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EXECUTIVE SUMMARY

The Centrd Valey Project (CVP) is a multi-
purpose water resources project operated by the
Bureau of Reclamation (Reclamation) that
supplies water to more than 250 long-term water
contractors in the Centra Valey, the San
Francisco Bay Area, and the Santa Clara Valley.
It also generates sufficient hydroelectric power to
operate the project and to supply power to
numerous preference power customers in
Cdifornia  In addition to water supply and
power, the project has been authorized by
Congress through a series of legidative acts to
serve flood control, fish and wildlife, recreation,
navigation, and water quality protection needs.

Like many major water resources projects
designed and operated to serve multiple purposes,
the CVP is comprised of both single-purpose and
multi-purpose facilities.  In accordance with
project authorization, portions of the costs for
CVP facilities are to be reimbursed by project
water and power users. Cogt dlocation is a
process to distribute the costs of multi-purpose
project facilities among the various purposes
served in order to identify responsbilities for
repayment of reimbursable costs. Reimbursable
costs require some level of repayment from
project beneficiaries whereas non-reimbursable
costs are borne by the Federa government (i.e.,
Federa taxpayers).

If al of the purposes in a multi-purpose
project were non-reimbursable, no cost alocation
would be required, a least for repayment
purposes, since no reimbursement would be
necessary. |namulti-purpose project, such as the
CVP, with reimbursable costs for one or more
purposes, a cost alocation is necessary to
determine the level of  reimbursement
responsibilities. In a multi-purpose project, the
costs of a single-purpose facility can smply be
assigned to that purpose for reimbursement. The
central challenge of the alocation process is the

ES1

equitable alocation of joint costs — the costs of
facilities serving more than one project
purpose.

In the case of the CVP, an initia cost
allocation was completed while the project was
in the early stages of construction. Since that
time, several updated and revised cost
dlocations were developed as actud
construction costs were incurred. The last
detailed CVP cost dlocation was completed in
1975, and the percentages developed in that
study for alocating costs among purposes
served are ill in use today. The alocations
were based on the separable costs-remaining
benefits (SCRB) method, which considers
benefits accruing to each project purpose and
has been accepted for use by Federal water
resources agencies. Since 1975, relatively
minor updates and adjustments have been made
annualy to the CVP cost dlocation to
determine repayment responsibilities of water
and power users as new project facilities have
been added and water and power uses changed.
All cost dlocations to date are considered
interim because construction of the CVP is not
considered complete.

PURPOSE AND NEED FOR THIS
STUDY

The present study was undertaken to
comply with the requirements of Public Law
99-546, dated October 27, 1986, and to respond
to a recommendation in the Genera
Accounting Office (GAO) report titled Central
Valley Project Cost Allocation Overdue and
New Method Needed, dated March 1992. The
latter called for a more streamlined method to
dlocate joint costs of the CVP. This report
describes the existing alocation of CVP costs
and its historical basis, considers aternative

CVP Cost Allocation Study
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Executive Summary

methods to allocate costs, and recommends a
preferred aternative.

Public outreach in support of this study began
shortly after the study was initiated and continued
through review of the Draft Report. A tota of
eight public meetings during a two-year period
provided opportunities for input on all aspects of
the study, including aternatives development,
evauation, and comparison. The Draft Report
was released for public review and comment in
January 2001. A public meeting was held in
February 2001 to present an overview of the
study, describe  dternatives  considered,
summarize conclusions and recommendations,
and solicit input from the public. Responses to
written comments received on the Draft Report
are presented in Appendix D to this Final Report.

ALTERNATIVES DEVELOPMENT

In the course of this study, two aternative
cost alocation methods were developed and
compared to the Existing Allocation. A
Proportional Alternative was developed based on
a suggestion from the GAO, and a Contractors
Proposal was developed from a proposal received
from CVP water and power contractors.

For the Exigting Allocation and the two
dternatives, costs were alocated to project
purposes and repayment responsibilities were
caculated for the reimbursable functions —
municipal and industrial (M&1) water users,
irrigation water users, and commercia power
customers. Evaluation of the aternatives
required  development of  study-specific
evaluation criteria because the circumstances
involved in this cost dlocation study differ from
those typicaly encountered in cost allocation
studies, which are conducted during project
planning and development. At the start of project
planning, no alocation exists, and the problem is
that of developing one, including choice of the
appropriate allocation method. For this study, an
alocation does exist so that the relevant question
is whether one or both of the aternative
alocation methods have characteristics that
provide a compelling reason to change the
existing method. The evauation criteria applied

ES2

in this study were formulated to address that
guestion, and if the answer were affirmative for
both alternatives, to provide guidance in the
selection of one of them as the recommended
method. The criteria were applied to determine
whether the dternatives met the basic
requirements for an interim cost alocation and
to highlight differences between the existing
allocation method and the aternatives.

The Proportional Alternative

The Proportiona  Alternative  would
dlocate joint costs in proportion to specific
costs — the costs of individua physical features
that serve only a single project purpose. This
gpproach, which is smilar to an accounting
method that distributes overhead costs among
various units, does not consider the level of
benefits generated by joint-use facilities when
alocating their costs.

This study found that implementation of
the Proportional Alternative would constitute a
significant  departure from  benefits-based
alocation methods that have been used by
Federa water resources agencies for nearly half
a century. In addition, the Proportiona
Alternative is not well suited to accept future
additions of single-purpose project facilities
because the costs of these features, which are
specific costs, would affect the allocation of
joint costs of existing facilities. This would
occur even if the new facility resulted in no
change in those project benefits that stemmed
from the joint facilities.

The Contractors Proposal

The Contractors Proposal, as interpreted
by Reclamation, is based on the existing cost
alocation but contains two significant
components that would alter the allocation and
repayment of CVP costs. First, the factors used
to allocate joint costs are based on results from
the 1970 redlocation study rather than results
from the 1975 study. Second, the proposa
attempts to account for the environmental re-
operation of the CVP by creating a new
environmental water use for the determination
of repayment responsibilities of costs allocated
to the water supply purpose.

CVP Cost Allocation Study
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Executive Summary

The use of the 1970 joint cost alocation
factors in place of the 1975 factors would
significantly affect the allocation of joint costs to
the power and flood control purposes. In the
1975 study, the power factor increased to 21.8
percent from 5.9 percent in 1970 while the flood
control factor fell to 20.5 percent from 35.5
percent in 1970. The contractors proposed this
change claiming that the cost of the single-
purpose power dternative in 1975 study was
biased by high energy costs at the time and that
flood control benefits were understated because
previous Corps of Engineers (COE) flood control
benefit estimates were not indexed to then-
current levels in the 1975 study. This study
reviewed these claims and found that high energy
costs were symptomatic of the period and that the
COE recommendation (that flood control benefits
not be indexed because there were other
offsetting characteristics of the method being
applied) appears to have been reasonable. Of
coursg, it is not known with certainty if the power
and flood control benefits from 1970 are more
accurate today or over the years between 1975
and today than the benefits developed for these
purposes in 1975. An updated estimate of project
benefits for al project purposes would be
required to make such a determination. Even
after such a determination were made, however,
questions regarding the integration of the results
with past flood control and power benefits, past
alocations, and past repayments would remain.

The Contractors Proposal maintains that the
authorized purposes of the CVP have been
greatly expanded and that the project has
undergone  significant  re-operation  since
completion of the 1975 reallocation study. The
accomplishments of the project have been altered
dramatically as a result of legidation and policy
decisons including the Central Valley Project
Improvement Act (CVPIA), Endangered Species
Act, and the 1994 Delta Water Qudity Control
Plan. According to the proposal, the existing
allocation method does not adequately reflect the
significant new environmental benefits that have
been generated by the re-operation of the project
and the associated enhancement and mitigation
activities that have occurred. Also, the existing
alocation method does not reflect the reduction
in benefits accruing to water and power users.

ES3

The environmental water use account in the
Contractors Proposal would be based on the
800,000 acre-feet of water dedicated annually
by section 3406(b)(2) of the CVPIA for the
primary purpose of implementing the fish,
wildlife, and restoration purposes of the Act.
For purposes of determining repayment
responsibilities for costs allocated to water
supply, this authorized use of existing water
would be treated as an additiona CVP water
supply in the proposal. The Contractors
Proposa provides a formula — derived from
repayment requirements specified for many of
the actions mandated in section 3406(b)(4)-(23)
of the CVPIA —that would treat 37.5 percent of
the costs associated with the environmental
water account as reimbursable by water and
power users and the remaining 62.5 percent as
non-reimbursable. This cost sharing
arrangement would be tantamount to treating
37.5 percent of the environmental water as
mitigation water and the remaining 62.5
percent as enhancement water.

This study found the addition of an
environmental water use to the water supply
sub-allocation account to be insupportable for a
number of reasons. First, unlike other
provisons of the CVPIA wherein cost sharing
arrangements and surcharges on water and
power users have been specified, Congress
neither directed that a new cost allocation study
be undertaken as a result of likely reductions in
water contract deliveries nor provided a cost
dlocation formula related to the 800,000 acre-
feet of dedicated water.  Second, section
3406(b)(2) of the CVPIA did not state that any
of the dedicated water is for environmental
enhancement. Furthermore, section 3406(b)(3)
of the CVPIA required implementation of a
program to supplement the quantity of water
dedicated in section 3406(b)(2). This indicates
that the CVPIA did not contemplate that the
dedicated water would meet dl the
environmental goals enumerated in section
3406(b)(2). Mitigation, protection, and
restoration must precede enhancement, and it is
unlikely that the 800,000 acre-feet aone could
completely mitigate, protect, and restore, and
therefore that any portion of it could be
considered enhancement.

CVP Cost Allocation Study
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Third, the three water supply functions in the
Existing Allocation are al end uses— M&| users,
irrigators, and wildlife refuges. The
“environment,” on the other hand, as used in the
Contractors Proposal, is not an end use in the
same sense that M&lI, irrigation, and wildlife
refuges are end uses. Environmental water
rdleased from CVP reservoirs for instream
environmental benefits could adso be used
downstream for other beneficia purposes,
including irrigation or M&I uses, farther
downstream. In such cases, the Contractors
Proposal could double count the use of water.

