JOINT CITY COUNCIL OVERSIGHT COMMITTEE/
FINANCE COMMITTEE MEETING

CONFERENCE ROOM - MUNICIPAL BUILDING
201 WEST GRAY

WEDNESDAY, APRIL 30, 2014

2:30P.M.

1. DISCUSSION REGARDING BULK WATER METER
SALES AND OTHER ISSUES ASSOCIATED WITH OIL
AND GAS DRILLING OPERATIONS WITHIN THE
CITY.

2. MISCELLANEOUS DISCUSSION.
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OHICE MEMEraneum

Date: April 24, 2014
To: Steve Lewis, City Manager
From: Kenneth Komiske, Director of Utilities

Subject: Bulk Sales of Potable Water to Oil Companies for Well Drilling
and Fracking

BACKGROUND:

Finley Resources, Inc. (“Finley”), a Fort Worth, Texas-based oil and gas
company is drilling a horizontal well on the northeast side of Norman
along Franklin Road. Finley may be using the process of hydraulic
fracturing, commonly called “fracking,” which involves injecting water
mixed with chemicals and sand into the ground to fracture the rock
formation below the surface in order to extract oil and gas. To supply the
water required for drilling and possibly fracking, Finley obtained a bulk
water meter permit on March 12, 2014, and is buying potable water
directly from a City fire hydrant. It is anticipated that Finley’s project to
drill and develop a well will take between four to eight weeks.

Public concerns have been raised about the City selling potable water
to oil/gas companies for fracking, especially when the City and entire
metro area is in a drought, is currently under a mandatory water
conservation plan and has had to purchase water from Oklahoma City
(“OKC”) for the past few years.

ANALYSIS:
l. History and Basis of Bulk Water Sales to Industrial Customers
A. Bulk Water Sales

Chapter 21 of the City’s Code of Ordinances covers utility services,
including water rates, permits, and fees. Section 21-107 outlines water
rates but does not include a specific rate for bulk water sales. However,
8§ 21-406 of the City’s Code of Ordinances authorizes the City to grant
bulk water meter permits to customers seeking to purchase water directly
from a City fire hydrant. The fire hydrant deposit and permit fee
application are obtained from the Line Maintenance Division. “The
amount of deposit and permit fees are set administratively.” 8§ 21-406.



The customer is charged a refundable deposit of $100 for 3%” and 1”
meters and $1,000 for 2” meters, respectively. Each month, the customer
is charged a $25.00 permit fee and a water usage charge of $2.50 per
1,000 gallons. This premium water usage charge (exceeding the
commercial rate of $2.10 per 1,000 gallons) is charged for the
convenience of connecting directly to a fire hydrant and receiving high-
flow access. This option also provides the customer an opportunity to
purchase water on a temporary basis and avoid connection fees.

The City has 60 hydrant meters that can be rented out to customers,
usually consisting of commercial construction companies and other
industrial companies, although non-profit organizations, such as Girls
Scouts, have also rented meters for car-washing fundraisers. The City
Ordinance does not contain any restrictions on who can obtain a permit,
how much bulk water can be purchased by a single customer, or how
long a customer may rent the meter.

B. City’s Water Supply

The City obtains most of its drinking water from Lake Thunderbird and
underground water wells drawing from the Garber-Wellington Aquifer.
When needed, the City also purchases additional water from OKC.

During the past several summers the City of Norman’s Water Utility
Authority (“Authority””) has purchased water from OKC to meet peak
summer demands. Section 60-55-16 of OKC’s municipal Code of
Ordinances sets forth the rate at which it charges for water usage. The
Authority pays the rates charged to customers who are outside OKC and
only purchase water on demand or as needed. These rates are
changed annually. The current water usage rate is $5.23 per thousand
gallons.

During the last three fiscal years, the City has purchased the following
amounts of drinking water from OKC:

FYE Amount Purchased from Percent of Total
OKC Water Produced

2011 76 million gallons 1.6%

2012 147 million gallons 3.0%

2013 70 million gallons 1.5%

During the last three fiscal years, the City paid OKC the following
amounts of money for drinking water purchases:




FYE Amount Paid to OKC*
2011 $327,000
2012 $697,000
2013 $338,000

* OKC’s water rates have increased every year. These figures show the
amount the City paid to OKC during a fiscal year. OKC'’s rates change
on October 1st every year.

