SENATE GOVERNANCE & FINANCE COMMITTEE

SENATE NATURAL RESOURCES & WATER COMMITTEE

The Governance and Financing of the Bay Delta

Conservation Plan: Overview of the Issues

Committee Background

This is the third in a series of hearing on the B&jta Conservation Plan (BDCP).

On April 30th, the Senate Natural Resources anceWWadmmittee and the Senate Select
Committee on the Delta held an informational heatitied “The Bay Delta Conservation Plan:
Overview of the Issues.” The purpose of the heanas to give the administration an
opportunity to describe the project and answer tipes from the members. Testifying that day
were Secretary of Natural Resources John LairdaReynt of Fish and Wildlife Director
Chuck Bonham, and Department of Water Resourcescioir Mark Cowin.

On May 14th, these same committees held a secéomhiational hearing on the BDCP to hear
different perspectives on the plan from water cstors, local government officials, and
environmental groups. That day’s panelists wergeR@atterson from Metropolitan Water
District, David Guy from the Northern California \féa Association, Greg Gartrell with Contra
Costa Water District, Jason Peltier with Westlaviger District, Sacramento County
Supervisor Don Nottoli, Doug Obegi with the NRD@daBrent Walthall with the Kern County
Water Agency.

A recap of both those hearings is attached.

* Also available athttp://mavensnotebook.com/2013/05/08/mavens-mirjoiatinformational-hearing-natural-
reasources-and-water-and-select-committee-on-ttreysento-san-joaquin-delta-the-bay-delta-consemailan-
overview-of-the-issuesindhttp://mavensnotebook.com/2013/05/20/mavens-miAoiasinformational-hearing-
natural-resources-and-water-and-select-committetir@sacramento-san-joaquin-delta-the-bay-delta-
conservation-plan-perspectives-on-the-plan/




This hearing is intended to focus on the proposeeighance and financing of BDCP. The
witnesses will address five key issues:

» The proposed institutional structure and orgaroreti arrangements that will be
established to govern and implement the BDCP.

* The estimated costs associated with implementatidime BDCP over the proposed-50
year term of the Plan.

» The potential sources of funding for the BDCP immatation.

» The direct economic benefits of implementing the@®@Dto the state’s urban and
agricultural water agencies receiving water suggiiem the Central Valley Project
(CVP) and the State Water Project (SWP).

» The direct economic benefits of implementing the@®@Dto the state as a whole.

To provide a context for members of the Senate fdbhResources and Water Committee this
paper:

» Briefly describes the current governance structoiréghe SWP and CVP and proposed
governance for the BDCP.

* Summarizes the fiscal aspects of the proposal.

» |dentifies major assumptions, key issues the coteminembers may wish to explore,
and other related topics.

It is important to note that this paper is basedlmapters 7 — 9 of the “Bay Delta Conservation
Plan: Revised Administrative Draft” and the asstadaappendices. Some of the narrative in
those chapters is subject to interpretation. Cagunsetly, some comments in this paper may not
comport with the views of the authors of those t¢lipor with the proponents of the project.
Also, this paper does not discuss the statewidea@uir analysis that was released on August 5,
2013.

Implementing BDCP

BDCP is intended to comply with the federal EndaadeSpecies Act (ESA) and the California
Natural Community Conservation Planning Act (NCCPRg#Y)a range of activities related to the
operation of the State Water Project (SWP) and 1@exalley Project (CVP), including the
diversion and export of water from the Delta asdritoutaries. These activities can be grouped
as follows:
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« Water Facilities and Operation (CM1, CM 22)

* Natural Community Protection and Management (CM@1C)

* Natural Community Restoration (CM2, CM4-CM10, CM) 12

* Other Stressors Conservation (CM13-CM21)

* Monitoring, Research, Adaptive Management, and Rigmh&easures
* Program Administration

These activities will occur across a number ofatéht time scales, requiring different types of
implementation oversight. For example, constryctionveyance facilities is expected to occur
in the first 10 years of BDCP, while operating tfatility is to occur during the following 40
years. The governance issues associated withraotisg the facility are quite different from
those associated with operating the facility. Samissues also arose with initiation of the state
water project.

To understand BDCP’s proposed governance strudtusehelpful to first understand the current
structure.

Current Governance Structure

DWR owns and operates the SWP, holds all the wiflets for the SWP, and holds all of the
permits required to operate the SWP, includingnb&lental take permits. DWR has contracts
with 29 contractors. The contracts provide, amaoiigr things, that the contractors will pay all
SWP costs, including a “Delta Water Charge” and'mafisportation Charge,” except recreation,
fish and wildlife enhancement and flood controltsos Consistent with Governor Edmond G.
“Pat” Brown’s Contracting Principles for Water Service Contrg¢tsach contracting agency

will agree that, in the event in any year is unaléails through other means to raise the funds
necessary in any year to pay the State the sunireelqunder the contract, it will use its taxing or
assessment power to raise such a surBtich terms are still in effett.

The California Water Commission was created theestaime that DWR was created from the
former Department of Public Works to “confer wildvise, and make recommendations to the
director [of DWR] with respect to any matters an@djects under his jurisdiction. The

rulemaking power of the department shall be execdcis the following manner. All rules and
regulations of the department, other than thosgingl exclusively to the internal administration
and management of the department, shall be fiesgmted by the director to the commission and

" CM refers to specific conservation measures wWiBIXCP. The categorization of activities is fromyH2elta
Conservation Plan, Revised Administrative Drafta@ter 8, May 2013, Table 8-41.