Fourth, underlying the Contractors Proposal
are the assertions that form the basis for
proposing the environment as a water use,
namely, that the authorized purposes of the CVP
have been greatly expanded and that the CVPIA
established the environment as a new project
purpose. Fish and wildlife considerations,
however, have long been a responsibility of water
projects developed by Reclamation and other
Federal agencies as a result of the Fish and
Wildlife Coordination Act and its various
amendments. The original act, passed in 1934,
required that projects impounding water consider
use of project water for fish culture and migratory
bird habitat, and provision of fish passage past
dams. The 1946 amendment to the act required
that agencies impounding or diverting water
consult with the Service with the view to
preventing loss of and damage to wildlife
resources, and that consistent with the primary
project purposes, provide for conservation,
maintenance, and management of fish and
wildlife and their habitats. In recognizing the
importance of fish and wildlife resources and
increasing public interest, the 1958 amendment
provided that wildlife conservation should
receive equal consideration and be coordinated
with other project features through effectua and
harmonious planning, development, maintenance,
and coordination of wildlife conservation.

Authorizations of components of the CVP
and reauthorizations of the entire CVP have also
addressed consideration of fish and wildlife and
their habitats. These include authorization to use
CVP water supplies to develop and maintain
waterfowl management areas. Authorizations to
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add the Trinity River Divison, the New
Meones Project, and the San Felipe Divison
included provisions to preserve and propagate
fish and wildlife resources.

Finaly, both Federal legidation, including
the CVPIA, and State Water Resources Control
Board (SWRCB) decisions require the CVP to
meet certain environmental conditions as an
operationa priority. Decisions of the SWRCB,
which are implicitly reinforced by the language
of the CVPIA that “Nothing in this title shall
affect the State’'s authority to condition water
rights permits for the Central Valey Project,”
have made it clear that al CVP water rights are
junior to inbasin needs, including needs within
the Ddlta itself, and that the CVP can only
export water from the Dédlta that is surplus to
inbasin needs. In other words, not only are fish
and wildlife purposes not new to the CVP, but,
as amatter of State law, CVP water rights have
aways been junior in priority to such
environmental requirements.  In short, the
introduction into the CVP cost alocation of an
environmental water account proposed by the
water and power contractors is not consistent
with provisions of Federa law, Reclamation
guidance on dlocating costs, State water rights
decisions, and would likely double count water
use.

Seen in this context, the CVPIA reinforced
the obligation of the CVP to protect the
environment by re-emphasizing the priority of
meeting environmental needs, but did not add
the environment as a new project purpose.

DECISION

A summary of the changes in totd
repayment responsibilities from the Existing
Allocation that would result from the two
aternatives considered in this study is provided
in Table ES-1. Changesin total costs associated
with the M&| water rate components are shown
in Table ES-2, and changes in tota costs
associated with the irrigation water rate
components are shown in Table ES-3.

CVP Cost Allocation Study
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Executive Summary

This report concludes that nether the
Proportional Alternative nor the Contractors
Proposal includes characteristics that provide
compelling reasons to change the existing
alocation method.  Accordingly, Reclamation
has determined that the Existing Allocation is the
preferred allocation aternative and will continue
to it use for CVP plant-in-service allocations.

If it becomes appropriate in the future to
consider performing a new cost alocation study,
Reclamation  should first consder  the
informational and technica requirements to
complete such a study. A new dlocation study
would require estimates of historic and future
project accomplishments, benefits, and costs, and
costs of alternatives. It is expected that such a
study would be time consuming and potentialy
costly. Therefore, before one were undertaken,
an evauation should be completed to identify the
following:

Existing data available for use and what
new data would be required;

The levels of effort needed to develop new
data and perform the analyses,

A methodology to identify past and future
benefits for all project purposes,; and

A process to integrate revised estimates of
benefits with previous estimates and
existing contractor repayment
responsibilities.

The evauation would include coordination
with other agencies that would be expected to
provide input to a new dlocation study — such
as the COE and Service — to determine their
ability and willingness to participate in it.

TABLE ES-1
CHANGES IN TOTAL REPAYMENT RESPONSIBILITIES
($ MILLION)
Plant-In-Service Change in Total Cost As Compared to
Repayment Entity Total Cost In Existing Allocation
Existing Proportional Contractors’
Allocation Alternative Proposal
M&| Water Users 436.5 -1.0 -1.9
Irrigation Water Users 1,476.2 27.6 -32.8
Commercial Power 568.8 12.3 -35.8
Customers
State of Californiaand 244.5 0.6 -0.2
Local Governments
Federal Non- 564.1 -39.4 70.7
reimbursable
TOTAL 3,290.2 0.0 0.0
Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.

ESS
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Executive Summary

TABLE ES-2
CHANGES IN M&lI WATER RATE COMPONENTS
($ MILLION)
Change As Compared to
Rate Component Existing Existing Allocation
Allocation Proportional Contractors’
Alternative Proposal
Storage 75.6 -4.2 -2.3
Conveyance 286.4 0.0 -04
Conveyance Pumping 3.1 0.0 -0.1
Direct Pumping 39.2 0.0 0.0
Other 8.3 2.9 2.0
Project Use Power 175 0.3 -1.0
San LuisDrain 0 0.0 0.0
Subtotal Used in Setting Rates 430.2 -1.0 -1.9
Repayment Contracts for 6.4 0.0 0.0
Distribution Systems
TOTAL 436.5 -1.0 -19
Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.

TABLE ES-3
CHANGES IN IRRIGATION WATER RATE COMPONENTS
($ MILLON)
Change As Compared to
Rate Component Existing Existing Allocation
Allocation Proportional Contractors’
Alternative Proposal
Storage 341.5 423 -14.2
Conveyance 471.3 -25.7 -12.3
Conveyance Pumping 45.6 0.0 -1.7
Direct Pumping 107.0 0.0 0.0
Other 40.4 8.6 4.4
Project Use Power 109.5 2.4 -8.9
San LuisDrain 46.5 0.0 0.0
Subtotal Used in Setting Rates 1,161.8 27.6 -32.8
Repayment Contracts for 314.4 0.0 0.0
Distribution Systems
TOTAL 1,476.2 27.6 -32.8
Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.
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Chapter |
INTRODUCTION

Cost dlocation is a process to distribute the
costs of multi-purpose project facilities among the
various purposes served in order to identify
responsibilities for repayment of reimbursable costs.
Reimbursable costs are costs that require some level
of repayment from project beneficiaries. These can
be contrasted with non-reimbursable costs, which
are costs borne by the Federal government (i.e.,
Federal taxpayers). Generdly, cost alocation isfirst
performed during project planning before
construction begins to give contractors an estimate
of their repayment responsibility and to determine
whether the project is financialy feasible. In the
case of the CVP, an initial alocation was completed
while the project was in the early stages of
construction. Since that time, several updated and
revised cost alocations have been developed as
more and more actual construction costs have been
incurred. In addition, numerous laws have been
enacted, agreements made, and policies established
to guide the alocation of costs among CVP
purposes and to assign repayment responsibilities for
reimbursable costs to water and power users and
other non-Federal entities.

The last detailed CVP cost alocation study was
completed in 1975, and the percentages developed in
that study for allocating costs among purposes
served are ill in use today. Since then, relatively
minor updates and adjustments have been made
annually to the cost alocation to determine
repayment responsibilities of water and power users
as hew project facilities have been added and water
and power uses changed.

This report describes the existing allocation of
CVP costs and its historical basis, considers
aternative methods to allocate costs, and selects a
recommended alternative. This study was
undertaken to comply with the requirements of
Public Law 99-546, dated October 27, 1986, and to
respond to recommendations presented in the GAO
report titled Central Valley Project Cost Allocation
Overdue and New Method Needed, dated March

1992.

The remainder of this chapter provides
background for this CVP cost allocation study;
Chapter 1l summarizes past CVP cost alocation
studies; Chapter 111 describes the existing CVP cost
alocation; Chapter IV discusses cost alocation
methods and presents two alternatives to the existing
allocation; Chapter V contains numerical results of
cost alocations using the existing and two
alternative alocation methods, Chapter VI presents
evaluation criteria and results of comparative
evaluations of the three allocation methods; and
Chapter VIl contains conclusions  and
recommendations.

BACKGROUND

The CVP is the largest surface water storage
and delivery system in Cdifornia and is also the
largest irrigation water supply project constructed
and operated by Reclamation. Facilities and service
areas of the CVP cover alarge geographic area and
include 35 of the State's 58 counties. The CVP
includes 20 reservoirs, with a combined storage
capacity of approximately 11 million acre feet; 8
powerplants and 2 pumping-generating plants, with
a combined capacity of approximately 2 million
kilowatts; 2 pumping plants, and approximately 500
miles of mgor canals and agueducts. The CVP
supplies water to more than 250 long-term water
contractors in the Central Valley, the San Francisco
Bay Area, and the Santa Clara Valley.

The CVP is authorized as a financidly and
operationally integrated water supply project,
providing water storage both north and south of the
Sacramento-San Joaquin River/San Francisco Bay
Delta (Delta). Asshown on Figure I-1, mgjor CVP
dams and reservoirs are located on the Trinity,
Sacramento, American, Stanidaus, and San Joaquin
rivers. CVP water supplies north of the Delta are
controlled by Shasta and Folsom dams on the
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Sacramento and American rivers, respectively.
Water from the Trinity River is stored, re-regulated,
and diverted through a system of dams, reservairs,
tunnels, and powerplants to the Sacramento River to
supplement the supply developed by Shasta
Reservair.

Hydroelectric power generation a numerous
CVP facilities provides adeguate power for project
requirements (project use power) and additional
power is available for commercid sde. Commercia
power generated by CVP facilities is marketed and
sold by the Western Area Power Administration
(Western), an agency of the Department of Energy.

Total long-term contracts for CVP water
exceed 9 million acre-feet per year. Historicaly,
approximately 90 percent of the water delivered by
the CVP has been for agricultural uses. At present,
increasing quantities of water is being provided to
municipal customers, including the cities of
Redding, Sacramento, Folsom, Tracy, and Fresno,
most of Santa Clara County, and the northeastern
portion of Contra Costa County.

The CVP was authorized through a series of
legidative acts, beginning with the Rivers and
Harbors Act of 1935, which authorized construction
of initial features on the Sacramento and San
Joaquin rivers and in the Delta by the COE. The
River and Harbors Act of August 26, 1937,
reauthorized the CVP for construction under
provisions of Federal reclamation laws by the
Secretary of the Interior (Secretary). Successive
Congressiona acts authorized additional facilities,
and, in most cases, groups of facilities were
authorized as Divisions or Units (components of a
division) based on geographica proximity and
purposes served.

