded amounts for water projects

Within this worksheet, users are able to draw on these lines of credit in one or several biennia
but must pay it back in future biennia (which would effectively add cash available for water
projects in the biennia where the draw occurs and reduce cash available for water projects in
the biennia where the reimbursement occurs).

Additionally, interest expense is calculated by applying an average interest rate for the biennium
on the average outstanding line of credit for the biennium.

e Underlying Data and Assumptions
The underlying lines of credit data and assumptions were gathered as follows:

o $50M SWPP LOC and $210M Water Projects LOC were gathered from N.D.C.C. § 61-02-
79. Bank of North Dakota — Line of Credit

o S$100M Water Infrastructure Revolving Loan Fund was gathered from working sessions
with DWR staff

o Average interest rates were gathered from working sessions with DWR staff

o The financial model assumes that, for the baseline scenario which compares forecasted
revenues against forecasted project costs funded by DWR and SWC, no lines of credit
are drawn.

e Validation
Worksheet functionality surrounding line of credit data components and assumptions were
reviewed with DWR staff during periodic touch points and working sessions.

5. Future Funding Sources

The fifth worksheet of the financial model focuses on additional future revenue and/or financing
sources of funding.

e Functionality
This worksheet allows users to key in additional sources of funding which are delineated in the
worksheet between revenue sources and financing sources. Additionally, whereas the rest of
the worksheets within the model cover the 14 years mentioned above, this worksheet allows
users to capture future funding sources beyond the 14-year window if needed.

e Underlying Data and Assumptions
Since the nature of this worksheet is for simulating future sources of revenue and/or financing,
no underlying data or assumptions were incorporated into this worksheet. However, several
lines are provided to capture granular elements associated with future revenues and/or
financing (i.e., Bond Issuance, periodic bond principal/interest payments, etc.).
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Validation

Since no underlying data or assumptions were incorporated into this worksheet, there was a
reduced need for validation efforts. However, our team still reviewed the functionality of this
worksheet and all worksheets of the financial model with DWR during various touchpoints and
working sessions.

6. Project Costs

The sixth worksheet encompasses a detailed project inventory and forecasted water project costs over
14 years, organized by biennia. Information, such as project name, project type, priority, replacement or
deferred maintenance, Department of Environmental Quality (DEQ) ranking, and forecasted state and
local cost details are present within this worksheet.

Functionality
This worksheet gives the user detailed insight into specific projects and their associated
forecasted state and locally funded costs. In tandem with a separate “Lookup” worksheet, the
user has the flexibility to:
o Adjust Cost-Share percentages by project type and priority ranking;
o Adjust SWC Cost-Share funding ceilings by project type and priority ranking;
o Adjust deferred maintenance and replacement projects Cost-Share percentages and
SWC funding ceilings separately, if desired; and
o Adjust SWC Cost-Share percentages and funding ceilings by specific projects, by
exception.

Additionally, users may input a biennium delay factor directly into the project costs worksheet
to simulate delays in project timing.

These inputs all intersect and drive the forecasted State (DWR and SWC) funding calculation by
biennia with corresponding forecasted local funding calculations as well.

Underlying Data and Assumptions
The underlying project cost data and assumptions were gathered as follows:
o Project attributes, details, and requested funding levels were provided by DWR staff via
a Funding Needs Inventory file. This data is mostly a consolidation of local sponsor
inputs into the Water Development Plan ahead of the 25-27 biennium.
o DEQ Ranking data (for Municipal Water Supply and Rural Water Supply projects) were
provided by DWR via the DWRProjects_DEQ file.
o Forecasted state (SWC/DWR) funding amounts were calculated as follows:

Figure 7: Forecasted State (DWR and SWC) Funding Calculation
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e Validation
Worksheet functionality, underlying data, and assumptions were validated as follows:

o

Forecasted State (SWC/DWR) funding amounts by biennium were compared against the
Funding Needs Inventory file to confirm calculated data alignment.

Layout, calculations, and various time phasing elements were reviewed with DWR staff
during periodic discussions, working sessions, and presentations.

The resulting forecasted State (SWC/DWR) funding amounts, organized by biennia, are
seen below in Figure 8.
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Figure 8: Forecasted State Funded Project Costs by Biennium (State-funded project costs are highest
in 27-29 at about $1.45B and then decrease steadily to roughly $0.1B by 37-39. Despite the decrease
in biennia spending, the cumulative cost continues to rise and reaches about $3.8B by 37-39.

Most spending is concentrated in the earlier biennia, especially from 25-27 to 29-31.

Overall, the graph shows front-loaded project costs with cumulative growth slowing over time.)
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Summary — Forecasted Revenues and Costs

By combining the data elements below, a summary view of forecasted revenues and costs between
biennia 25-27 and 37-39 can be seen in Figure 9 below.