C. Sources of Water for Fracking

Fracking uses water mixed with chemicals and thousands of pounds of
sand. Generally, there are three sources of water oil and gas companies
use: reclaimed water, non-potable water, and potable water.

1. Reclaimed Water

In order to use reclaimed water (also referred to as “recycled” or
“reused” water), a permit must be obtained from the Oklahoma
Department of Environmental Quality (“DEQ”) both for constructing
and/or supplying reclaimed water. Oil and gas drilling or fracking is not
currently listed as a permitted use. Tim Ward, Assistant Director for
External Affairs at DEQ, has stated that the DEQ is currently examining a
permitting process for reclaimed water to be used in fracking. Recently
DEQ contacted Norman Staff and inquired if a permit in the City of
Norman was requested. If so, DEQ stated it would go through a
‘variance committee’ for review and try to be accommodating if proper
Criteria were in place.

2. Non-Potable Water

Another potential option is the use of non-potable water pumped from
wells or ponds. The City does not have any ponds from which to draw
non-potable water. The City does have some non-potable water wells
containing higher levels of arsenic, but these are not located
geographically within a close distance to the Finley project and are
currently out of service without electricity or pumping equipment.

3. Potable Water
There are no City Ordinances prohibiting the sale or use of potable water

for fracking. The Oklahoma Corporation Commission (“OCC”) regulates
fracking (see the OCC’s Oil and Gas Conservation Rules located in Title




165 of the OAC), but the OCC does not address the water source used
for fracking.

The City receives revenue from selling water through the hydrant meters.
Total usage through these hydrant meters for the past three years is as
follows:1

Calendar Year Amount of Bulk Usage Percent of Total
Water Produced
2011 26.155 million gallons 0.5%
2012 30.658 million gallons 0.6%
2013 18.104 million gallons 0.4%

Calculated at the current $2.50 per 1,000 gallon water use charge (and
not including the additional monthly permit fee), the amount of revenue
generation would be the following:

Calendar Year Revenue Generation
2011 $65,388
2012 $76,645
2013 $45,260

4. Private Ground Water Well

If the City did not sell water to the oil and gas companies through the
hydrant meters, these companies would have another alternative
method of obtaining water. Finley, for instance, purchased and owns the
land on which it is drilling. It could obtain a permit from the Oklahoma
Water Resources Board (“OWRB”) to drill its own water well and extract
water from the Garber-Wellington Aquifer, from which the City’s wells
obtain potable water.2

! Attached to this memorandum is a chart of customers who have repeatedly rented hydrant meters for
bulk water sales for the past three years. Also attached is a list of all customers who have rented a hydrant
meter in the last year. A&A Tank Truck Company is an oilfield trucking company that has contracted to
various drilling companies. Both Baron Exploration and Finley Resources are oil and gas exploration
companies.

% It is estimated that a small water well for domestic purposes would cost approximately $10,000 to drill.
A City water well generally costs around $100,000 to drill. It would most likely be more economical for
the oil and gas company to purchase water directly from the City; however, if that was not an option, the
company could utilize these other options to supply its water needs.




5. External source of water

In Finley’s case, it could also decide to purchase water from a
residence/farmer stock tank/pond, other communities or bring outside
water in on tank trucks. A tank truck carrying 6,000 gallons of water
would weigh slightly over 25 tons excluding the vehicle weight. Trucking
in water at 6,000 gallon intervals would require over 100 trips of 25 ton
cargo over Norman’s roads.

Discussion:

Norman Utility Authority (NUA) alternative water use charge for Fire
Hydrant bulk water sales.

Existing:
There is a $25 per month meter fee and the water usage charge is
currently $2.50 per 1,000 gallons.

Summer Months:

Typically, the summer months of June, July, and August create the
highest water demand; i.e. peak summer demand (see attached
graph). For the last several years, the Authority has been required to
purchase emergency water from OKC to meet the peak demands at
considerably higher cost per thousand gallons. While NUA must
purchase water from OKC to supply the peak usage, the time period
requiring a purchase varies from several days to several weeks. It would
be problematic to change the bulk water usage charge for only the
days or possibly weeks of a month a permit holder is using the hydrant
meter at the same time the Authority is purchasing water from OKC. It
would be difficult to determine when and how much was used through
that meter on any particular day.