The first allocation of costs and assessment of
financial feasibility for the CVP was completed in
1946. In 1954, the COE, the Federal Power
Commission, and the Department of the Interior
agreed to use the separable SCRB method as the
preferred approach for the allocation of project
costs. (The SCRB alocation method is explained in
Chapter 1V.) In 1956, Reclamation completed its
first reallocation of CVP costs based on the SCRB
method. This alocation was revised in 1960 and
again in 1970, when updated SCRB analyses were

completed. In 1975, a“short-form” reallocation of
CVP costs was prepared using updated benefits and
indexed costs for some project purposes to revise
the 1970 alocation. No major reallocation of CVP
costs has been completed since 1975.

To date, the allocation studies of the CVP have
provided “interim” results because construction of
the CVP is not yet considered complete. Capitad
costs continue to be incurred for new facilities and
for replacements and additions to existing facilities.

Consequently, a fina cost allocation cannot be
completed at this time.

Each year, Reclamation prepares an update to
the interim cost alocation of the CVP for plant-in-
service, operations and maintenance (O&M),
construction work-in-progress, and the authorized
project. The updates utilize factors developed in the
1975 redlocation study. The annud plant-in-service
update provides input to Reclamation’'s water
ratesetting process, Western’s commercia power
ratesetting process, Reclamation’s and Western's
financial statements, Reclamation’s Statement of
Project Construction Cost and Repayment, and
Western’s Power Repayment Study. In addition,
Reclamation prepares an alocation of CVP O&M
costs annualy that aso provides input to
Reclamation’s water ratesetting process.
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NEED FOR COST ALLOCATIONS

Early Federal efforts in the field of water
resources development consisted of simple,
single-purpose projects, but soon after that the trend
was toward increasingly complex, multi-purpose
developments. If a project serves only one purpose,
its costs can simply be assigned to that purpose,
whether or not the purpose is reimbursable. If al of
the purposes in a multi-purpose project are non-
reimbursable, no cost alocation is required, at least
for repayment purposes, since no reimbursement is
necessary. In a multi-purpose project, such as the
CVP, with one or more purposes that must
reimburse costs, a cost allocation is necessary to
determine the level of reimbursement responsibilities.

Like many major water resources projects
designed and operated to serve multiple purposes,
the CVP is comprised of both single-purpose and
multi-purpose components.  Costs for single-
purpose facilities, such as canals to provide M&I
water and irrigation water, are, of course, allocated
to the purposes they serve for repayment in
accordance with legidation, agreements, and
policies. Costs of multi-purpose facilities, such as
dams and reservoirs that may be designed and
operated to provide water supply, flood control, and
other benefits, must be alocated to the multiple
purposes served. Costs incurred for some purposes
are completely or partially reimbursable while costs
incurred for other purposes are completely non-
reimbursable. Thus, the central challenge of the
allocation process is the equitable allocation of joint
costs — the costs of facilities serving more than one
project purpose.

Since repayment requirements are established
by law and agency policies, some of which are
project-specific, the cost allocation process is often
project-specific and can require substantial detail.
Any dlocation process relies to some extent on
judgment, and the goa is the development of an
apportionment of joint costs that complies with
Federal laws and regulations, agency cost alocation
and contracting policies, and is perceived as
acceptable to al parties. In the CVP, the cost
allocation process is used to distribute project costs
among its seven authorized purposes and to identify
repayment responsibilities for reimbursable costs.
The cost alocation identifies costs to be repaid to

the Federal government by water and power users
as well as the repayment obligations of non-Federal
public entities, such as the State of California (State)
and counties. The allocation also identifies non-
reimbursable costs, borne by Federal taxpayers.

NEED FOR A REVISED COST

Authorized Purposes of the CVP

Water Supply

Hydroelectric Power Generation

Flood Control

Fish and Wildlife Protection, Restoration and
Enhancement

Recreation

Navigation

Water Quality

Repayment Entities

Irrigation Water Users

Municipa and Industrial Water Users
Commercial Power Customers

State of California and Counties

ALLOCATION OF THE CVP

Since the last cost reallocation study completed
in 1975, two events have occurred that direct
Reclamation to conduct a new CVP cost allocation
study. Title| of P.L. 99-546 directed the Secretary
to operate the CVP in conformity with State water
quality standards for the Delta. That law also
required that the costs associated with providing
CVP water supplies for the purpose of salinity
control and for complying with State water quality
standards of the Coordinated Operations Agreement
be alocated among the project purposes and
reimbursed in accordance with existing Reclamation
law and policy. The Secretary was authorized and
directed to undertake a cost allocation study of the
CVP and implement it no later than January 1, 1988.

Reclamation completed a draft cost alocation study
in 1988, but it was never implemented.

In 1992, the GAO submitted a report titled
Central Valley Project Cost Allocation Overdue and
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New Method Needed, dated March 1992, on the
CVP cost dlocation to the Chairman of the
Congressional Subcommittee on Water, Power and
Offshore Energy Resources. According to the
report, the analysis in the 1988 draft alocation study
included inappropriate costs, was based on
guestionable estimates of project benefits and
aternative costs, and required information that was
not aways available or was costly and time-
consuming to obtain. The GAO recommended that
the process used to complete the allocation study be
streamlined by using less costly and more timely
methodologies and suggested two approaches to
dlocate joint costs that differ from the SCRB
procedure. In a response to the GAO
recommendation that was published as part of the
GAO report, Reclamation indicated that it was
working expeditiously to complete the new interim
cost alocation study and would examine one
approach suggested by the GAO. It would alocate
joint costs in direct proportion to specific costs and
compare the results to joint costs alocated using the
benefits-based method. This would dlow
Reclamation to assess the results of both methods
and determine which methodology is more
appropriate for use in allocating costs for the CVP.

SCOPE OF STUDY

The objectives of this cost allocation study were
established based on issues raised by the GAO inits
1992 report and other concerns raised by
Reclamation staff in recent years. Study objectives
include:

Consider the use of a simplified method to
alocate joint costs

Develop a streamlined process for completing
annual updates to the CVP cost allocation

Identify and correct discrepancies in the
alocation or repayment computations to assure
compliance with legidation, agreements, and
policies

Consider the need for a new, comprehensive
cost reallocation study

In planning this cost dlocation study,

Reclamation decided not to develop an entirely new
alocation with new alocation factors based on
updated estimates of project benefits or aternative
costs. Updating water and power operations
studies, re-estimating project benefits, re-designing
project features and re-estimating their costs in
today’s dollars would require a significant
investment in time and effort and would not be
consistent with the GAO recommendation for a
more streamlined alocation process. Before making
such an investment, it would be prudent to consider
the need for it and to consider whether it would
likely result in a more acceptable alocation of costs.
Accordingly, this study was limited to the level of
effort needed to identify and correct discrepancies
in the computations, revise computationd tools, and
to consider aternative all ocation methods that would
not require a new application of the SCRB method to
complete.

As noted above, dthough Reclamation annualy
updates four different types of CVP cost alocations,
only the plant-in-service allocation and O&M cost
alocation are used in the water ratesetting process.

Furthermore, the O&M allocation itself is generaly
based on the plant-in-service allocation. From a
functional standpoint then, the plant-in-service
allocation is the most crucial of the four and is the
only one addressed in this study.

PUBLIC OUTREACH

Public outreach in support of this study began
shortly after the study was initiated in January 1999
and continued through review of the Draft Report.
A total of eight public meetings during a two-year
period provided opportunities for input on al aspects
of the study, including alternatives development,
evaluation, and comparison.

The Draft Report was released for public
review and comment in January 2001. A public
meeting during the public review period discussed
information and recommendations presented in the
Draft Report. Responses to comments received on
the Draft Report are presented in Appendix D to this
Fina Report.
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TABLE I-1

SUMMARY OF PUBLIC MEETINGS AND WORKSHOPS

DATE

PURPOSE

February 4, 1999

Provided overview of the cost allocation study

Described methodology used in existing cost allocation
Described corrections applied to 1995 cost allocation
Discussed potential strategiesfor development of alternatives

March 10, 1999

Provided examples of existing allocation computations
Described all ocation methods suggested by the GAO

April 23, 1999 Reviewed GAO recommendations
Presented initial results from analysis of GAO-suggested method

May 20, 1999 Presented further results from analysis of GAO-suggested method

July 15, 1999 Presented revised results from analysis of GAO-suggested method
Solicited input on other possible allocation alternatives to be considered
Water and power contractors requested opportunity to present alternative for
consideration

February 8, 2000 Presented summary and results of three all ocation alternatives (Existing Allocation,
Proportional Alternative, Contractors' Proposal)
Solicited input on criteriato eval uate and compare alternatives

June 15, 2000 Summarized allocation alternatives under consideration
Presented evaluation criteriato be applied to alternatives

January, 2001 Released Draft Report for public review (no meeting held)

February 9, 2001

Meeting during public review period for Draft Report
Discussed content and recommendations presented in Draft Report

March 26, 2001

Public Review Period closed
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SUMMARY OF CVP COST ALLOCATION
STUDIES

The allocation of CVP costsis used to establish
repayment requirements for various project
functions. Annual updates adjust the allocation as
changes in the uses of project-supplied water and
power occur and as new investmentsin facilities are
completed. These updates are required each year to
provide input to the CV P water ratesetting process
performed by Reclamation and the power ratesetting
process performed by Western. An allocation for
the fully “authorized CVP,” which includes facilities
that have been authorized by Congress and may be
constructed in the future, also accompanies annual
appropriations requests that are submitted to
Congress with the Reclamation’s budget. Cost
alocations are adso used to establish bases for
financia feasibility studies when proposals are made
for new additions to the project.

ANNUAL COST ALLOCATION
UPDATES

As noted in Chapter |, Reclamation updates
several types of cost allocations each year to
support a variety of administrative requirements.