The RTF revenues from the oil extraction tax as shown in Figure 4,
The RTF revenues from capital repayments as shown in Figure 5,
The RTF revenues from investment income as shown in Figure 6, and
State funded project costs as shown in Figure 8.
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Figure 9: Summary View of Forecasted Revenues and Costs Associated with the ND SWC Cost-Share Program

(The graph shows project costs are front-loaded, peaking in 27-29 and then declining steadily through 37-39. RTF

revenues for water projects stay relatively flat by biennium, around $0.34B-50.38B, below costs in the early years.

Cumulatively, costs rise faster than revenues, reaching about $3.8B versus $2.5B by 37-39. Overall, the program
reflects a persistent funding shortfall over time.)
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Given these data elements, we are forecasting an aggregate shortfall of approximately $1.3B over the
14-year time period as well as a cumulative shortfall of approximately $1.8B through the 29-31
biennium. Figure 10, below, highlights this forecasted shortfall by biennium.
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Figure 10: Summary View of Forecasted Surplus / (Shortfall) Associated with the SWC Cost-Share Program (Red
bars represent shortfalls and green bars represent surpluses. By biennia, the graph shows shortfalls in 25-27, 27—
29, and 29-31, with the largest shortfall occurring in 27-29 at about $1.08 billion. The 31-33 period is essentially
break-even, and surpluses begin in 33-35, increasing to about $0.25 billion by 37-39. Despite these later surpluses,
the cumulative view remains negative across the full period, reaching its lowest point at about $1.80 billion in
shortfall and ending at about a $1.30 billion cumulative shortfall by 37-39.)
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Financial Modeling Scenario—Remediating the Forecasted Shortfall

To simulate the reduction of the forecasted shortfall outlined above, our team started with the baseline
financial model, leveraging the components mentioned above, and ran a separate financial modeling
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scenario with discrete incremental actions. This scenario aided the team in stress-testing the financial
model and developing specific recommended options related to the SWC Cost-Share Program.

The scenario shown below also details observations and considerations supporting the individual
recommended options listed.

Additionally, these recommended options are summarized above in the Executive Summary within Table
1. Unless otherwise noted, these recommended options assume adjustments will be made starting at the
beginning of the 27—-29 biennium.

e Recommended Option 1—For Replacement designated projects, adjust the Cost-Share
percentage to 25% and implement a Cost-Share funding ceiling of $2M per local sponsor (over
the 14-year period). Deferred maintenance, as defined, would not be eligible for cost share.

Our first recommended option’s primary focus is financially shifting costs for deferred
maintenance (also referred to as extraordinary maintenance) and replacement projects away
from the State and towards local sponsors. There are several considerations behind this
recommended option:

o With legislation in biennium 15-17, language was included stating “all project costs [are]
potentially eligible for reimbursement” which opened the State to potentially funding
deferred maintenance and replacement costs which were formerly not eligible through
the SWC's Cost-Share Program. Since these deferred maintenance and replacement
projects are currently aligned to the applicable project type (i.e., Rural and Municipal
Water Supply, Assessment Drains), the applicable cost-share percentage for these
deferred maintenance and replacement projects is effectively exceeding 60% in Cost-
Share overall (see Table 3 below).

Table 3: Current Deferred Maintenance and Replacement Project Volume and Forecasted Costs

Projected ND

Cost- | Project DWR/SWC
Category Project Type Share % | Count Funding ($s)
Municipal Water Supply 60% 213 $370,949,476
Rural Water Supply 75% 25 $128,801,025

Deferred Water Retention 60% 1 $465,000

Maintenance/ | Rural Flood Control - Non-Assessment Drain 45% 1 $90,000

Replacement | Acsessment Drain 60% 115 $94,557,000
Dam Deficiencies, Repair, Breach, Removal 60% 32 $37,801,800
Total 63% 387 $632,664,301

o Conflict between regular maintenance eligibility and deferred maintenance eligibility.
For example:
= SWOC Cost-Share Policy section 3.14 “Ineligible Items” including “Project-related
operation and regular maintenance costs.”
= However, in practice, SWC provides Cost-Share funding to deferred
maintenance and replacement costs (see Table 3 above).
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= Since deferred maintenance costs represent regular and operational
maintenance costs that have been delayed, whether due to local funding
limitations or competing priorities, the existing SWC practice of deeming regular
maintenance costs as ineligible but deferred maintenance costs as eligible under
the Cost-Share program may promote an incentive for local sponsors to
intentionally avoid regular maintenance in pursuit of State funding when these
costs become considered deferred maintenance.
In addition to limiting replacement Cost-Share funding to 25% and not allowing Cost-
Share funding to deferred maintenance, this recommended option also calls for a $2M
ceiling per local sponsor for the entire 14-year period. This local sponsor ceiling is
incorporated to consider the potential for project fracturing had a ceiling been in place at
a project level rather than the local sponsor level.

Lastly, as outlined in the Additional Recommended Options for Consideration section
(see first two rows of Table 4), replacement project eligibility would be determined by a
revised set of definitions and eligibility requirements.