Summer Alt A. One simple method would be to establish a water
usage charge for bulk water during the summer months of June, July,
and August and match the OKC water rate charged to NUA for those
entire months. Currently the OKC water rate is $5.23 per 1,000 gallons.

Summer Alt B: Historically NUA had to purchase water from OKC for
some amount of days during the months of June, July, and August. Using
the last four years of history to determine the average number of days
NUA purchased water from OKC it would average to 30% of the time.
Therefore, the bulk water usage charge should be 70% NUA bulk water
usage charge and 30% OKC emergency water rate; currently (70% x
$2.50) + (30% x $5.23)= $3.32 per 1,000 gallons.

Summer Alt C: Similar to Alternative B, using the historic data to
determine the total amount of water purchased from OKC in a ratio to



how much water was produced by NUA, the increase in volume of
water purchased was 3%. Therefore, the bulk water rate should be 97%
NUA bulk water usage charge and 3% OKC emergency water rate;
currently (97% x $2.5) + 3% x $5.23) = $2.59

Inverted Water Rate:
Existing commercial customers’ water rate is a flat rate. That means the
cost per 1,000 gallons does not change with the volume purchased. The
current commercial water rate is $2.10 per 1,000 gallons. The inverted
water rate was initiated in 1999 for residential customers to encourage
conservation. The current residential rates are:

0 - 5,000 gallons $2.00 per thousand gallons

5,001 - 15,000 gallons  $2.10 per thousand gallons

15,001 - 20,000 gallons $2.75 per thousand gallons

Over 20,000 gallons $4.95 per thousand gallons

Using an inverted water usage charge for bulk water sales could also be
used to encourage conservation for the temporary commercial
customers. For discussion purposes, a similar inverted block water usage
charge established for bulk water sales from hydrants could be:

0 -10,000 gallons $3.00 per thousand gallons

10,001 - 50,000 gallons $4.00 per thousand gallons

Over 50,000 gallons $5.00 per thousand gallons

D. Water Rates, Fees and Charging

Value-of-Service Pricing: Value-of-Service pricing suggests a departure
from conventional rate-making methods. Information describing this
method can be found in AWWA (American Water Works Association)
Manual M1. Instead of analyzing and allocating costs alone, value-of-
service pricing involves factors that reflect customer’s perceptions about
the value of utility service, as well as their willingness to pay for different
levels or types of service or convenience. Customer’s preferences also
can be measured through valuation methods that address willingness to
pay for services under various circumstances. In the particular instance
of purchasing bulk water for oil/gas driling, the value is balanced
against the other options for obtaining water. Therefore pricing of water
usage charges for bulk water can be administratively set, as long as
consistency for all bulk water purchases through hydrant meters are met.

Attachments:



Attachment 1. - Repeat Hydrant Meter Customers
Attachment 2. — All Hydrant Meter Customers in the Last Year
Attachment 3. - NUA water usage graph; Actual vs. Projected for 2014
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ATT peoknEANT
Ok Lasy 3 Years
CON 'ANY NAME 2011 2012 ‘ 3
A8A TA  CTRUCK 357,600 468,300 587,800
AZTEC BUILDING 81,800 120,700 1 300
AZTEC BUILDING 760 6,680 0
B&H CONSTRUCTION 244,200 94,600 47 100
B&H CONSTRUCTION 62,900 199,000 142,500
B&H CONSTRUCTION 384,700 67,600 3F 1700
B&H CONSTRUCTION 384,700
GAIL ARMSTRONG 10,900 4,400 2,800
GARRETT CONSTRUCTION 45,500 59,500 97,300
H&H PLUMBING 49,200 568,600 56,900
H&H PLUMBING 63,900 298,200 S5,800
ICS DIRECTIONAL DRILLING 0 0 28,600
IDEAL HOMES 110,100 685,800 23,600
IDEAL HOMES 445,400 661,600 214,400
JOHNSTON UTILITY 21,500 51,500 73,600
MAJANO UTILITIES 39,200 367,300 53,700
MANHATTAN RQCAD & BRIDGE 738,600 1,846,800 122,800
MATTHEWS TRENCHING 63,000 0 52,100
PRECISION BUILDERS 94,900 112,600 307,500
RUDY CONSTRUCTION 13,400 281,600 72,300
SILVER STAR 724,600 823,400 491,300
SILVER STAR 5,235,600 385,500 125,500
SILVER STAR 1,302,800 3,050,200 260,000
SILVER STAR 1,218,000 888,800 2,219,500
SILVER STAR 761,300 647,900 411,800
TERRA DEVELOPMENT 577,700 923,600 421,200
TJ CAMPBELL 31,000 711,900 626,000
URBAN CONTRACTORS 372,600 74,300 303,700
WESLEY ESTELL EXCAVATING 63,520 128,300 118,800
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1 ABATANKTRECKCO
2 ALL ROADS PAVING
3 ALLEN CONTRACTING
4 ALLEN CONTRACTING
5 ARBOR HOUSE
6 A-TECH PAVING
7 AZTEC BUILDING SYSTEMS
8 AZTEC BUILDING SYSTEMS
9 B&H CONSTRUCTION
10 B&H CONSTRUCTION
11 B&H CONSTRUCTION
12 BARDON EXPLORATION
13 BRADFORD BORING
14 BUTLER PLUMBING
15 BYRD BUILDING
16 CADDELL, NICK
17 CAMPBELL, TJ
18 CASE ASSOCIATES
19 CGC
20 CHAIN ENTERPRISE
21 CIRCLE K INTERNATIONAL
22 CITY OF NORMAN - WTP
23 CLARK CONSTRUCTION
24 CLENT COX
25 CONNELLY PAVING
26 CROSSLAND CONSTRUCTION
27 CRUCTHO CREEK FARMS

28 DANE YAW

29 DARRELL STANDLEE CONSTRUICTION

30 DIVERSIFIED SERVICE INC

31 DODSON THOMPSON MANSFIELD

32 ELRENO SOD FARM
33 FINLEY-RESOURCES

34 GAIL ARMSTRONG CONSTRUCTION

35 GARRETT CONSTRUCTION
36 GIRL SCOUT TROOP 247

37 GREENSOURCE ENVIRONMENTAL

38 H&H

39 H&H
40 HEWITT SPECIALITY SERVICES

41 ICE CHALLENGE ENTERPRISE
42 ICS DIRECTIONAL DRILLING
43 IDEAL HOMES

44 IDEAL HOMES
45 JENNIFER NEWELL - NHVBC

U Nedent e

L33¥~3ear



46 JOHNSTON UTILITY SERVICES, INC
47 KEYES CONSTRUCTION

48 KING ELECTRIC

49 L WALLACE CONSTRUCTION

50 LANDMARK FINE HOMES

51 LORI BOYDSTON

52 MAJANO UTILITIES CONSTRUCTION
53 MANHATTAN ROAD & BRIDGE

54 MATTHEWS TRENCHING

55 MCINNIS CONSTRUCTION

56 MIKE MILLIGAN

57 NASH CONSTRUCTION

58 NORMAN LIONS CLUB

59 NORMAN MUSIC FEST

60 NORMAN YOUTH SOCCER ASSOC
61 OKLAHOMA UNDERGROUND

62 OPES INC

63 POINDEXTER PLUMBING

64 PRECISION BUILDERS

65 QUICKWAY EXCAVATING

66 RFD CONSTRUCTION

67 RUDY CONSTRUCTION

68 SET ENVIRONMENTAL OKLAHOMA
69 SHERWOOD CONSTRUCTION

70 SILVER STAR

71 SILVER STAR

72 SILVER STAR

73 SILVER STAR

74 SILVER STAR

75 TEAM NORMAN ELITE

76 TERRA DEVELOPMENT LLC

77 TRISTAR PETROLEUM

78 TRIANGLE CONSTRUCTON

79 TURNING POINT IND

80 URBAN CONTRACTORS

81 URBAN CONTRACTORS

82 VENTURE CONSTRUCTON

83 VICKERS CONSTRUCTION

84 WESLEY ESTELL EXCAVATING

85 WILDCAT CONCRETE SERVICES
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