The plant-in-service cost dlocation is updated to
reflect changes in the total capital investment for in-
service facilities during the most recent fiscal year
and changes resulting from legislation or policy
determinations. A similar update is made for the
O&M cost dlocation to reflect changes in the annual
costs to operate and maintain the CVP. Calculations
of repayment responsibilities for alocated plant-in-
service and O&M costs are based on periodic
updates of historic and projected water deliveries
and power generation and use for each water use
function. Shifts in repayment responsibilities can
change gradually in response to long-term trends in
water supply uses. For example, if the total of
historic and projected M&| water use increases as
irrigation use decreases, the repayment
responsibilities for reimbursable water supply costs

-1

would tend to shift from irrigation customers to
M&I customers. Upon completion of the repayment
analysis, changes in the repayment responsibilities of
M&| water, irrigation water, and commercial power
customers are used in the water and power
ratesetting processes performed by Reclamation and
Western.

The construction work-in-progress cost
allocation provides information on the allocation of
costs associated with facilities under construction.

Repayment of these costs does not occur until the
facilities have been put into service and the costs are
recorded on the plant-in-service alocation. The cost
alocation of the authorized CVP reflects the
alocation of all costs for the entire project as
authorized. Costs for facilities on which
construction has not been started or completed are
shown as estimates that are subject to revision.

As noted in Chapter |, this study addresses only
the plant-in-service alocation for the CVP. The
recommended allocation method, however, will aso
be used to complete the construction work-in-
progress cost alocation. The allocation of the
authorized CVP uses percentages derived from the
plant-in-service alocation so that it too will be based
on the recommended alocation method. The O&M
alocation deals with the annual costs of operating
the project and includes categories of costs that are
not directly associated with project facilities, such as
the hazardous materials management program.
Annual costs directly associated with project
facilities are allocated in the same proportion as the
plant-in-service costs so that the allocation of these
costs will also be based on the recommended
allocation method.
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PREVIOUS CVP COST
ALLOCATION STUDIES

Significant allocation studies prepared for the
CVP since its inception are summarized in the
following sections.

Initial Central Valley Project Studies

During the early to mid-1940s, Reclamation
employed many speciadists from other Federdl,
State, and local agencies, the private sector, and
academia to address 24 specific problems relating to
the CVP. Problem 8 addressed the allocation of
project costs to power and irrigation while Problem
9 addressed allocations to navigation, flood control,
salinity repulsion, and national security.

Problems 8 and 9 were assigned to a group of
investigators drawn from a broad cross-section of
Federa and State agencies, the University of
Cdlifornia, loca planning agencies, and agricultura
water users. The committee first applied four
different allocation methods — the benefit method,
proportionate use method, the vendibility theory, and
the dternative justifiable expenditure (AJE) method
— and combined the result to produce an allocation
of CVP costs that it submitted to Dr. Harlan H.
Barrows, Director of Central Valley Project Studies,
by letter of June 10, 1946. (The AJE alocation
method is discussed in Chapter IV.) Not al
members of the group concurred with the
recommendation and some issued minority
statements. The cost alocation results presented in
that report received no officia sanction and were
never used in project repayment analyses, but they
undoubtedly set the stage for subsequent studies.

1946 Cost Allocation Study

Reclamation prepared its own report in 1946 on
the allocation of costs and financia feasibility of the
CVP. The study was prepared pursuant to section
7(b) of the Reclamation Project Act of 1939, which
authorized the Secretary of the Interior to make
allocations of costs in accordance with provisions of
section 9 thereof.

In the 1946 cost alocation study, Reclamation
utilized two methods — AJE and use of facilities —
and averaged the results. According to Document
No. 146, 80" Congress, ' Session, in which the
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alocation was published, the AJE and use of
facilities were the two methods for which a
reasonable claim to validity existed for application to
the CVP. That the two methods produced results
with few differences was accepted as proof of the
approximate validity of each. Since it was thought
that there was no sure way to choose between
them, the final result was taken as an average of the
two.

1956 Reallocation Study

At the nationa level, the issue of the appropriate
allocation method for use in Federal water resources
projects was the subject of several investigationsin
the early 1950s. The Federa Inter-Agency River
Basin Committee represented the COE, the
Departments of the Interior, Agriculture, and
Commerce, and the Federal Power Commission. In
May 1950 its Subcommittee on Benefits and Costs
submitted a report entitled Proposed Practices for
Economic Analysis of River Basin Projects,
commonly known as the Green Book, in which it
recommended the SCRB method for genera use in
allocating costs on Federal multi-purpose river basin
projects. This recommendation, however, was not
immediately adopted by the participating agencies.

The Subcommittee on Civil Works of the House
Committee on Public Works investigated cost
alocations for Federa water projects and in
December 1952 issued its report entitled the
Allocation of Costs of Federal Water Resource
Development Projects which was published as
House Committee Print No. 23, 82" Congress, 2
Session.  The report did not recommend use of a
specific method by all agencies but did state that the
Subcommittee was “favorably impressed” by the
SCRB method. The subcommittee did recommend
that the Bureau of the Budget be designated as the
agency to approve cost alocations made for Federal
water projects, but the recommendation was not
adopted.

On April 6, 1954, the COE, the Federa Power
Commission, and the Department of the Interior
announced that they would all consistently employ
the same approach for cost allocations. The SCRB
was considered preferable, but the AJE and use of
facilities methods would aso be permitted under
special  circumstances. The Commissioner
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subsequently issued implementing instructions
stating that SCRB was the preferred method and that
other methods would be permitted only in
exceptional cases. This policy was restated in
Reclamation Instructions and remains in effect today
through the Reclamation Manual. The Mid-Pacific
Region of Reclamation completed its first
reallocation of CVP costs by this method in 1956,
but some questions regarding its application
remained.

Although the same alocation method had been
adopted by Federal water resources agencies,
differences emerged in its application. For example,
the COE allocated costs to a water conservation
purpose (i.e., water supply) as part of the SCRB
study, then sub-allocated that amount between the
end functions of irrigation and M&I service.
Reclamation at that time alocated directly to the
purposes without the sub-allocation process. Also,
a question lingered as to whether power should first
be dlocated as a total amount and then sub-allocated
between project use power (i.e., that used for
pumping M&aI, irrigation, and wildlife refuge water)
and commercial power — as was the practice in
some Reclamation regions — or be allocated directly
to the end functions. Little guidance was available
within Reclamation and no coordination of such
matters existed among Federal departments.

1960 Reallocation Study

Between 1956 and 1959, CVP cost alocation
changes were limited to annual adjustments to
project cost estimates. Although project costs did
not change significantly, several updates to input
data were available, making a new reallocation study
necessary. Most notably, a recently completed
hydrologic study by Reclamation provided updated
estimates of water supply and power
accomplishments of the project. In addition, the
COE had provided updated estimates of flood
damage reduction and navigation benefits of the
CVP. These revised estimates resulted in changesin
project benefits that could not be reflected without
areallocation of the costs of the entire project.

San Luis Unit costs were not included in the
1960 reallocation because the study was nearly
completed at the time San Luis was authorized. It
was decided that costs for the San Luis Unit should
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be allocated separately and treated as an addition.

1970 Reallocation Study

During the 1960s, many changes occurred
which showed that some of the accomplishments of
the project were not in accord with the 1960
estimates. Various adjustments were made in the
interim to account for the changes, but by 1968 the
effect of the adjustments had reached a level of
significance that the need to re-evauate the cost
alocation in its entirety was evident. In response a
proposal from the Regiona Director, the
Commissioner instructed the Mid-Pacific Region to
proceed with a cost redlocation within the
framework of existing authorizations.

The 1970 reallocation study was completed in
six steps applying to different parts of the project
and shown in Table IlI-1, each of which was
completed separately and summed to derive the
allocation for the total project. This approach was
adopted in recognition of the effects that various
authorizations had on the construction and operation
of the overal project. The 1970 allocation
addressed the authorized CVP and so included costs
estimates for facilities that had been authorized by
Congress but not yet constructed. Costs for many
of the facilities were alocated using the SCRB
method. However, with the exception of the Los
Banos Creek Detention Dam, which was allocated
using the SCRB method, the San Luis Unit was
allocated using the proportionate use method for the
delivery of water for irrigation and M&| uses.
Costs for COE facilities that had been transferred to
and/or financidly integrated into the CVP were
allocated by the COE. The six steps used in the
1970 reallocation study are summarized in Table I1-
1

Within the framework of the 1970 reallocation
study, several issues emerged that were resolved at
a meeting in Washington, DC, during the week of
October 21, 1968. The specific issues considered
in the 1970 realocation study and their resolutions
are summarized in Table I1-2.
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ASSUMPTIONS AND CRITERIA EMPLOYED IN THE
1960 COST REALLOCATION STUDY

NEW DATA USED IN THE STUDY

A recently completed hydrologic operation study provided the basis for the estimated water and power
accomplishments.

Flood control and navigation benefits were based on revised estimates provided by the COE that reflected
recent information on flood frequencies and magnitudes, and river traffic and freight rates.

ANALYTICAL ASSUMPTIONS
The SCRB method was used.
Project costs were alocated in total rather than feature by feature.
Construction and O&M costs were combined and allocated concurrently.

The period of analysis was extended to 100 years from the 50-year period commonly used in previous
studies.

Direct benefits were used for al project purposes except irrigation, which was credited with both direct
and indirect benefits.

Specific costs incurred for either minimum basic recreational facilities or mitigation of fish and wildlife
damages were assigned directly to the functions involved.

All costs were indexed to July 1959 price levels and the cost allocation was performed on the indexed
amount. Costs assigned to project purposes were then adjusted downward proportionate to the relation
ship between the actual project cost and the indexed July 1959 level. This approach was necessary
because actual project costs had been incurred over along period of time at many price bases while all
single-purpose and remaining project alternative costs were at the July 1959 level. Indexing of actua costs
to the same base as the alternatives was necessary to maintain comparability. The downward adjustment
after completion of the allocation returned the indexed costs to their actual amounts.

All future project benefits and costs were converted to present-worth values over a 100-year period, with
an annual interest rate of 2-1/2 percent.

The single-purpose commercial power alternative assumed privately financed steam-electric construction.

Commercia power and M& | water benefits were measured as equivaent to their alternative costs.




Chapter 11 — Summary of CVP Cost Allocation Studies

TABLE II-1

SUMMARY OF 1970 REALLOCATION STUDY

STEP

FACILITIES

ALLOCATION
METHOD

DISCUSSION

Basel

CVPfeatures
through the Trinity
River Division

SCRB

Recorded costs were indexed to the then-current levelsto be
comparable with estimates for various alternatives, which
were used in the SCRB method. Upon completion of the
initial allocation, indexed costs were converted back to their
actual levels.