With this first recommended option, the forecasted aggregate shortfall would be reduced
by $0.47B as seen in Figure 11 below.

Figure 11: Forecasted Shortfall Reduction ($B) from Cost-Share Percentage
Modification and Funding Ceilings for Deferred Maintenance and Replacement
Projects (This chart shows how two policy changes reduce the forecasted shortfall for
deferred maintenance and replacement projects. The baseline shortfall starts at $1.30
billion. Modifying the DWR cost-share percentage reduces the shortfall by $0.37 billion,
and applying DWR funding ceilings reduces it by another $0.10 billion. Together, these
changes lower the projected shortfall to $0.84 billion, a total reduction of $0.47 billion.)
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Recommended Option 2—Institute a state funding ceiling for the Regional Water Supply
(RWS) and Large-Scale Flood Control (LSFC) Projects.

Our second recommended option stems from the observation, captured in Figure 12 below, that
the costs associated with RWS projects ($1.3B) and LSFC projects (50.8B) account for over half of
the forecasted project costs over the 14-year period. The primary drivers of these forecasted
costs are both the Red River Valley Water Supply Project (RRVWSP) at $S0.77B and the Mouse
River Enhanced Flood Protection Project (MREFPP) at $0.73B.

Other projects that account for the forecasted costs through 2039 in Figure 12 are Western Area
Water Supply (WAWS), S0.18B; Northwest Area Water Supply (NAWS), S0.07B; Southwest
Pipeline Project (SWPP), $S0.31B; Bismarck South Flood Protection (BSFP), $0.03B; and Valley City
Permanent Flood Protection (VCPFP), S0.07B.

Figure 12: Forecasted State Costs for Regional Water Supply and Large-Scale Flood Control Projects ($B)
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When gathering additional information about these two larger projects, our team saw that both
RRVWSP and MREFPP had legislatively mandated ceilings as described in House Bill 1020
(2025) (HB 1020). Within Section 13 of HB 1020, the North Dakota state legislature outlined the
legislative intent that RRVWSP be funded by SWC with $773M. Similarly, Section 15 of HB 1020
outlined the legislative intent that MREFPP be funded by SWC with $304.4M.

However, whereas the project funding request from RRVWSP aligned with the legislative ceiling,
the project funding request from MREFPP sponsors exceeded the legislative ceiling listed in HB
1020 to the extent of $0.43B. It is for this reason that we recommend a $304.4M funding ceiling
for MREFPP to align to the legislative ceiling expressed in Section 15 of HB 1020 resulting in a
$0.43B reduction in the $1.3B forecasted aggregate shortfall as seen in Figure 13 below.

Figure 13: Forecasted Shortfall Reduction ($B) from Instituting a $304.4M State Funding
Ceiling for MREFPP (The baseline shortfall starts at $1.30 billion. The shortfall is reduced by
$0.37 billion through DWR cost-share percentage modification, by $0.10 billion through DWR
funding ceilings, and by $0.43 billion through instituting a $304.4 million state funding ceiling for
MREFPP. Together, these changes lower the projected shortfall to $0.41 billion.)
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Additionally, in order to address potential cost increases on these projects, our second
recommendation calls for a state funding ceiling for RWS and LSFC projects to correspond to the
dollar values shown in Figure 12 above, with the exception of MREFPP which would have a state
funding ceiling of $304.4M.

Recommended Option 3—Leverage earnings from Legacy Fund for $791M to issue bonds to
fund RRVWSP & MREFPP Beginning with the 27-29 Biennium

Our third recommended option simulates a scenario where the North Dakota Legislative Session
would be receptive to authorizing a Legacy Fund revenue stream to fund RRVWSP and MREFPP
beginning with the 27-29 biennium.

More specifically, this request would likely need to take the form of a bond issuance secured
against Legacy Fund earnings, also referred to as Legacy Streams. In this scenario, the bond
proceeds of $791M would explicitly target RRVWSP for $568M and MREFPP for $223M as
shown below in Table 4. Additionally, bond repayment and the associated interest expense
would be funded from Legacy Fund earnings throughout the tenure of the bond.
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Table 4: Legacy Fund Earnings Request to Leverage $791M Detailed by Project

RRVWSP $205.0 | $253.0 | $253.7 | $61.4 | S$0.0| $0.0| $0.0| $773.0 | $568.0
MREFPP $81.1 | $168.9 | $54.4 | $0.0 | S00 | S0.0| $0.0 | $304.4 | $223.3
Total Request $791.3

While this request would, in aggregate, eliminate the forecasted shortfall (remaining after the
first two recommended options) and result in a forecasted surplus of $0.38B, SWC/DWR would
still be facing a forecasted cumulative shortfall of approximately $0.55B through the 29-31
biennium as shown below in Figure 14.