" California Legislature, Supplement to AppendixTitee Journal Of The Senate, 1960 Regular Sessi@0, b.
51-53

* See for example, Article 34 in “Contract Betwedre Metropolitan Water District Of Southern Calif@ind
The State Of California Department Of Water Resesifeor A Water Supply And Selected Related Agredsiien
as of January 1, 2005.
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shall become effective only upon approval thergofite commission.” The commission’s
SWP specific responsibilities are to:

* Conduct an annual review of the construction aretatmon of the SWP and report to
DWR and the Legislature with any recommendations;

* Hold public hearings on all additional facilitiesoposed to be added to the SWP and
name any new facilities; and

» Adopt a resolution of necessity, and give eachcédfi person a venue to be heard, before
DWR may commence an eminent domain proceeding.

Similarly, the U.S. Bureau of Reclamation (USBR)nevand operates the CVP, holds all the
water rights for the CVP, and holds all of the pgsmequired to operate the CVP, including the
incidental take permits. It too has contracts widiter agencies governing the financing of the
CVP.

There are, however, at least two key differencéséden the SWP and CVP. First, the CVP
includes a number of distinct “units,” many of wiido not require moving through or around
the Delta! Conversely, all but 3 of the SWP contractors melymoving water through or
around the Deltd. Second, the cost allocation and financing systethe SWP ensures that the
SWP contractors pay all costs of the SWP, whetea€VP’s system does not guarantee full
repayment, and there is some question as to whittb@osts will be fully repaitl.

Because both the CVP and the SWP convey wateeiS#decramento River and the Delta, facility
operations are coordinated based on the Coordil@pedating Agreement, the Bay-Delta Plan
Accord, and many other agreements. To ensure tthatdrojects operate consistent with the
various operation agreements, water rights contitiendangered species requirements, and
other permits, there is an “Ops Group.” This grazgmposed of both state (Dept. of Fish and
Wildlife, DWR, and State Water Resources Contrchilp and federal (Fish and Wildlife
Service, National Marine Fisheries Service, USBR] Bnvironmental Protection Agency)
representatives, meets in public each month. Téregs of project operations are overseen by
the Ops Group:

* The adjustment of export limits to minimize endanegespecies’ take or to improve
fishery conditions in general.

* The operation of the Delta Cross-channel.

» Changes in the point of diversion to improve fishesnditions or make up losses to
water supply caused by previous operational chatwgesprove fishery conditions.

" Water Code §161.

" For example, the Sacramento Canals Unit of ther@levialley Project was designed to provide irrigatwater in
the Sacramento Valley, principally in Tehama, Gleammd Colusa Counties.

* City of Yuba, County of Butte, and Plumas Counltydd Control & Water Conservation District.

8 See for example, Department of Interior, Officehaf Inspector Generalentral Valley Project, California:
Repayment Status And Pay&teport No.: WR-EV-BOR-0003-2012, March 2013.
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Figure 1

Current Governance Structure
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Figure 1 shows this current governance structiiree DWR and USBR are in charge of the
SWP and CVP respectively. Each has a contractlation with its respective contractors. The
California Water Commission oversees DWR. And@ps Group ensures the operations of
both systems are consistent with current permitlitmms.

BDCP’s Proposed Governance Structure

Proponents of BDCP are proposing to create a nuofloe@w oversight and management groups
to implement BDCP. Figure 2 depicts staff's untlrding of the proposed governance
structure for BDCP.
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Figure 2
BDCP’s Proposed Governance Structure
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Permit Oversight Group would be composed of theestad federal fish and wildlife agencies,
specifically, the Regional Director of U.S. Fistdawildlife Service (USFWS), the Regional
Administrator of National Marine Fisheries Serv{d8VIFS), and the Director of the California
Department of Fish and Wildlife (CDFW) or their ageees. Proponents of BDCP anticipate
that USFWS, NMFS, and CDFW will issue regulatorthauizations for BDCP activities
pursuant to the federal ESA and the NCCPA, as egipke. Consistent with the existing law, the
fish and wildlife agencies would retain respon#ipilor monitoring compliance with the BDCP,
approving certain implementation actions, and afigrthe provisions of their respective
regulatory authorizations. In addition to fulfiij those regulatory responsibilities, the state and
federal fish and wildlife agencies would also pdestechnical input on a range of
implementation actions that will be carried outtbg Implementation Office (described below).
The Permit Oversight Group would not be a sepdegia entity nor would it be delegated any
authority by the member agencies. The Permit Qgter§&sroup would meet publicly with the
Authorized Entities Group at least quarterly.

Authorized Entities Group would consist of the Rigr of DWR, the Regional Director for
Reclamation, and a representative of the particigattate contractors and a representative of the
participating federal contractors, if they are esspermits pursuant to the Plan. Its purpose
would be to provide program oversight and geneualance to the Program Manager regarding
the implementation of the Plan. The Authorizeditigréroup would be responsible for ensuring
that the management and implementation of the BBx@Rarried out consistent with its
provisions, the Implementing Agreement, and the@ased regulatory authorizations.
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The Authorized Entity Group would meet in publidedst quarterly to review issues that arise
during the implementation of the Annual Work Plad 8udget.