Basell

San Luis Unit

Proportional Use

SCRB

With the exception of the Los Banos Detention Dam, the
costs of the San Luis Unit were allocated by the
proportionate use method, based on prior direction from the
Commissioner. The proportionate use method had been
used in the studies that supported authorization of the San
Luis Unit.

L os Banos Detention Dam was allocated separately using
the SCRB method because aflood control purposeis
included with this facility and no common use denominator
was available for the proportionate use method.

Baselll

Auburn-Folsom
South Unit

SCRB

Allocation of costsfor the Auburn-Folsom South Unit was
completed in three parts. Auburn Dam and Folsom South
Canal were allocated together using the SCRB method. This
combination was considered to be essential because much
of the water supply for Folsom South Canal would be
supplied from Auburn Reservoir.

The Foresthill Divide and Folsom-Malby sub-units were
allocated separately because of their independence from the
remainder of the Auburn-Folsom South Unit. The SCRB
method was used in allocating the cost of each of these sub-
units.

The results from the three parts were combined.

Base IV

COE Projects

Unknown

Used all ocated costs provided by COE.

Base V

San Felipe Division

SCRB

All facilities allocated using SCRB method.

Base VI

Black Butte Dam
and Reservoir

Unknown

Used allocated costs provided by COE.
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TABLE I1-2

SIGNIFICANT ISSUES ADDRESSED IN THE 1970 REALLOCATION STUDY

ISSUE

RESOLUTION

Water supply allocation with sub-
alocation toirrigation, M&I, and
waterfowl conservation functions

In previous CVP cost allocations, water supply costs had been directly allocated to end-use
functions. The 1970 reallocation adopted an allocation to water supply with sub-
alocations to water use functions based on proportionate water deliveries to each function.
This approach was adopted so that adjustments for future changes in project
accomplishments could be more readily accommodated.

Power total alocation with sub-
allocation to commercial power
and the project use functions of
irrigation, M&1, and waterfowl
conservation

Similar to the decision on water supply sub-allocation, it was determined that atotal power
alocation with costs sub-allocated to commercial and project use functions was preferable.
It was decided that total power costs should be sub-allocated in proportion to costs of
separate alternative projects for both commercial and project use that would provide power
equivalent to that of the multipurpose project. The project use share was further sub-
alocated among irrigation, M& I, and waterfowl in proportion to the amounts of energy
used by each.

Allocations to recreation and fish
and wildlife purposes

After consideration of the difficultiesin directly allocating costs to these two purposes, it
was decided to combine recreation and fish and wildlife into asingle purpose. After
alocation to the combined purpose, sub-allocations were made to the separate purposes
proportionate to benefits accruing to each.

Flood Control and Navigation

The COE re-evaluated flood control and navigation accomplishments of the CVP and
provided revised benefits by letter of April 25, 1969.

Use of COE allocation studies for
project units authorized for
construction by the COE

The New Melones, Hidden, Buchanan, and Marysville projects were authorized for
construction by the COE, but with differing provisions for their integration with the CVP
upon completion. It was decided that the cost estimates and all ocations made by the COE
should be incorporated in the CVP cost allocation.

Interest Rate

The then-current interest rate of 3-1/4 percent was used in the alocation. It was recognized
that many of the features of the CV P were built when other interest rates prevailed, but
attempts to use a series of rates would unduly complicate the study and probably add little
toits accuracy.

Allocation of joint costs for the
San Luis Unit to the recreation
purpose

The 1955 feasibility report for the San Luis Unit included minimal recreational development
estimated at about $90,000. This amount was indexed upward to $100,000 during 1960
congressiona hearings for authorization. The San Luis authorization provided for joint
development with the State. A joint project was devel oped, and recreation facilities were
greatly expanded. Reclamation participated to the extent of approximately $3 millionin
sharing specific costs of these facilities.

A question emerged regarding the propriety of alocating a share of the joint costs for the
San Luis Unit to recreation. It was agreed that the authorization did not provide for
alocation of joint costs on anon-reimbursable basis. The Mid-Pacific Region was directed
to alocate only specific costs to recreation in the San Luis Unit.

Use of Federally financed
single-purpose aternativesin the
cost allocation

It was reaffirmed that the single-purpose alternative for all purposes should be based on the
same period of analysis and financed in the same manner as the multi-purpose project.

I1-6 CVP Cost Allocation Study
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1975 Reallocation Study

A “short form” reallocation of CVP costs was
prepared in 1975. It too was an alocation of the
authorized CVP. The shortcut approach utilized
some information prepared for the 1970 study,
adjusted and updated other information, and
developed completely new information for still other
purposes. The 1975 study did utilize revised
benefits, including those for power, navigation, and
fish and wildlife, which were provided by other
Federa agencies. All other benefits were re-
evauated by the Mid-Pacific Regiona Office. The
1975 study did not include re-evaluation of
hydrologic operations or resizing and re-costing of
alternatives.

Water supply benefits were not re-evaluated
since it was assumed they would exceed the cost of
a single-purpose aternative. Power benefits were
re-evaluated based on energy and capacity dollar
values for nuclear powerplants as provided by the
Federa Power Commission. Fish and wildlife
benefits were re-evaluated by the Fish and Wildlife
Service (Service), and the COE provided a new
evaluation of navigation benefits but recommended
using the flood control benefit values it supplied for
the 1970 reallocation study. The present worth of
the stream of annual flood control benefits did
increase somewhat because of a decline in the
interest rate used by Reclamation to perform the
present worth computations. Recreation benefits
were not re-evaluated, and at that time water quality
was not considered a project purpose to which
costs were allocated.

Prior to commencing the 1975 study,
representatives from the regional and Washington
offices met to discuss and agree on the criteriato be
used. The meeting was held in Washington on
February 13-14, 1975, and culminated in re-
confirmation of most of the decisions reached at a
similar meeting preceding the 1970 redlocation
study and described in Table 11-2 pertaining to
special problems and techniques to be used in
application of the SCRB method. No major
departures from the previous approaches were
recommended.

-7

These early decisions were important since they
set the stage for several decades of Reclamation
practice, including decisions to alocate to water
supply first, then sub-allocate to M&I, irrigation,
and fish and wildlife water supply and a precedent
that different cost alocation methods could be
applied to different groups of facilities in such a
large project, with different facilities built at different
periods of time.

CONGRESSIONAL ACTIONS THAT
AFFECT ALLOCATIONS AND
REPAYMENT

Historica  relationships between  project
authorizations and expenditures have linked cost
allocations and repayment with Congressional
actions since passage of the Reclamation Act of
1902. When the primary features of the CVP were
authorized and constructed in the 1940s through the
1960s, the focus of Congressional actions was on
authorization of project features. During the past
two decades, however, the focus of Congress has
shifted toward corrective actions to address
environmental problems associated with the CVP.

For severa of the corrective actions, Congress
specified repayment obligations. With the exception
of the Fish and Wildlife Coordination Act, al of the
following Congressiona actions that affect CVP
cost alocations and repayment have occurred since
1975.

Fish and Wildlife Coordination Act
Requirements

The Fish and Wildlife Coordination Act
(Coordination Act), enacted in 1934 and amended in
1946, 1958, and 1965, directs Federal agencies to
coordinate their activities with the Service in the
development of projects that may affect biological
resources. The act recognizes that the construction
and operation of water resources projects affect
environmental resources, with the potential to create
harm or to enhance existing conditions. The act
contains provisions for the repayment of costs
associated with environmental mitigation and
enhancement.  While costs for environmental
enhancement are considered non-reimbursable
Federal expenditures, repayment obligations for
mitigation costs have changed over time.

CVP Cost Allocation Study
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In the 1934 act, mitigation costs were
considered reimbursable and were included in the
project repayment obligations for water and power
users. The 1946 amendment to the act, passed
shortly before major construction of the CVP was
undertaken, stated that mitigation costs were
henceforth considered non-reimbursable Federal
expenditures. However, the 1965 amendment,
enacted prior to construction of the San Luis Unit
and San Felipe Division of the CVP, repealed the
non-reimbursability provision for fish and wildlife
mitigation cogts. In the alocation of CVP costs, the
construction date of features that require fish and
wildlife mitigation is used to determine whether such
costs are reimbursable or non-reimbursable in
accordance with the various amendments to the act.

Congressional Approval of Cost Allocations

The Department of Energy Organization Act,
dated August 4, 1977, authorized establishment of
the Department of Energy (DOE) and transferred all
power marketing functions from Reclamation to that
agency. Section 302(a)(3) of that Act provided that
no “changes in any cost allocation or project
evaluation standards shall be deemed to authorize the
reallocation of joint costs of multipurpose facilities
theretofore alocated unless and to the extent that
such change is hereafter approved by Congress.”

By letter of March 13, 1978, the Regiona
Solicitor advised the Regional Director that allocation
revisions made pursuant to the Mid-Pacific Region
Supplement to Reclamation Instructions dated
March 10, 1975, would not be effective unless they
were approved by Congress. The Solicitor also
advised by a second letter dated April 13, 1978, that
the allocation adjustments prepared annualy for
budget appropriation hearings were not affected by
the provisons of the act. Since a detailed
reallocation of CVP costs completed after 1977
could significantly affect the alocation of joint
costs, it is likely that Congressiona approva of
some form would be necessary.

Trinity River Mitigation and Restoration
Activities
The Trinity River Division was authorized by

Public Law 84-386, dated August 12, 1955. Section
2 of that act authorized and directed the Secretary to

-8

adopt appropriate measures to insure the
preservation and propagation of fish and wildlife.
Costs incurred for fish and wildlife purposes
pursuant to this act were considered non-
reimbursable Federal expenditures in accordance
with the Coordination Act of 1946.

Following completion of original project
elements in the Trinity River Division, additiona
features were authorized as part of the Trinity River
Restoration Program. Work was performed under
the authority of Public Law 96-335, dated
September 4, 1980, and Public Law 98-541, dated
October 24, 1984, for the purposes of stream
rectification and fish and wildlife restoration in the
Trinity River Basin.

Stream  rectification costs incurred in
accordance with the 1980 act were subject to a 50-
50 cost sharing requirement between the State and
Federal governments, with Federa construction
costs limited to $3.5 million subject to indexing as
appropriate.  Fish and wildlife restoration costs
incurred in accordance with the 1984 act were
allocated 50 percent as reimbursable expenditures,
35 pecent as non-reimbursable  Federal
expenditures, and 15 percent to the State and
Humboldt and Trinity Counties.