Figure 14: Summary View of Forecasted Cumulative Surplus / (Shortfall) Associated with the SWC Cost-
Share Program After Recommended Options 1-3 (The cumulative financial position of the SWC Cost-
Share Program after Recommended Options 1-3 is applied. Shortfalls remain through 33—-35 but steadily
improve after peaking around $0.54 billion in 29-31. The cumulative position turns positive in 35-37 and
increases further to about $0.38 billion by 37-39. Green bars represent surplus, and red bars represent
shortfall.)
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Recommended Option 4a — Adjust Cost-Share percentages to be a function of current SWC
Prioritization Guidance

o High-50%
o Moderate —45%
o Low-40%

Our fourth recommended option simulated a more simplified Cost-Share funding scenario
stemming from several observations and motivators:
o Addressing the intersection of project prioritization and project Cost-Share percentages:
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In the current Cost-Share policy, Cost-Share percentages are derived by project
type, and the percentages can range from 40% for Recreation projects to 80%
for Emergency Action Plan projects.

In the current SWC Prioritization Guidance, an Essential/High/Moderate/Low
ranking signals SWC Cost-Share timing priorities, as opposed to Cost-Share
reimbursement levels via the Cost-Share percentages, in project funding
decisions. In other words, a project designated as High does not influence the
Cost-Share percentage. Instead, a project designated as High would be given a
timing preference for funding approval over projects designated as Moderate or
Low.

While current project type based Cost-Share percentages are often a function of
several factors, there exists a slight overlap between lower Cost-Share
percentage projects with lower priority ranking designations (i.e., Recreation
project types designated as Low priority with a 40% Cost-Share percentage) and
higher Cost-Share percentage projects with higher priority ranking designations
(i.e., Low Head Dam Roller-Effect Mitigation project types designated as high
priority with a 75% Cost-Share percentage).

o Simplification of Cost-Share percentages:

In the current Cost-Share policy, there are over 15 project types, each
individually eligible for a unique Cost-Share percentage.

By reducing the percentage count from over 15 to three (to align to SWC
Prioritization Guidance of High/Moderate/Low), this recommended option aims
to simplify expected Cost-Share funding expectations and to aid in a more
streamlined planning process for local sponsors and the State. This would
especially be the case in instances where local sponsors may have projects with
a combination or mix of SWC designated project types.

o Setting the highest percentage at 50% to encourage increased local sponsor financial
ownership and responsibility for projects receiving Cost-Share funding:

Under current Cost-Share policy, projects eligible for funding through the Cost-
Share Program are operationally managed by the local sponsors with the State
serving as a means for financing those projects.

Water projects eligible for high Cost-Share percentages, especially those at 75%,
can create an incentive whereby financial decision-making regarding project
needs can become influenced by the presence of generous subsidization by the
State. More specifically, with higher Cost-Share percentages there is reduced
incentive for local sponsors to pursue least cost alternatives that solve the same
challenge as a higher cost alternative. Furthermore, in projects receiving high
Cost-Share percentages, there is the potential incentive that sponsors will
pursue higher cost options and project add-ons since they are incurring only a
small portion of the financial risk.

o Tightening the Cost-Share percentage range to reduce the potential incentive to
influence SWC Cost-Share percentage decision-making.

As mentioned above, current Cost-Share percentages range from 40% to 80%.
By tightening the Cost-Share percentage range from 40% to 50%, this
recommended option aims to reduce the potential incentive to rebrand certain
projects from one project type to another in search of higher state funding.
e To further reduce this potential incentive, a slightly differing practical
approach would be for SWC to modify the Cost-Share policy to give a
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blanket Cost-Share percentage at 40% with SWC offering the potential
to increase to 50% for higher priority designated projects. This approach
would signal that higher priority designated projects do not
automatically receive 50% Cost-Share percentages.

Please note that this Cost-Share percentage recommended option would:

1. Not apply to eligible replacement projects, which would instead be funded at a Cost-Share
of 25% per Recommended Option 1 above, and

2. Not apply to the current RWS and LSFC projects outlined in Recommended Option 2 above.

With this fourth recommended option, the forecasted cumulative shortfall through 2031 would
be reduced to $0.43B as seen in Figure 15 below.

Figure 15: Summary View of Forecasted Cumulative Surplus / (Shortfall) Associated with the SWC Cost-
Share Program from Cost-Share Percentage Modifications Aligning to Project Priority
(High/Moderate/Low) Including Recommended Options 1 — 3 (The financial forecast for the SWC Cost-
Share Program across seven biennia, from 25-27 to 37-39. The data trends from a budget shortfall to a
future surplus, starting with a shortfall that peaks at $0.45B in period 27-29 and remains through biennia
29-31. A recovery begins in period 31-33, leading to a near break-even point by period 33-35. The forecast
concludes with a surplus, climbing from $0.25B to a final peak of $0.50B in the 37-39 biennia.)
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Recommended Option 4b—Institute a Cost-Share funding ceiling of $5M per project

The second component of our fourth recommended option is designed to not only address the
forecasted aggregate shortfall over the next 14 years but also aid in the mitigation of future
projects with larger anticipated costs from impacting the potential funding for remaining
projects with smaller anticipated costs. This concept is illustrated below in Figure 16. More
specifically, the graph breaks down the project volume associated with projects requesting a
range of state specific funding levels.