Implementation Office would be led by a Program siger, who would be selected by and
report to the Authorized Entity Group. The Progtslianager would manage, coordinate,
oversee, and report on all aspects of Plan impléatien, subject to the oversight of the
Authorized Entity Group. The Program Manager, hité assistance of the Implementation
Office staff, would ensure that the BDCP is propa&mplemented throughout the duration of the
Plan. For those activities involving functionstthander state and federal law, cannot be
delegated (e.g., water operations, water contrgcirocurement, expenditures of state and
federal funds), the Program Manager would cooréimath the appropriate designated state or
federal official to ensure that the necessary fonds carried out. The Program Manager may
be a state employee, a federal employee, or ampeesained under a personal services contract
or other mechanism.

The Program Manager would direct, oversee, andtsslaff for the Implementation Office. The
Implementation Office, which would not be a legality authorized to enter into contracts
directly or hold property in its own name, wouldadister the implementation of the BDCP
under the existing authorities of the Authorizedifies.

The Implementation Office would assume responsyhitir the implementing a broad range of
actions, including:

* Overseeing and coordinating the administrationrofgpam funding and resources,
including budgets and work plans.

» Overseeing and/or implementing conservation measure

» Technical and logistical support to the Adaptivendgement Team (described below)
with respect to the administration of the AdaptiWanagement and Monitoring Program,

» Coordinating with Deltavide governance entities, including the Delta Stelsfaip
Council, the Delta Science Program, the Delta [etmte Commission, and the Delta
Conservancy.

The Program Manager would meet the staffing neétlsedmplementation Office by drawing
from existing personnel at DWR, USBR, State anceFadContractors Water Agency
(SFCWA), and from other sources, including fromrses outside of agencies.

The Program Manager would also select the Scierargaler. The Science Manager would,
among other things:

» Chair the Adaptive Management Team (described Dedod assist the team in the
development and administration of the Adaptive Mgmaent and Monitoring Program,
in coordination with the Interagency Ecological §ham (IEP), and other science
programs.
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» Engage in regular communication and coordinatiah wie Delta Science Program and
the Independent Science Board, in a manner consistth the Delta Reform Act, as
well as with other outside scientists and, as tiaby the Adaptive Management Team,
coordinate or contract with the Independent Scid8uard, the Delta Science Program,
or other scientists to obtain input and reviewupport the Adaptive Management and
Monitoring Program.

» Assist the Adaptive Management Team in synthesiamdypresenting the results of
studies and research, compiling the findings of itooing efforts, and summarizing the
current scientific knowledge on relevant Delta tgses to the Program Manager, the
Authorized Entity Group, Permit Oversight Groupakatholder Council (described
below), and others.

Adaptive Management Group would be chaired by therf8e Manager, and would consist of
representatives of DWR, USBR, CDFW, USFWS, and NMRS IEP Lead Scientist; a Delta
Science Program representative; the State and &leé@ientractors Water Agency Science
Manager; and the Director of the NOAA Southwesh&iges Science Center.

The Adaptive Management Team would have primaryaesibility for administration of the
adaptive management and monitoring program, dexreop of performance measures, proposed
changes to conservation measures, and proposedicatidns to the biological objectives.

The Adaptive Management Team would operate by ecmuse In the event that consensus is not
achieved, the matter would be elevated to the Awtbd Entity Group and the Permit Oversight
Group for resolution. Any proposed changes to cwag®n measures or biological objectives
would be elevated to the Authorized Entity Groud #me Permit Oversight Group for their
concurrence or for their own determination regagdhe matter. If concurrence was not
achieved, the entity or entities with decisimaking authority would make a decision.

The Adaptive Management Team would hold public megstat least quarterly.

Stakeholders Group would consist of representafioes entities and organizations with an
interest in BDCHrelated issues or otherwise engaged in BDCP ma#és minimum,
representatives of the following entities woulditngted to participate on the Stakeholder
Council:

* Representatives of DWR and Reclamation;

* Representatives of SWP and the CVP water contisgctor
* Representatives of other authorized entities;

* Representatives of USFWS, NMFS, and CDFW;

» Representatives of other state and federal regylatgencies, including the U.S. Army
Corps of Engineers, EPA, and SWRCB;
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A representative of the Delta Stewardship Council,

A representative of the Delta Protection Commission

A representative of the Delta Conservancy;

A representative of the Central Valley Flood ProtecBoard; and

Representatives of San Joaquin, Sacramento, Sofaim,and Contra Costa Counties.

Additional members would be selected from the feitay categories by the Secretary of the
California Natural Resources Agency, in consultatath the directors of the relevant
departments of the agency, such as DWR and CDFW.