Therefore, for the Trinity River Division, the
authorization governing expenditures on fish and
wildlife  mitigation costs determines  the
reimbursement and cost-share requirements among
water and power users, and Federal, State, and local
governments.

Coordinated Operations Agreement and
Suisun Marsh Preservation Agreement

In 1986, Reclamation and the State entered into
a Coordinated Operations Agreement (COA) that
described how the CVP and the Cdlifornia State
Water Project (SWP) are to be operated in a
coordinated manner to jointly meet Delta salinity
control and water quality standards as defined by
SWRCB. The COA included many provisions
concerning the joint operations of CVP and SWP,
including methods to ensure that water demands in
specific areas north of the Deltaand in the Delta are
met prior to exporting water to areas south of the
Ddta In addition, COA provisions defined how
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much water the CVP and the SWP can export when
the Delta conditions alow exports.

Title | of P.L. 99-546 directed the Secretary to
operate the CVP in conformity with State water
quality standards for the Delta. The act specified
that costs associated with providing CVP water
supplies for salinity control and to comply with State
water quality standards be alocated among project
purposes and reimbursed in accordance with
existing Reclamation law and policy. Title | aso
authorized and directed the Secretary to undertake a
cost allocation study of the CVP and to implement
such alocations no later than January 1, 1988.

Title Il of the act, The Suisun Marsh
Preservation Agreement, authorized Reclamation to
execute and implement that agreement including
construction of a number of Suisun Marsh
preservation facilities and set a cost ceiling on the
Federal contribution. The act aso required
Reclamation to allocate these costs among the
reimbursable and non-reimbursable purposes served
by the project. Suisun Marsh preservation facilities
have been constructed and their costs allocated as
directed by Title I1.

As noted in Chapter |, Reclamation undertook
and completed a draft cost alocation study of the
CVP in 1988 to comply with the requirements of
Title 1, but the draft allocation was never
implemented.

General Accounting Office Report

As discussed in Chapter |, the GAO in 1992
submitted a report to Congress on the CVP cost
alocation, together with its finding that the draft
CVP cost dlocation study prepared in 1988 included
inappropriate costs, was based on highly
guestionable data, and required data that were
unavailable or difficult to obtain. It suggested two
alternative approaches to cost alocation intended to
simplify the process and provide a more
representative alocation of costs among current
project beneficiaries.

One method would allocate joint costs in
proportion to specific costs. Under this method,
joint costs would be alocated in direct proportion to
the specific costs assigned to each project purpose.
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For example, if specific costs associated with
irrigation were 80 percent of all specific project
costs, then irrigation would receive 80 percent of
the joint costs. In concept, this method is similar to
an alocation of overhead costs among multiple
products within a business.

The second method suggested in the GAO
report would allocate joint costs on the basis of use.
For example, if 20 percent of the water in a
reservoir is used for M&| purposes while 80 percent
is used for irrigation, then 20 percent of the costs of
the dam and reservoir would be allocated to M&I
purposes and 80 percent to irrigation. To apply this
method, a uniform unit of measurement, such as
acre-feet of water supply, is needed. Because CVP
dams and reservoirs provide flood control, power
generation, navigation, fish and wildlife, recreation
and water quality benefitsin addition to water supply
benefits, it is not possible to develop a common unit
of measurement. Therefore, this method is not
considered applicable for the alocation of CVP
costs.

Central Valley Project Improvement Act

On October 30, 1992, the President signed into
law the Reclamation Projects Authorization and
Adjustment Act of 1992 (Public Law 102-575) that
included Title XXXIV, the CVPIA. The CVPIA
amended the Act of August 26, 1937, the basic
authorizing legidation for the CVP, to include fish
and wildlife protection, restoration, and mitigation as
project purposes having equa priority with irrigation
and domestic uses and fish and wildlife
enhancement as a project purpose equal to power
generation.

The CVPIA identified a number of specific
measures to meet these new purposes. It also
directed the Secretary to operate the CVP consistent
with these purposes, to meet the Federa trust
responsibilities to protect the fishery resources of
affected Federally-recognized Indian tribes, to meet
al requirements of Federal and State law, and to
achieve a reasonable balance among competing
demands for CVP water.

Many of the provisions included in the CVPIA
identified specific measures intended to improve
fishery conditions in Central Valey rivers and the
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Delta. In many cases, the provisions also provided
specific cost sharing and alocation criteria. As a
result, the allocation of costs for CVPIA-mandated
actions was directed by Congress, with Congress
specifying the percentage of costs to be allocated to
water and power users, the Federal government, and
the State. Relevant examples are the actions
specified in section 3406(b)(4)-(23) and refuge
water supplies addressed in section 3406(d).

On the other hand, the CVPIA contained
requirements that could affect CVP water availability
and use without directing that a new cost allocation
be undertaken or providing a cost allocation formula.

Section 3406(b)(2) of the CVPIA directed the
Secretary to dedicate and manage 800,000 acre-feet
of CVP yied for the primary purpose of
implementing the fish, wildlife, and restoration
purposes of the act, to assist the State in its efforts
to protect Bay/Delta waters, and to help meet other
legaly imposed obligations on the CVP, including
but not limited to additional obligations under the
Federal Endangered Species Act. The dedication of
this water would be expected to reduce the
capability of the CVP to deliver contracted for
amounts of water to M&I
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and irrigation contractors. Congress neither directed
that a new cost alocation study be undertaken as a
result of likely reductions in water contract
deliveries nor provided a cost alocation formula
related to the dedicated water.

In summary, throughout the life of the CVP, the
alocation of its costs has been affected directly or
indirectly by Federal legidation, continuing up to the
recent specific allocation of costs of certain actions
and facilities mandated by the CVPIA. This has
meant that different rules may apply to different
groups of CVP facilities or facilities built during
different periods of time.

Once the SCRB dlocation method was adopted
by Reclamation in 1954, it has been applied to most
project facilities in the recurring allocation studies of
the CVP. Exceptions for certain groups of facilities,
such as the San Luis Unit, have been made where
the facilities in question are single-purpose in nature
and an dlocation using the SCRB method is
unnecessary.

The current CVP cost allocation study must be
understood in the context of these changing
mandates and application of different procedures to
different sets of CVP facilities. It is also important
to note that the existing CVP water ratesetting
process, dependent as it is on the alocation of CVP
costs, has relied on this amalgamation of practices.
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EXISTING CVP PLANT-IN-SERVICE COST
ALLOCATION

As an initial step in conducting this CVP cost
alocation study, Mid-Pecific Region staff of
Reclamation reviewed and revised the 1995 annual
interim update to the allocation of plant-in-service
costs (the most recent completed at the time). The
review, which was made to assure compliance with
authorizing legidation, regulatory requirements,
interagency agreements, and/or policy guidelines
revealed several deficiencies that had been part of
previous annua updates, and data that had been
introduced into the 1995 interim allocation. The
types of deficiencies identified and corrected
included arithmetic errors in some computations,
inconsistent rounding of computed values,
incomplete allocation of some costs, and the use of
alocation criteria that were inconsistent with
authorizing legidation, regulatory requirements,
and/or policy guidelines.

In November 1998 prior to the first public
meeting on the cost alocation study that was held in
February 1999, Reclamation provided a three-
volume documentation of the CVP cost alocation to
agency staff, stakeholders, and interested parties.
The first volume presented allocation factors and
repayment responsibilities for plant-in-service costs
listed in the CVP financia statement on a feature-by-
feature basis. For each feature, this volume
described any adjustments to costs reported in the
financial statement that are needed prior to the
alocation computations, the authorization of and
allocation criteria applied to each feature, and the
repayment criteria used to determine reimbursable
costs allocated to the water supply, power, fish and
wildlife, and recreation purposes. The second and
third volumes of the documentation comprised a
compendium of reference materias regarding
authorizations, agreements, and agency policies on
issues affecting cost alocation and repayment.
Subsequently, the 1996 and 1997 plant-in-service
interim cost allocations were based on intermediate
versions of the revisions that were available for
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application in these annual updates. Beginning in
1998, annual cost alocation updates have been
based on the results of the revisions made at this

step.

As a part of the study, arevised and expanded
computer spreadsheet was devel oped to improve the
speed with which cost allocation updates can be
completed. The spreadsheet uses standardized
computations to alocate costs and calculate
repayment responsibilities for each feature in the
CVP. Beginning in 1996, interim cost alocation
updates have been completed in a matter of weeks
rather than over a period of months, which had
typically been required prior to the improvements.

COST ALLOCATION
COMPUTATIONAL PROCESS

A threestep process is followed in the
allocation of CVP costs.

I dentify costs to be alocated.
Allocate costs to project purposes.

Calculate repayment responsibilities for each
project purpose.

The following discussions provide general
descriptions of these three steps.

Identify Coststo be Allocated

As described in Chapter 1l, the CVP was
authorized at different times through various pieces
of legidation and includes facilities constructed by
Reclamation and other facilities constructed by the
COE that have been transferred to Reclamation for
repayment. In addition, certain facilities constructed
by Reclamation, while still operated as an integral
part of the CVP, have been transferred from
Reclamation to DOE.

CVP Cost Allocation Study
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The Department of Energy Organization Act of
1977, establishing DOE, transferred the power
marketing functions of Reclamation, including the
construction, operation, and maintenance of
transmission lines, to the new department. Western
was created within DOE and exercises the power
marketing functions for the CVP. The plant-in-
service costs of CVP transmission lines were
subsequently transferred to Western and no longer
appear in Schedule No.1 (Plant, Property and
Equipment) of the CVP financial statement.

The CVP financia statement reflects costs of
facilities that can be broadly grouped into the six
categories described below. Costs of facilities
transferred to Western are included as a seventh
category.

Single-Purpose Facilities — These are
features of the project that serve a single purpose,
such as canals and pumping plants (water supply
purpose), powerplants and switchyards (power
purpose), fish facilities (fish and wildlife purpose),
and recregtion facilities (recreation purpose). The
allocation of single-purpose facilities is simple, with
costs assigned to the single purpose the facility
serves.