30



Figure 16: Distribution of Non-Deferred Maintenance/Replacement Project Number (Count) by SWC
Funding Levels (Y axis) (The distribution of project counts across nine SWC funding levels, ranging from
under $100K to $1B. The highest concentrations of projects are found in the $100K - $500K range (62
projects) and the $1M - S5M range (61 projects), followed by 38 projects in the $500K - S1M bracket. Mid-
tier funding levels between $5M and $50M account for 29 total projects, while the lowest tier (SO -
$100K) has 12. The data shows a significant drop-off at high funding levels, with only 2 projects each in
the S50M - $100M, $100M - $500M, and $500M - $1B levels.)

DWR/SWC Funding Size # of Projects

As shown in the graph above, the majority of (non-deferred maintenance and replacement)
projects have anticipated State costs of less than $5M with a smaller proportion requesting
state funding of higher than $5M. By keeping State funding levels at a ceiling of $5M per project
(excluding replacement projects, which would be subject to a $2M ceiling per local sponsor as
outlined in Recommended Option 1 above), our intent with this recommended option is to
prevent the inability of smaller projects from Cost-Share approval due to larger individual
projects absorbing larger amounts of available funding while also keeping the ceiling at a level
that would minimize the impact to most projects. Additionally, please note that this $5M per
project ceiling would not apply to the current RWS and LSFC projects mentioned in
Recommended Option 2 above.

With this recommended option, the forecasted cumulative shortfall through 2031 would be
further reduced to $0.38B as seen in Figure 17 below.
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Figure 17: Summary View of Forecasted Cumulative Surplus / (Shortfall) Associated with the SWC Cost-
Share Program After Recommended Options 1-4 (The program begins with four biennia of shortfall
(shown in red), which peak at $0.43B in period 27-29 before steadily recovering. By biennia 33-35, the
program transitions into a surplus (shown in green), which grows rapidly in the final stages. The forecast
concludes with a significant peak surplus of $0.57B in the 37-39 period.)
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Recommended Option 5—Delay Moderate and Low Priority Projects

In order to further remediate the forecasted cumulative shortfall through the 29-31 biennium,
our fifth recommended option takes two specific steps:
o Delay Moderate Priority projects, per the SWC Prioritization Guidance until the 29-31
biennium, and
o Delay Low Priority projects, per the SWC Prioritization Guidance, until the 31-33
biennium.

To illustrate the intent behind this recommended option, Figure 18 below shows how the costs
associated with differently prioritized projects (accounting for Recommended Options 1-4
above) compare to RTF revenues by biennium.
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Figure 18: Summary View of Forecasted Revenues and Costs by Project Priority (After Recommended
Options 1-4) Per Biennium ($B) (The forecasted costs are categorized by project priority against a
declining line for RTF Revenues over seven biennial periods, from 25-27 to 37-39. Total costs start at their
highest in the first period (approximately $0.67B) and steadily decrease as "Low," "Moderate," and "High -
Other" priority phase out by biennia 35-37. While RTF Revenues decline slightly from roughly $0.38B to
$0.33B, they eventually exceed total costs by the final two biennia. Ultimately, the budget shifts from an
initial budget shortfall to a surplus, with spending in the final biennia consisting entirely of Essential and
High - RWS & LSFC projects.)
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=== RTF Revenues

To contrast, Figure 19 below shows the updated comparison factoring the delay of Moderate
and Low Priority projects.
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Figure 19: Summary View of Forecasted Revenues and Costs by Project Priority (After Recommended
Options 1-5) Per Biennium ($B) (The biennia forecasted costs by project priority against a declining line
representing RTF Revenues from biennia 25-27 through 37-39. Total costs begin at a peak of
approximately $0.67B, exceeding the $0.38B revenue line, but drop sharply to stay below revenue for all
subsequent periods. While "Low," "Moderate," and "High" priority costs fluctuate and eventually phase
out, essential costs remain a consistent baseline throughout. By the final biennia (37-39), total spending
at its lowest (under $0.1B), consisting only of Essential projects, well below the forecasted revenue of
$0.33B.)
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As a result of this recommended, the forecasted cumulative shortfall through the 29-31
biennium would be further reduced to $0.16B (see Figure 20 below).

is

34



Figure 20: Summary View of Forecasted Cumulative Surplus / (Shortfall) Associated with the SWC Cost-
Share Program After Recommended Options 1-5 (The forecasted financial position for the SWC Cost-
Share Program across seven biennia, from 25-27 to 37-39. The program begins with four biennia of
shortfall (red bars), which start at nearly $0.30B and steadily decrease to $0.13B by biennia 31-33. A
transition to a surplus (green bars) occurs in period 33-35, with the surplus growing rapidly in the final
stages. The forecast ends with a significant peak surplus of $0.57B in the 37-39 period.)
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Recommended Option 6—Fully Obligate $260 million in Lines of Credit

Our sixth recommended option is to fully obligate the lines of credit available for funding water
projects. More specifically, there is a combined $260M in lines of credit (excluding the S100M
available to local sponsors to finance their locally funded amounts via the Water Infrastructure
Revolving Loan Fund) available as detailed earlier in the Lines of Credit Financing section (4.
Lines of Credit Financing).