At least three representatives from conservationgs with expertise in fish and wildlife
management and/or the management of aquatic rehbndtother natural lands;

At least three representatives of local governragencies within the Delta;
At least one representative of fishing organizatjon

At least one representative of hunting organization

At least one representative of recreation orgaioiaaf

At least two representatives of Delta reclamatistridts;

At least two representatives of Delta agriculture;

At least three scientists with expertise in the agament of natural lands, and native
plant and animals species;

At least one representative of water agencies éddatthe Sacramento Valley;
At least one representative of water agenciesdarSn Joaquin River watershed;
One representative from organized labor workinthenbuilding trades;

One representative from the exclusive represemstiv stateemployed scientific or
engineering professionals; and

Other stakeholders whose assistance will incrdesékelihood of the success of Plan
implementation, including Delta civic organizaticarsd members of the general public.

The Program Manager would convene and facilitageStakeholder Council at least quarterly, to
exchange information and provide input to the ProgManager concerning the current
significant issues at hand. Stakeholders would tla&@pportunity to inquire about
implementation matters, be apprised by the Progviamager of issues of interest, and make

Senate Governance & Finance Committee & Senater&l@®esources & Water Committee Page 9
The Governance and Financing of the Bay Delta Gwasien Plan: Overview of the Issues



recommendations concerning pending decisions dret ahplementation matters. Stakeholder
Council meetings would be open to the public.

Real Time Operations. DWR and USBR would collab®mwith the state and federal fish and
wildlife agencies in making redime operational decisions. These decisions woalddsigned

to increase fish benefits without compromising watgply availability provided under the Plan
and its regulatory authorizations. Should the agsnchoose to make a ré¢ahe operations
adjustment to provide a shddrm fisheries benefit, the resulting impact onexvaupply would
be calculated. Subsequent réale operational actions would be taken to resaorewater
supply impact resulting from the prior decision.

Reattime operational decisions are separate and digtmm the adaptive management process.

Supporting Entities. The Implementation Officapotigh the Program Manager, may request
that other entities, referred to as Supportingti&sti perform certain implementation tasks,
where such entities have the authority, resougsertise, and willingness to successfully
undertake and complete the task. Where specfiicstare so assigned, the Program Manager
will ensure that tasks and associated responsgiilitre carried out properly and in coordination
with other implementation actions. The Authorizedittes could be Supporting Entities. Other
Supporting Entities could include:

* The Delta Conservancy

» Sponsors of regional conservation planning prograonsh as those engaged in natural
community conservation plan (NCCP) and/or habitetservation plan (HCP)
development

» State and federal agencies, including NMFS, USFWEGDFW.

» Other public agencies and private entities thaerexthority, capacity, or expertise to
implement actions described in the conservatiateyy in a coseffective, reliable, and
timely manner.

The take authorizations that will be issued purstmthe BDCP would provide regulatory
coverage under the ESA and the NCCPA for all aatiwicovered by the Plan. As such, no
additional take authorizations would be requiredriplement these activities, regardless of
whether the action is carried out by the ImplemigoneOffice or a supporting entity.

Questions The Members May Wish To Explore:

* Why doesn’t the Permit Oversight Group includeegitine State Water Resources
Control Board (SWRCB) or US Environmental Protattmency (EPA)BDCP
operations will need to be consistent with condsgianposed on water rights to ensure
compliance with the federal Clean Water Act andf@alia’s Porter-Cologne Water
Quality Control Act. To ensure actions taken fodangered species purposes don't
conflict with water quality requirements, it may peident to include SWRCB and EPA
in the Permit Oversight Group.
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* What is the role of the Delta Watermaster withia gfovernance structure of BDCP?
The Sacramento-San Joaquin Delta Reform Act of ZD@®ta Reform Act), among
other things, established the Delta Watermasterdethat Act, the Delta Watermaster
has the authority to require monitoring and repgrtauthority for approvals delegated to
an officer or employee of the board by the terma wfater right permit or license,
authority to approve temporary urgency changes aarigority to issue a notice of a
proposed cease and desist order or administratildigbility complaint. Given those
authorities, and their potential effect on BDCP liempentation, it may make sense to
more explicitly explain the Delta Watermaster'serol

* What is the role of the California Water Commis&iohhe Legislature created the
Commission to oversee DWR, especially the constm&nd operation of the SWP.
The BDCP documents repeatedly state that the cameeysystem will be built, owned,
and operated by DWR.Moreover, the Commission would likely be the gnitb adopt a
resolution of necessity in any eminent domain pedaggs for the conveyance facility.
Why shouldn’t the construction and operation of BD&so be under their oversight?

* What is the role of the Delta Stewardship Courspecially with respect to any future
amendments to BDCP7The Delta Reform Act provides that BDCP will bewa part of
the Delta Plan, if BDCP meets a number of speo#fipirements. However, the Act is
silent as to what the requirements are to amendmB@Eher by the Delta Stewardship
Council or by the Authorized Entities Group, ond@@ is in the Delta Plan.

* Why would some, but not all, of the SWP and CVRractors need specific take
authorization under BDCPAs noted in the discussion of supporting entitibsve,
“The take authorizations that will be issued purdua the BDCP will provide regulatory
coverage under the ESA and the NCCPA for all aatiwicovered by the Plan. As such,
no additional take authorizations will be requitedmplement these activities, regardless
of whether the action is carried out by the Implatation Office or a supporting entity.”
If DWR will build, own, and operate the conveyariiaeility, and all activities of
supporting entities are covered under BDCP, whyldvany of the SWP and CVP
contractors need specific take authorization?