Some of the single-purpose facilities listed in the
CVP financia statement are local water distribution
systems serving both M&I and irrigation water
users that are being repaid through repayment
contracts with the United States. A repayment
contract specifies a fixed obligation that is to be
repaid through a fixed number of ingtalments and is
similar in nature to a home mortgage. These
facilities are included in the CVP cost alocation
because Reclamation is responsible for collections
under provisions of the repayment contracts. Their
costs are allocated to the water supply purpose and
then set aside in a separate repayment contract
category. Since these costs are recovered through
repayment contracts, they are not included in water
or power rates.

Multi-Purpose Facilities — These are features
of the CVP that serve multiple purposes, such as
dams and reservoirs. A number of CVP dams and
reservoirs provide flood control benefits and/or store
water for both hydroelectric power generation and
water supply. Other multi-purpose facilities include
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radio, telemetry, and other communications
equipment, rain and stream gages, permanent
operating facilities, and protective measures in
Suisun Marsh to control salinity water conditions.
Since 1956, the costs for multi-purpose features of
the CVP have generaly been alocated among the
purposes served by each facility using the SCRB
method.

The existing cost alocation uses factors that
were calculated in the 1975 reallocation study.
These factors identify the portion of costs for each
multi-purpose facility that are specific to individual
purposes (separable factors) and the proportional
alocation of remaining joint costs among multiple
purposes (joint factors).

COE-Transferred Facilities — The CVP
includes three facilities listed below that were
constructed by the COE and transferred to
Reclamation for operational and financia integration
with the CVP. They appear in Schedule No.1 of the
CVP financial statement. Folsom Dam was
constructed by the COE, transferred to Reclamation,
and integrated into the CVP; Reclamation has
developed alocation factors for Folsom Dam as part
of its own cost allocation studies. Reclamation has
adopted the COE cost alocation for the other two
facilities and collects for repayment accordingly.
Each year the COE provides a letter to Reclamation
that presents the current-year allocation of costs for
the two facilities.

Folsom Dam and Reservoir
New Melones Dam, Powerplant, and Reservoir
Black Butte Dam and Reservoir

In addition, Reclamation, through the CVP, has
assumed the repayment obligation for two other
facilities constructed and operated by the COE. The
two facilities are listed below. Reclamation has also
adopted the COE allocation for these facilities and
collects for repayment accordingly. Each year the
COE provides a letter to Reclamation that presents
the current-year allocation of costs for the two
facilities.
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Hidden Dam and Hendey Lake
Buchanan Dam and Eastman Lake

Non-Reimbursable Costs — The plant-in-
service costs of a number of CVP facilities include
components directly set aside to a non-reimbursable
category pursuant to Congressional legislation. In
the CVP dlocation these component costs are
directly assigned to the appropriate category and are
removed from the alocation base. The non-
reimbursable costs are as follows:

Federal share of Safety of Dams
improvements

Archeology, cultural, and historical
Highway improvement

Non-reimbursable Interest During
Construction

Capitalized movable equipment
Buildings and service facilities

Authorized Deferred Use — Public Law 89-
161, dated September 2, 1965, authorized the
Auburn-Folsom South unit and alowed the
Secretary to include additional capacity in the
Folsom South Cana to deliver water to potential
future additions to the CVP aong the east side of the
Central Valley. Public Law 90-65, dated August 19,
1967, authorized the Secretary to include extra
capacity in the Tehama-Colusa Canal to enable it to
provide future water service to areas that could be
authorized as an extension of the CVP. In both
cases the incremental costs of the additional canal
capacity were to be assigned to deferred use. These
costs would become the repayment responsibility of
water users if and when facilities that formed the
basis for the deferral are ever constructed.

State Share of San Luis Unit — Public Law
86-488, dated June 3 1960, authorized the Secretary
to construct, operate, and maintain the San Luis Unit
as an integral part of the CVP. Certain facilities,
including San Luis Dam, pumping plants, and the
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San Luis Canal, were to be jointly used with the
State and are known as joint-use facilities. Contract
No. 14-06-200-9755, dated December 30, 1961,
provides that the State shall pay 55 percent of the
construction cost of joint-use facilities and the
Federal government 45 percent. In the alocation of
CVP costs, the State share of the construction costs
of joint-use facilities is directly assigned to the State
and removed from the alocation base.

Western Facilities — Facilities owned and
operated by Western are the Central Valley Power
System and Interties Power System. They are
single-purpose power facilities, and plant-in-service
costs are derived from Western's annual Results of
Operations for both systems.

Allocate Costs to Project Purposes

Starting with each year's financial statement,
cost alocation computations are completed in
several steps to assure that cost components are
identified and allocated in accordance with existing
legidation, agreements, and policies. First, costs
reported in the financial statement are disaggregated,
as necessary. The total costs of many features
reported in the financia statement include cost
components that are to be directly assigned to a
non-reimbursable expense category or are subject to
allocation and repayment criteria that differ from
those of the main feature.

For example, the total cost of a feature reported
in the financia statement may include non-
reimbursable costs associated with archaeological,
cultural, and historical studies. These costs are
identified and assigned directly to the appropriate
non-reimbursable cost category. In other cases,
total costs in the financia statement include interest
during construction (IDC), safety of dams
improvements, or other items that are not subject to
the same cost alocation and repayment criteria as
the main feature. In general, the repayment
requirements of these components have been
specified by Congressional legidation. The costs are
identified and alocated separately. Such
adjustments may be based on specified dollar
amounts or percentages of total costs incurred.

After completing the adjustments described
above, the remaining costs represent the total capital
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investment to be allocated among the authorized
project purposes of the CVP. For single-purpose
facilities, costs are allocated in total to the purpose
served. Subsequent computations, described in a
later section, distribute allocated costs for
determination of repayment responsibilities.

For multi-purpose facilities, costs are allocated
using separable and joint cost alocation factors. In
the existing cost allocation, these factors are based
on the results of the 1975 reallocation study, which
was completed using the SCRB method. First,
separable cost factors are applied to identify the
portion of total costs allocated among project
purposes as separable costs. (Separable costs are
discussed in Chapter 1V.) The remaining costs are
then allocated among multiple purposes using the
joint cost alocation factors. The total allocation to
each project purpose is the sum of separable costs
and that portion of joint costs alocated to the
purpose.

Calculate Repayment Responsibilities

Repayment responsibilities for costs allocated to
each project purpose are determined separately for
each purpose. Depending on the facility, costs
allocated to water supply, power, fish and wildlife,
and recreation purposes are either fully or partly
reimbursable by the project beneficiaries. Costs
alocated to flood control, navigation, and water
quality are non-reimbursable Federal expenditures.
In general, the costs of constructing CVP facilities
are initidly paid by the Federad government
(Reclamation) with funds appropriated by Congress.
Reimbursable costs are the costs that will be repaid
to the Federal government by M&I and irrigation
water users, commercial power customers, the
State, and counties within the State. In the context
of this study, the term “reimbursable” generaly
applies to costs to be repaid by water and power
customers.  Non-reimbursable costs are the
construction costs that will not be repaid to the
Federa government; in effect, they are borne by the
Federal taxpayer. A brief description of the
repayment analysis to determine reimbursable costs
follows.

Water Supply Repayment — Costs allocated
to the water supply purpose are sub-allocated among
the M&lI, irrigation, and wildlife refuge water use
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functions in proportion to their respective water
deliveries. More specificaly, costs are distributed
using factors based on the type of facility used
(storage, conveyance, conveyance pumping, or
direct pumping) in proportion to the amount of
water stored, conveyed, or distributed for each
function. In order to appropriately reflect use of
such facilities, proportional use is based on the tota
of actual historic and projected future water
deliveries for both water users and wetland habitat
areas. For any given allocation update, actual water
delivery records begin with the first CVP water
deliveries and continue through the year two years
prior to the year of the update. Projected water
deliveries extend from that date through the end of
the repayment period (2030 for in-basin facilities,
and 2036 for San Felipe Division facilities) and
assume the delivery of full contract amounts or are
reduced to reflect possible future reductions in the
amount of CVP water available to its contractors.
The effect of year-to-year changes in water
deliveries on these proportions based on actual use
is normaly very smal due to the long period
considered. Consequently, factors used to
determine water supply repayment obligations do not
vary significantly from year to year.

Costs sub-alocated to the wildlife refuge water
supply function are further sub-allocated among
reimbursable and non-reimbursable functions based
on cost sharing criteria included in the CVPIA.
Reimbursable costs are assigned to non-Federal
entities (project water and power users and the
State) in accordance with legidative requirements.
The digtribution of that portion of wildlife refuge
water supply costs that is reimbursable by project
water and power users (M&| water, irrigation
water, and commercial power contractors) is made
in proportion to the previous year’s costs allocated
to the three reimbursable functions of M&| water
supply, irrigation water supply, and commercia
power.

Power Repayment — Costs alocated to the
power purpose are first sub-allocated between
project use and commercial power using factors
derived from the long-term project power generation
and project use power studies prepared by
Reclamation with input from the Western. In this
distribution, the costs of Western's Interties Power
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System are dlocated entirely to the commercial
power function. They and other costs alocated to
commercial power are collected by Western in the
power rates it charges preference power customers.
Costs sub-allocated to project use power are further
sub-allocated among the M&I, irrigation, and
wildlife refuge water use functions. This sub-
alocation is based on estimates of project use power
requirements prepared by Reclamation.

Costs for project use power that is used to
convey water to wildlife refuges are further sub-
allocated among reimbursable and non-reimbursable
functions based on cost sharing criteriaincluded in
the CVPIA. Similar to what is done for refuge
water supply costs, the distribution of reimbursable
power costs for refuge water supply among project
water and power users (M&l water, irrigation
water, and commercial power contractors) is made
in proportion to the previous year’s costs allocated
to the three reimbursable functions.

Fish and Wildlife Repayment — The
repayment of costs allocated to the fish and wildlife
purpose depends whether the actions involved are
enhancement or mitigation. Costs incurred for
enhancement are entirely non-reimbursable while
costs for mitigation may be reimbursable or non-
reimbursable. As described in Chapter 1, the
Coordination Act has been amended several times,
and the year in which mitigation costs are incurred
is the key factor that determines whether fish and
wildlife mitigation costs are reimbursable or non-
reimbursable. Reimbursable mitigation costs are
assigned to irrigation and M&I water users and
commercial power customers in proportion to the
current year’'s costs of the “causal” facility assigned
for repayment purposes to these three functions. As
an example, the Coleman Nationa Fish Hatchery
was built to mitigate losses of anadromous fish
spawning areas behind Keswick and Shasta Dams
and its costs are assigned to irrigation and M&I
water users and commercial power customers in
proportion to the current year's costs of Keswick
and Shasta Dams allocated to those three functions
for repayment. If a particular “causal” facility
cannot be identified (i.e., if the facility is for
mitigation of project operation in general), costs are
distributed in proportion to the previous year's
overall project costs alocated to these three

functions for repayment.