And while this recommended option would result in a forecasted cumulative surplus through
the 29-31 biennium of $0.02B, please note that by drawing on these lines of credit, DIWR/SWC
will thus be incurring interest expense associated with this financing that reduces the forecasted
aggregate surplus to $0.44B (see Figure 21 below).
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Figure 21: Summary View of Forecasted Cumulative Surplus / (Shortfall) Associated with the SWC Cost-
Share Program After Recommended Options 1-6 (The forecasted financial position for the SWC Cost-
Share Program across seven biennia, from 25-27 to 37-39. The program begins with two biennia of
shortfall (red bars) that nearly break even by period 27-29. A permanent transition to a surplus (green
bars) begins in period 29-31 with a modest $0.02B, followed by steady growth through biennia 33-35. The
forecast concludes with an upward trend, reaching a peak surplus of $0.44B in the final 37-39 biennia.)
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Additionally, given that a surplus state (or revenues exceeding costs) sufficient to pay back these
line of credit draws is not forecasted to occur until the 35-37 biennium (see Figure 20 in
Recommended Option 5 above), obligating these lines of credit would require DWR and SWC to
seek authorization to keep an outstanding line of credit balance for several biennia until
sufficient cash would become available.

Recommended Option 7—Delay the Reimbursement of the Water Infrastructure Revolving
Loan Fund (WIRLF)

Our seventh and final recommended option addresses the potential outflow of RTF revenues for
the reimbursement of the $100M available to local sponsors via the Water Infrastructure
Revolving Loan Fund. While the WIRLF is available to provide low interest financing to local
sponsors to cover their locally funded share of water project costs, DWR/SWC is required to
reimburse the WIRLF for any locally drawn amounts with RTF revenues until the fund is paid
back from local sponsors.

Additionally, since the recommended options listed above would result in more costs being
borne by local sponsors, we anticipate that local sponsors would rely more heavily on the
$100M in WIRLF financing for their projects. Assuming that the heightened need for WIRLF
financing would occur alongside the implementation of the recommended options listed above
beginning in the 27-29 biennium, coupled with the forecasted minimal surplus state of the Cost-
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Share Program through the 33-35 biennium (see Figure 21 above), DWR/SWC would need to
defer WIRLF reimbursement with RTF revenues until sufficient funding is forecasted, expected in
the 35—37 biennium.

As shown in Figure 22 below, this expected outflow of nearly $100M in RTF revenues in the 35—
37 biennium, coupled with the interest expense associated with the delay, would bring the
forecasted aggregate surplus down to $0.32B without unduly increasing the forecasted
cumulative shortfall through the 29-31 biennium.

Figure 22: Summary View of Forecasted Cumulative Surplus / (Shortfall) Associated with the SWC Cost-
Share Program After Recommended Options 1-7 (The forecasted financial position for the SWC Cost-
Share Program across seven biennia, from 25-27 to 37-39. The program starts with several biennia of
shortfall (red bars) that remain close to the zero line, notably breaking even at $0.00B in period 29-31. A
definitive transition to a surplus (green bars) begins in biennia 33-35, followed by an upward climb in the
final two biennia. The forecast ends with its highest peak surplus of $0.32B in the final 37-39 period.)
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In summary, the seven recommended options listed above are meant not only to mitigate the
forecasted aggregate shortfall of $1.3B over the next 14 years (see Figure 9) but also mitigate the
forecasted cumulative shortfall of $1.8B through the 29-31 biennium (see Figure 9). It should be noted
that we and the State recognize that not all projects identified in the SWC/DWR project inventory will
necessarily move forward. While this might help address the forecasted shortfall in aggregate and early
in the 14 years, another likely scenario could also occur whereby future project requests not currently
captured in the project inventory might arise having a worsening effect of the forecasted shortfall.

Additional Recommended Options for Consideration

The following section captures additional recommendations to consider that have been aligned to the
seven (7) recommended option areas captured above in the Executive Summary section. Instances
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where there is no direct overlap to a recommended option above but are instead “Additional” are
captured in the field accordingly. These items are meant to be complementary to the identified
recommended options further enabling SWC/DWR to act on mitigation opportunities.