* If no SWP and CVP contractors need specific takbaization under BDCP, why
should they be on the Authorized Entities Group?

* If some, but not all, SWP and CVP contractors neespecific take authorization under
BDCP, what additional authorities and responsii@ét are assumed by those contractors
that receive specific take authorization under BDCIRor example, do such contractors
expose themselves to greater liability should sbingtgo wrong with BDCP? Do they
make a greater financial commitment to BDCP thd&enSWP or CVP contractors?

* What type of legal entity would the Implementatffice be? Would it be a state
agency? Federal agency? Joint powers authority’2®damg else?

" See, for example, Bay Delta Conservation PlanjsRevAdministrative Draft, Chapter 7, March 2018ge 7-7.

" Bay Delta Conservation Plan, Revised Administexfiraft, Chapter 7, March 2013, page 7-16.
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BDCP Costs and Potential Funding

Chapter 8 of the Revised Administrative Draft preseost estimates and potential funding for
BDCP. The cost analysis quantifies both the oVestimated cost of the BDCP and the
estimated cost of specific plan components. Thesmates were used to establish the funding
requirements for plan implementation over the cewfsa 50year term and beyond the permit
term. Based on those estimated implementatiors cthet potential sources of funding were then
identified for BDCP implementation and the mecharsighat will be used to secure such funds.

The cost estimates are reported in undiscounted @0Mllars. Cost estimates developed for
major BDCP elements, such as water facilities) tidéural community restoration, and Yolo
Bypass improvements, include various contingenasespecific cost line items. Where cost
contingency has not been explicitly factored intmat estimate, a 20% contingency is added.

It is important to note that the cost estimatesaibinclude costs to finance the project, such as
revenue bond issuance fees, interest paymentsher financing charges.

Table 1 and Figure 3 show the capital and operat@on maintenance (O&M) costs by major
BDCP component. The table shows that total capdsis for the 50 year period are estimated to
be $19.9 billion. O&M costs for that period ardémesited to be $4.8 billion, for a total cost of
$24.7 billion.

TABLE 1
BDCP CostsBY TYPE AND COMPONENT
(MILLIONSOF 2012 DOLLARS)
Type of Cost
BDCP Component Capital | O&M Total

Water Facilities & Operation $14,510$1,492| $16,001
Natural Community Protection & Mgt. $603 $429| $1,032
Natural Community Restoration $3,549 $0| $3,549
Other Stressors Conservation $931| $1,603| $2,534
Monitoring, Research, Adaptive Mgt, & Remedial Me&s $178 $913| $1,091
Program Admin. $0| $337 $337

Subtotal $19,771| $4,774| $24,544
EIR/EIS mitigation measures not counted elsewhere $142 $0 $142

Total $19,913| $4,774| $24,687
* Included in BDCP's cost estimate tables, not D@&P’s funding estimate tables

Note: Detail may not add due to independent donum

Source: Bay Delta Conservation Plan, Revised iAthtnative Draft, Chapter 8, May 2013 Tables 8a8idl 8-38
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Figure 1
BDCP Costs By TYPE AND COMPONENT
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The potential funding sources for BDCP are just théney are an accounting of funding sources
that the proponents of BDCP believe would be realslyriikely to be available. As noted in the
Chapter 8, “It is important to note that this cleps not a financing plan for the state or federal
water contractors or any other party. Separatenfimg plans, funding agreements, legislative
authority, and other documents will be needed abknthe use of certain funding sources. This
chapter provides an overview of potential fundingrses that are likely to be available to
support the implementation of the BDCP.”

Moreover, “Details of the financing and repaymeasatibed in this section from the Authorized
Entities and other sources are still being deteedhithrough ofgoing discussion between the
state and federal governments and between the yoeet, the state and federal water
contractors and other interests. Issues still uddeussion include aligning the financing and
repayment responsibilities with the ‘beneficiarygaprinciple, among other related issues.”

Nonetheless, “Consistent with the ‘beneficiary paysiciple and in recognition of public
benefits associated with environmental restoraiotihis important region, it is assumed that a
state and federal investment will be available a&ckssary to implement BDCP ... This public

" Bay Delta Conservation Plan, Revised Administeafdraft, Chapter 8, May 2013, p.8-73

" Bay Delta Conservation Plan, Revised Administefdraft, Chapter 8, May 2013, p. 8-80
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contribution is further justified by the fact thaany of the stressors contributing to the decline
of the Delta ecosystem and dependent species tidiractly related to operations of the SWP
and CVP.”

Figure 4 shows the potential funding of BDCP inragate. It shows the SWP and CVP
contractors providing $16.8 billion, or about 68gamnt of the total funding. USBE and other
federal funding covers another $4.0 billion or abbéipercent of the total funding. The state is
anticipated to provide another $3.7 billion or abbb percent of the total funding, including
$1.5 billion from the 2014 water bond and anothe®®illion from future water bonds.

“More than 14% of BDCP funding is expected to cdroen the 2014 water bond and a second
bond passed later in the permit term. Based ongaafirmance, both water bonds are expected
to be approved by the voters. However, if one dhlod the water bonds fail, they can be put on
the ballot again 2 years later. If the water bothlsiot pass in 2014, 2016, or thereafter, then
additional funding sources will need to be foundtfee BDCP in order to maintain compliance
with permit terms.* It is not clear from the draft BDCP plan how thatuld be accomplished.

Figure 4
Potential Funding of BDCP
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" Bay Delta Conservation Plan, Revised Administrafveft, Chapter 8, April 2013, p. 8-2.

" Bay Delta Conservation Plan, Revised Administrabveft, Chapter 8, April 2013, p. 8-131.
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TABLE 2
POTENTIAL BDCP FUNDING BY SOURCE AND COMPONENT
(MILLIONS OF 2012 DOL LARS)
Funding Source Fa\c/?llﬁti;& F’:lr%ttfc? .ne]i R'\g'orca??;h St?ge;)rrs MRo;ggrr éﬂg FZS‘%;’T‘ Total
Operations Mgt. Etc.

Contractors $15,974 $246 $256 $1p8 $104 530 $16}808
USBR $0 $310 $562 $1,14p $630 $1p0 $2,794
Other Fed Funds $p $341 $477 $10 $265 565 $1]167
Props 1E & 84 $( $q $10B $41 $0 50 $129
2014 Water Bond $ $18p $8Q5 $5p5 50 $0 $1,p14
Future Water Bond $p $1,300 $6p0 50 $0 $1,900
Other State Funds R $40 $20 $15 $90 $0 165
Interest Income $17 $P 0 $44 0] $143 $224
Total Funding $15,99( $1,126 $3,567 $2,576 $1,139 $338 $24,737
Total Cost $16,001 $1,032 $3,549 $2,534 $1,091 $337 $24,544
Difference ($11) $94 $19 $42 $48 $1 $192

Source: Bay Delta Conservation Plan, Revised iAthtnative Draft, Chapter 8, May 2013, Table 8-41

Figure 5
BDCP Funding By Component
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Table 2 and Figure 5 show BDCP funding by fundiogree and BDCP component. The most
prominent feature is that the SWP and CVP contra@me anticipated to pay all of the costs of
building and operating the water facilities, anidtigely little of the rest of BDCP costs.

There is a rather puzzling statement in a “noteegaler” at the beginning of the detailed
discussion of potential funding sources. “... [TE& uncertainty in the water supply provided
by BDCP. To offset this uncertainty, the state fatteral governments may consider additional
investments in BDCP consistent with the ‘benefigiaays’ principle.” One plausible
interpretation is that the proponents of BDCP amgemplating at least the potential for state
and/or federal funding for some part of the buidand operating the water facilities.

Questions The Members May Wish To Explore:

* Why is it the state’s responsibility to fund thesstem improvements that are necessary
in order for DWR and USBR to get multi species takder an NCCP/HCPJnder the
“beneficiary pays” concept, one of the key benatBDCP is multi-species take
authority, so shouldn’t those who get that bergif all costs necessary to get that take
authority?

* Shouldn’t the Legislature have a role in determgniow much state funding will be
committed to BDCP?The draft documents appear to suggest that anyboeaeceives
any “benefit” from the project should pay for thenefit, regardless of whether the
person receiving the “benefit” wants it at thacpror not. In other words, the BDCP
proponents are committing, or at least creatingsttang expectation of funding,
significant expenditures to be paid ultimately frtdme state’s General Fund for BDCP
activities.

* What is the back-up plan in case the voters dapptove new bond funding or
Legislature decides not to appropriate funds perfihancing plan? Will the SWP/CVP
contractors be required to back-stop those funds?

* What meaning did the authors intend to convey thighcomment under “note to
reader?”

Benefit/Costs of Alternatives

As part of the development of the BDCP, a rangaltefnate approaches were considered. The
alternatives are briefly described in Table 3.

' Bay Delta Conservation Plan, Revised Administrabivaft, Chapter 8, May 2013, p. 8-80
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TABLE 3
BDCP ALTERNATIVES

Alternative

Description

BDCP Proposed Action

A: W Canal 15,000 cfs

B: Tunnels 6,000 cfs

C: Tunnels 15,000 cfs

D: Tunnels 3,000 cfs

E: Isolated 15,000 cfs

F: Through Delta

G: Less Tidal Restoration

H: More Restoration

I: More Spring Outflow

Dual conveyance witthree ntakes& up to 9,000 cfs
diversion capacity

Dual conveyance with west canal alignménihtakes &
up to 15,000 cfs diversion capacity

Dual conveyance with intakes& up to 6,000 cfs north
Delta diversion capacity

Dual conveyance with tunnel/pipelirgintakes,& up to
15,000 cfs diversion capacity

Dual conveyance with intake up to 3,000 cfs north
Delta diversion capacity reduce tidal natural
communities restoration to 40,000 acres

Isolated conveyance with pipeligefive intakes, with up
to 15,000 cfs north Delta diversion capacity

Through Delta conveyance with Delta channel
modifications& different intake locations

Same as BDCP Proposed Action but witdkal natural
communities restoration to 50,000 acres

Same as BDCP Proposed Action but withreasé tidal
natural communities restoration to 75,000 acres,
seasonally inundated floodplain restoration to 20,0
acres& channel margin enhancement to 40 linear milg