In development, the team took into consideration how the State can become tactical in addressing
needs to refocus the Cost-Share Program Policy. These additional recommended options are built on the
themes surrounding programmatic changes, opportunities for people to aid in change, adjustments to
the processes of the Cost-Share Program Policy, and finally the technology that further enables
SWC/DWR.
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Table 4: Additional Recommended Options

Shortfall
Mitigation Observation Recommended Option
Recommended
Option
1 Recommended | The existing definition of “deferred maintenance and | Refine and standardize the criteria for what constitutes

Option 1 replacement” is broad, which introduces an incentive | deferred maintenance and replacement:
for applicants to reframe routine or non-essential
work as deferred needs in order to qualify for cost- e Focus the deferred maintenance definition on timing
share support. This loophole can divert resources and deferral of regular maintenance. Update or
from more urgent or impactful projects. include the term Deferred Maintenance and

Replacements within the Cost-Share Program Policy
as opposed to leveraging the term Extraordinary
Maintenance in lieu of Deferred Maintenance &
Replacements.

e Limit Cost-Share eligibility strictly to the replacement
of systems or components past their useful life (per
DWR established useful life schedule).

o Require applicants to maintain and submit
regular maintenance records as part of the
eligibility assessment and/or proof of an
application for WIRLF or DWSRLF loan
assistance prior to consideration for Cost-
Share Program assistance.

Revised definitions are below for consideration:

Deferred maintenance and repairs are maintenance activities
that were not performed when they should have been or were
put off or delayed for a future period. Maintenance and
repairs are activities directed toward keeping fixed assets in
an acceptable condition. Activities include preventive
maintenance and other activities needed to preserve or
maintain the asset.
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Recommended

Cost-Share programs in other states show that most

With revised definitions clarifying ineligible deferred

Option 1 peers exclude deferred and extraordinary maintenance and extraordinary maintenance versus eligible
maintenance costs entirely from eligibility, instead replacement costs, adjust the cost-share percentage for
channeling resources into new projects. North eligible replacement projects alongside a funding ceiling per
Dakota’s broader approach offers flexibility to local local sponsor.
applicants, potentially supporting a wider variety of
infrastructure needs, but also dilutes focus on
transformative, high priority investments.

Recommended | Many low priority projects are currently receiving Clarify and tighten program objectives, explicitly removing or

Option 4 cost-share funding at all stages of the biennial revising policies that enable funding for projects outside the
funding cycle. This is due in part to legislative program’s core intent. Clearly articulating what falls within
directives to DWR and the SWC to obligate funding and outside scope will optimize resource allocation.
to projects in an expedited manner. This can dilute
the program’s impact and hinder achievement of
intended outcomes—such as focusing on higher
priority projects.

Recommended | The current Cost-Share policy provides a generous Amend the policy to cap state cost-share participation at up

Option 4 funding match for local project sponsors for several to 50%, so that sponsors have a genuine and equitable stake
project types (i.e., 75% State/25% Local for Rural (“skin in the game”) in the project’s success and financial
Water Supply projects), increasing the risk that integrity.
sponsors may lack meaningful financial commitment,
may be less inclined to pursue least cost alternatives
versus higher cost alternatives with more expensive
add-ons that solve the same problem, or may be less
diligent in managing project costs—leading to
potential misalignment of interests and inefficient
use of funds.

Recommended | There is low correlation between SWC Prioritization | Adjust cost-share rates for lower-priority projects to manage

Option 4 Guidance priority designations as a function of cost- | long-term financial risk and provide support so that the

share percentage designations. As a result, there is a
high volume of state funds directed towards low
priority projects receiving upwards of 75% in cost-
share reimbursements, which distorts funding levels
with state priorities.

program can continue to serve its intended mission.
Additionally, restrict higher cost-share percentages for
projects that more closely align with strategic objectives as
demonstrated through higher priority designations.

40




Recommended
Option 4

There is currently no explicit ceiling on the total
amount of cost-share funds that may be committed
to individual projects or sponsors within a given cycle
or biennium. Without set limits, high-dollar or
unanticipated requests can consume a
disproportionate share of available funding, reduce
fiscal predictability, and restrict support for a
broader range of sponsors of high-priority projects.
This can result in overallocation to a smaller number
of sponsors or a few larger initiatives, leaving less for
other critical needs, and potentially nothing for a
large number of sponsors.

Institute a firm fund ceiling as a maximum dollar amount so
that available resources are distributed more equitably
across applicants and projects.

e Periodically review and adjust the ceiling based on
program demand, revenue outlook, and strategic
priorities to maintain flexibility.

e Consideration for large or transformative projects
should be on an exception basis and be thoroughly
reviewed for available funding levels forecasted over
several biennia prior to approval.

o This concept also compliments HB 1020,
Section 10 (2025), where projects expected
to request $10 million or more from the
agency must report to the Interim Legislative
Water Topics Overview Committee.

Recommended
Option 4

Currently, there are no limitations on the number or
size of cost increase requests a sponsor can submit
after initial project approval. This has led to some
sponsors repeatedly returning for additional funds—
sometimes for reasons outside their initial project
plan—which can inflate project budgets and reduce
funds available for other applicants.

Implement firm dollar, percentage caps, or a combination of
both on cost increase requests made after a project is
approved. If a sponsor exceeds the allowed threshold, they
should become ineligible for further increases for additional
cost-share throughout the remainder of that particular
project
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Recommended
Option 4

Over recent years, there has been growing concern
surrounding the rising costs of engineering services
without a clear correlation to improvements in
project quality, financial planning, or outcomes.
Inconsistent cost estimation practices and a lack of
competitive bidding among engineering firms are
contributing factors.

Institute a cap on allowable engineering cost, set as a fixed
dollar amount or a percentage of the total project value, or
establish a maximum allowable fee schedule for
reimbursements.

Additional

Future RTF revenues could very likely see continuing
downward trends, due mainly to lower anticipated
oil extraction tax revenues. SWC/DWR will have an
increasing need to seek out alternative approaches
to both water project funding and revenue sources
for the RTF.

Recommend assessing the rationale for specific projects (e.g.,
Rural and Municipal Water Supply hookup cost thresholds) by
incorporating a per-user cost reasonableness check—
including a qualitative review for outliers and calibrating
expectations to further enable cost controls (i.e., for RWS
using population density realities and utilizing a per dollar($)
threshold hookup to reach a specified amount of customers).

Recommend implementing a capital repayment structure on
water supply projects receiving grant funding from
DWR/SWC via the RTF. This capital repayment approach
could mimic that which is already in place for SWPP whereby
capital repayment amounts would be a function of water
usage, such as an amount or rate per thousand gallons used,
adjusted annually for inflation. Grant dollar amounts could
influence the term or duration of capital repayment, rather
than influencing the capital repayment rates.
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10 | Additional The review team currently has limited bandwidth to | Utilize DWR’s Professional Engineers on staff to review
thoroughly assess complex engineering cost engineering requests, develop additional standardized
estimates, which can result in inconsistent reviews templates and approaches, or hire dedicated technical
and potentially unsupported funding allocations. experts tasked specifically with vetting cost estimates and

methodologies.

11 | Additional The lack of unique project identifiers allows projects | Assign a unique identifier to each application/request upon
to be split or resubmitted in ways that can intake as part of the Water Development Plan inventory
circumvent controls or obscure reporting. effort, or for requests submitted for cost-share that are not

included in the inventory.

Consider expanding system functionality within WebGrants
or 4D to enforce this automatically. Also consider a unique
identification structure that not only tracks individual
requests and/or applications but also a ‘Project Rollup’
component to systemically allow for tracking multiple
requests/applications that align to specific larger project
umbrellas.

12 | Additional There are no established cost standards or a vetted Develop and maintain a list of preferred vendors and a
list of preferred vendors, making it difficult to assess | historical cost database to inform budget reviews and
whether project budgets and vendor fees are negotiations. Establishment of allowable vendor fee
reasonable. schedules for reimbursement is also an option.

13 | Additional DWR currently lacks a cohesive, department-wide Invest in and deploy a standardized project portfolio

technology platform to manage projects as a unified
portfolio throughout their entire lifecycle. This
absence results in manual processes, disparate
systems, and fragmented data, making it difficult to
monitor project status, performance,
interdependence, and resource allocation at both
the individual project and program levels.

management (PPM) tool that centralizes key project data,
schedules, budgets, and performance metrics. This platform
would support consistent processes, real-time reporting, and
strategic oversight, improving transparency and further
enabling funding and resource decisions across the
organization. Assess what tools the State of North Dakota has
readily available that may be a low-cost option for enhanced
reporting and tracking.
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14 | Additional Moving application documents from WebGrants to Automate the digital transfer and interface between systems,
internal systems like 4D is a manual process, which reducing human intervention.
can cause delays and data entry errors.

15 | Additional The current reimbursement workflow is heavily Standardize reimbursement templates and automate the
manual, relying on email and spreadsheets, which submission, approval, and tracking process using secure
introduces the risk of delays, inconsistencies, and digital tools.
errors.

16 | Additional Many Cost-Share programs require projects to be Establish more explicit and rigorous eligibility rules stating
incorporated into the year’s Water Development that, except in cases of emergencies, only projects included
Plan ahead of the year projects are anticipated to in the current biennium’s Water Development Plan may
begin. The SWC allows projects that are not included | qualify for funding through the Cost-Share Program. This
in the initial Water Development Plan to apply for clarity will help focus funding on strategic and prioritized
cost-share funding after the first six months of the projects, allowing program resources to address identified
new biennium. Though the SWC does give needs.
preference to project sponsors who submitted
projects to the Water Development Plan timely,
unforeseen requests are submitted that interrupt
anticipated funding allotments.

17 | Additional While made clear in funding recommendations Clearly communicate within policy documentation that all

approved by the SWC and in funding agreements,
the Program Policy does not clearly convey that all
funding is contingent upon actual funding
availability.

cost-share awards and approvals are conditional on the
availability of funds and periodically review and adjust caps
or rates based on current financial status.
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