Same as BDCP Proposed Action but withriease spring
outflow to 44,500 cfs

Existing Conveyance Scenario

Existing Conveyance Scenario Description

Existing Conveyance High
Outflow Scenario

Existing Conveyance
Low-Outflow Scenario

Existing conveyance with Fall X2, enhanced spring
outflow, without San Joaquin River inflow/exportica

Existing conveyance facilities with no Fall X2 qrig
outflow

cfs = cubic feet per second

Source: Bay Delta Conservation Plan, Revised Adstriaive Draft, Appendix 9.A, May 2013, Table 9.A-1
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Are any of these scenarios equivalent to the FathApproach discussed in our hearings on
April 30" and May 1%? In a word, no. While Alternative D does inclua8,000 cfs
conveyance system and may have a similar Deltafli@in and tidal marsh habitat restoration
program as the Portfolio Approach, it does notudel the additional south of Delta storage, the
investments in south of Delta water supplies, imptbwater agency integration, or levee
improvements that are in the Portfolio Approach.

Each of the alternatives in Table 3 was evaluatetbtermine the economic implications for the
SWP and CVP contractors. That is, the benefitscaists to the SWP and CVP contractors were
estimated for each of the alternatives.

The analysis estimated benefits in three broadjoaies.

» Water supply reliability benefits, which were cdated separately for urban and
agricultural agencies, but reported together.

» Water quality benefits, resulting from reducedrsafilevels in the south Delta.

* Reduced seismic risks benefits, resulting from tonting seismically sound
conveyance facilities.

The economic benefits of the BDCP to the SWP an@& Cdhtractors were calculated to the year
2075 and expressed as present values. This pedasahosen to reflect the expectedygar

useful life of the proposed new conveyance faesiti To ensure consistency, costs were also
calculated out to year 2075 and expressed in digedl?2012 dollars. Note: this is different

from the way the cost and funding estimates wergemathe previous section of this
background paper. Consequently, the costs essnfat¢he alternatives shown below are not
comparable to those discussed in the previousosecti

Table 3 summarizes the benefits and costs to thigazdors under each alternative relative to the
Existing Conveyance Higbutflow and LowOutflow Scenarios. The table also includes the
facility size and the level of mean Delta delivergssociated with each scenario. For
comparison, the table also shows what would bereleld under the Existing Conveyance High
Outflow and LowOutflow Scenarios.

Table 3 shows that expected deliveries using tistieg conveyance system are expected to
decline from the historical average of about 5.Bion acre-feet per year (MAF) to between 3.4
and 3.9 MAF. All but one of the scenarios, Altéiva E, are expected to deliver more than the
existing system.

Two of the scenarios, Alternative D and Alternattvehow estimated costs to the SWP and
CVP contractors exceeding estimated benefits. ferdetailed look at the estimated benefits
shows why.

" More information on the Portfolio Approach canfbend on the Senate Natural Resources & Water Cteeni

Website under Informational Hearings, April 30, 30ittp://sntr.senate.ca.gov/informationaloversightimess
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TABLE 3
BENEFITSAND CosTsOF BDCP ALTERNATIVES
Alternative or Scenario Facility | Deliveries| Total Total Net
Size(cfs) | (MAF) Benefits | Costs | Benefits
BDCP Proposed Action
High-Outflow Scenario 9,000 4.705| $18,011| $13,328 $4,683
BDCP Proposed Action
Low-Outflow Scenario 9,000 5.591| $18,795 $13,343| $5,452
A: W Canal 15,000 cfs 15,000 5.009| $23,820[ $10,789| $13,031
B: Tunnels 6,000 cfs 6,000 4.487| $14,967| $12,123 $2,844
C: Tunnels 15,000 cfs 15,000 5.009| $23,820| $15,381| $8,439
D: Tunnels: 3,000 cfs 3,000 4.188 $8,918| $10,039| -%$1,121
E: Isolated 15,000 cfs 15,000 3.399| -$7,531| $15,436| -$22,967
F: Through Delta N/A 4.172 $9,301| $4,887| 9$4,414
G: Less Tidal Restoration 9,000 4.705| $18,011] $13,146| $4,865
H: More Restoration 9,000 4.705| $18,011| $13,219] $4,792
I: More Spring Outflow 9,000 4.338| $13,508| $13,182 $326
Existing Conveyance
High-Outflow Scenario N/A 3.446
Existing Conveyance
Low-Outflow Scenario N/A 3.889
Source: Bay Delta Conservation Plan, Revised Adstiiaive Draft, Appendix 9.A, May 2013, Table 92A

Table 4 and Figure 6 show the estimated benefitedoh alternative. Generally, about 88% =+
of the benefits for each alternative are assocmaitddimproved water supply reliability, about
10% = derive from improved water quality, and oabout 2% * are associated with reduced
seismic risk. Two notable exceptions are Alterraftvand F. As noted above, Alternative E is
estimated to produce less water than the existisigs1. The lost benefits from a lower water
supply overwhelm the otherwise superior improveniemtater quality associated with
exporting only Sacramento River water and the likevsuperior reduction in seismic risk.
Conversely, Alternative F shows positive improvetsen water supply reliability, but no
improvement in water quality, and an increase isrmsie risk over the current conveyance
system.

Perhaps not surprisingly, the alternatives withgreatest net benefits to the SWP and CVP
contractors are Alternatives A and C. As mosheflienefits accrue from increased water
supply reliability, it makes sense that the altéues that provide the most water provide the
most benefits. Between the two alternatives, Aliive A has the highest net benefits because
of the lower construction costs associated witthdoug a surface canal compared to twin
tunnels.
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TABLE4
BENEFITSOF BDCP ALTERNATIVESBY TYPE OF BENEFIT
Water Water T
Alternative or Scenario Sl_JppIy Quali.ty Selﬁgnl?;sk
Reliability Benefits
BDCP Proposed Action HigButflow Scenario $15,722 $1,819 $470
BDCP Proposed Action Lov@utflow Scenario $16,642 $1,789 $364
A: W Canal 15,000 cfs $21,305 $1,952 $563
B: Tunnels 6,000 cfs $13,130 $1,524 $313
C: Tunnels 15,000 cfs $21,305 $1,952 $563
D: Tunnels: 3,000 cfs $7,799 $1,063 $55
E: Isolated 15,000 cfs -$11,937 $3,741 $665
F: Through Delta $9,363 $0 -$62
G: Less Tidal Restoration $15,722 $1,819 $470
H: More Restoration $15,722 $1,819 $470
I: More Spring Outflow $11,128 $1,910 $470
Source: Bay Delta Conservation Plan, Revised Aditnative Draft, Appendix 9.A, May 2013, Tables 97A
9.A-8, & 9.A-9

Figure 4

Benefits By Alternative By Type
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T Net of -$62 M in seismic benefits
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TABLES

BENEFIT-COST RATIOSOF BDCP ALTERNATIVES
Alternative or Scenario Benefit-Cost Ratio |E\?t£:1§r?t
BDCP Proposed Action Higbutflow Scenario 1.35 35%
BDCP Proposed Action Lov@utflow Scenario 1.41 41%
A: W Canal 15,000 cfs 2.21 121%
B: Tunnels 6,000 cfs 1.23 23%
C: Tunnels 15,000 cfs 1.55 55%
D: Tunnels: 3,000 cfs 0.89 -11%
E: Isolated 15,000 cfs (0.49) -149%
F: Through Delta 1.90 90%
G: Less Tidal Restoration 1.37 37%
H: More Restoration 1.36 36%
I: More Spring Outflow 1.02 2%
Source: Committee Staff, based on Table 3 (above)

Another way to evaluate the alternatives is to labtheir benefit-cost ratio or equivalently their
return on investment. Generally, if an alternatias a benefit-cost ratio greater than one, the
benefits of the alternative outweigh the costs, smthe alternative is considered a viable
investment. Moreover, when comparing two otheneigeivalent alternatives, the alternative
with the larger benefit-cost ratio is consideregl ietter investment because it returns more
benefits per dollar of costs. The key phrase teeéowise equivalent.” It is not unusual for the
alternative with a lower benefit-cost ratio beimjested over an alternative with a higher
benefit-cost ratio. An alternative may perform Mdm a strictly economic perspective, but
may not be acceptable for non-economic reasons.

Alternative A has the highest benefit-cost rati@&1. That means for every $1.00 spent on
Alternative A, the SWP and CVP contractors woulteree $2.21 in benefits for a return on
investment of 121%. However, it was not selectetha Proposed Action because of the
likelihood for additional take of protected speadies to the increased number of north Delta
intakes and a much larger surface footprint ofwlest canal, relative to the BDCP Proposed
Action.

Alternative F has the next highest benefit cosoratt 1.90. It was not selected as the proposed
actions because it would not be practicable framchnological perspective; it does not meet the
all known, available, and reasonable technologyARH) standard. The main problem
according to the BDCP analysis is that the propdlsexligh delta alternative would require two
7,500 cfs fish screens at the Delta Cross ChamteGaeorgiana Slough. Each of those would be
more than twice the size of any known facility iali@®rnia.
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Alternative C had the third highest benefit-cosiorat 1.55. It was rejected because it would
have a lower level of ecosystem protection for #iguspecies do to a more heavily on south
Delta intakes.

The BDCP Proposed Action Le®utflow Scenario, then, is the alternative with bighest
benefit-cost ratio of the remaining alternatives.

Questions The Members May Wish To Explore:

What is the marginal cost of the water produced®BCP under each alternative? Is it
at a price agricultural water contractors would kglling to pay?

Are the benefits to agricultural contractors undiee preferred options comparable to

the benefits to urbanThe water supply benefits for agricultural and urlaater users
were calculated separately but not reported segdgratiow would the benefit-costs

ratios for agricultural water users compare with tinhban water users under the proposed
alternatives? Would the benefit cost ratios foi@dtural water users exceed 1.0?

How would the analysis change if the proportioriurfding from the contractors were to
increase?n the previous section on BDCP Costs and PoteRtiatling, staff raised
guestions on the application of the beneficiar@g goncept. It might be that SWP and
CVP contractors would be required to pay a higleecgntage for the costs. How great a
portion of BDCP costs could be assigned to therecturs before the benefit-cost ratio
approaches 1.0?

How would the analysis change if only some of tréractors decided to receive water
from BDCP?

Is it possible to conceive of and evaluate a thioDeglta alternative that does meet the
AKART standard?

How sensitive are the benefits to assumptions?sémee estimates more robust than
others? What are the most critical assumptions?
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