Most recently, the cost sharing criteria applied
to certain activities designed to mitigate impacts on
and restore fish, wildlife, and associated habitats
have been Congressionally mandated by the CVPIA.

The costs of many of these activities are partialy
non-reimbursable and therefore paid by Federal
taxpayers while a portion is repaid by the State and
a portion repaid by CVP water and power users.
The distribution of reimbursable costs anong M&|
water, irrigation water, and commercial power
contractors is made in proportion to the current
year's costs of the “causal” facility alocated to
these three functions for repayment. In the event a
particular “causa” facility cannot be identified, costs
are aso distributed in proportion to the previous
year's overall project costs alocated to these three
functions for repayment.

Recreation Repayment — Capital costs
allocated to the recreation purpose are repaid
according to the legidation authorizing the
expenditure. In some cases, recreation facilities
have been provided under the authority of the
Federal Water Project Recreation Act, dated July 9,
1965, which authorizes construction of recreation
facilities as a part of Federal water resources
projects. The act also has provisions governing the
allocation of costs to recreation and cost sharing
with non-Federal entities. Legidation authorizing a
number of units and divisons of the CVP has
included the construction of recreational facilities
and provided that the Federal share of such costs
shall be non-reimbursable.
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Sub-allocate water
supply costs based
on deliveriesto
end uses.

Non-
Reimbursable

Reimbursable

Distribute refuge water costs to Reimbursable and Non-Reimbursable
sources based on CVPIA- Specified Refuge Delivery Levels:

Leve 1 - Non-Rembursable Federal
Level 2 Increment - Reimbursable
Level 4 Increment - Non-Reimbursable (75% Federal, 25% State)

Figure 111-1

Repayment of Water Supply Costs
in Existing Allocation
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Sub-allocate between Commercial
Power and Project Use Power

Sub-allocate Project Use Power based on
power needs for water deliveries to end users

Non-
Reimbursable

Distribute Refuge Power Costs Reimbursable
based on CVPIA-Specified Refuge Delivery Levels

Level 1- Non-Reimbursable Federal

Level 2 Increment - Reimbursable

Level 4 Increment - Non-Reimbursable (75% Federal, 25% State)

Figure 111-2

Repayment of Power Costs in
Existing Allocation
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SUMMARY OF EXISTING CVP
COST ALLOCATION

To date the total cost of CVP plant-in-service
facilities is approximately $3,290 million (1999 CVP
interim cost alocation annua update). This amount
represents total non-indexed costs incurred since
construction of CVP facilities began. As noted in
Chapter |, the central challenge of the allocation
process is the alocation of joint costs; these amount
to atotal of about $623 million (about 19 percent of
total CVP plant-in-service costs).

As described above, the alocation of joint costs
is a multi-step process that uses allocation factors
developed in the 1975 redllocation study and applies
repayment criteria  provided in legidation,
agreements, and policies. Although the allocation of
CVP costs to its authorized purposes may be of
interest, the final results of cost alocation
computations are generally displayed as repayment
responsibilities for reimbursable and non-
reimbursable costs. A summary of repayment
responsibilities from the 1999 CVP cost allocation is
provided in Table I11-1.

TABLE IlI-1

EXISTING CVP COST ALLOCATION
REPAYMENT RESPONSIBILITIES
AS OF SEPTEMBER 30, 1999

reallocation study.

Repayment Entity Cost
($Million)

M& | Water Users 4365
Irrigation Water Users 1476.2
Commercia Power Customers 568.8
State of Californiaand Local Governments 2445
Federal Non-reimbursable 564.1
TOTAL 3,290.2
Notes:

Results based on the 1999 CVP Interim Cost Allocation Annual Update.

Costs for multi-purpose facilities allocated using factors derived from 1975

Totals may not be completely accurate due to rounding.
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Chapter IV
DEVELOPMENT OF ALTERNATIVES

Asdiscussed in Chapter |1, severa methods are
available to allocate the joint costs of multi-purpose
projects. Asan initial step in this study, a number of
cost alocation methods (discussed in economics
and water resources literature) were surveyed and
qualitatively evaluated for possible application to the
CVP. A summary of these evaluationsisincluded in
this chapter. Asaresult of these evaluations, certain
alternatives were selected for numerical evaluation
(i.e., dlocations using CVP costs were prepared),
with the results presented in Chapter V. This
chapter provides descriptions of the allocation
methods considered in more detail and discusses
their applicability for usein dlocating CVP costs and
their potential application in this study.

CRITERIA FOR DEVELOPMENT OF
ALTERNATIVES

The purposes of this alocation study guided the
development of alternatives. As stated in Chapter |,
the purposes are to comply with the requirement of
P.L. 99-546 and to recommend revisions to the
existing CVP cogt dlocation that will result in a
streamlined process as suggested by the GAO.

Compliance with P.L. 99-546

The provisions of P.L. 99-546 directed the
Secretary to operate the CVP in coordination with
the State to meet sdinity standards in the Delta. The
standards were defined in SWRCB Decision 1485
(D-1485). P.L.99-546 stated that costs necessary
to comply with D-1485 sdlinity standards in the
Delta should be alocated to project purposes and
reimbursed in accordance with existing Reclamation
law and policy. The law also stated costs necessary
to meet sdlinity standards above those included in D-
1485 should be non-reimbursable.
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Shortly after passage of P.L. 99-546,
Reclamation conducted hydrologic simulations of
CVP operations to compare the effects of the COA
operations to meet D-1485 standards with a base
condition without D-1485 standards. The results of
these analyses showed that the CVP could be re-
operated to satisfy D-1485 requirements with no
reductions in the water deliveries for long-term
water service contracts. Based on these results, no
additional “cost” would be incurred to comply with
the law, and therefore, no change in the alocation of
CVP costs was considered necessary.

In 1994, the Federal and State governments
signed an accord to jointly operate the CVP and
SWP, respectively, to meet the requirements of a
more stringent water quality objective, as presented
in the 1994 Delta Water Quality Control Plan (Bay-
Delta Plan). The agreement stated that the Federal
portion of the water to comply with the Bay-Delta
Plan would be credited toward the amount of water
to be dedicated to anadromous fishery protection
under section 3406(b)(2) of the CVPIA.

Recommendations in the GAO Report

In its 1992 report, the GAO recommended the
use of less costly and more streamlined
methodologies to complete the CVP cost alocation
study. Asdescribed in Chapter I11, Reclamation has
implemented numerous improvements to the
spreadsheets used to complete the annual updates of
the existing CVP interim cost alocation. These
improvements are of two types: to correct errors
previously not recognized in the allocation of project
costs and to significantly reduce the time and effort
to complete the alocation update computations.

The GAO aso suggested two alternative
approaches for the allocation of joint costs that were
intended to simplify and streamline alocation
computations. One method would allocate joint
costs in direct proportion to specific costs assigned
to each project purpose. The second method would
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alocate joint costs on the basis of use and assumes
that the uses of each facility for each project
purpose can be accounted separately. The problem
with this second method and the reason why it is
not considered viable is that for some facilities there
is no common unit of measurement for such an
apportionment. For example, although the storage
capacity of reservoirs formed by dams can often be
apportioned between flood control space and water
storage, such facilities are also used for hydropower
production with no specific reservation of reservoir
storage space for power production.

As discussed in the following sections, both
alocation methods suggested by the GAO were
considered in this study. The one viable GAO
method, the alocation of joint costs in proportion to
specific costs, was carried forward for evaluation.

ALLOCATION METHODS
CONSIDERED

A variety of methods exist to allocate costs of
multi-purpose projects among project users and
beneficiaries. The use of different methods often
gives different results. Each method has certain
advantages and limitations. As described in Chapter
I1, no single method had been established for the
allocation of costs of Federal multi-purpose water
resources projects during the first half of the 20"
century when many projects were in the planning
stage. The resulting variation often triggered intra-
agency and interagency disputes related to the
selection of allocation methods. Because the
selection of acost alocation method could affect the
apparent financia viability of a project, it has been
said that allocation methods were sometimes used to
promote the development of those project purposes
with the most organizational support.

In 1954 Reclamation adopted the SCRB
alocation method. Prior to that time, severa other
procedures had been employed. Although they are
no longer used, previously used techniques, as
discussed below, can be useful for understanding
the use and advantages of the SCRB method. In the
development of alternatives, several historical and
relatively recent alocation methods were reviewed
and considered for potential application to this study
or for recommendation in subsequent studies.
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As noted in Chapter I, the central challenge of
the cost allocation process is the allocation of joint
costs, and the following sections describe a variety
of approaches to alocate joint costs of multi-
purpose projects. Some of these methods are
described simply to provide historical perspective of
the issues involved in the allocation of CVP costs
while others could possibly be viable methods for
application to the CVP. Again, as noted in Chapter
I, the scope of this study limits Reclamation’s ability
to undertake a complex reallocation of joint costs at
thistime. However, athorough review of potential
alocation methods was completed to identify
methods that may be applicable in whole or in part
for the purposes of this study. The methods are not
presented in order of potential application or
preference.

In general terms, cost alocation methods
considered in this study can be organized into four
groups:. quantity-based methods, priority-based
methods, benefits-based methods, and user- group
methods. Quantity-based methods are founded on
the premise that joint costs can be shared in
proportion to physical characteristics or the costs of
single-purpose facilities. These approaches are
relatively ssmple to comprehend, but often difficult
to apply in practice. Priority-based methods assume
that project purposes can be ranked in order of
priority, and joint costs can be alocated based on
these priorities. Benefits-based methods consider
the benefits of a project or can employ measures of
alternative costs to achieve the benefits for each
purpose. Although benefits-based methods are more
complex and time-consuming to apply, they provide
a common base (dollars) on which to measure
benefits for a variety of purposes. User-group
methods focus on cost allocation arrangements
under which different user groups, representing
project purposes, would join together to pursue a
multi-purpose project.
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Quantity-Based Methods

Some early cost alocation procedures were
based on measurable physical criteria such as “use
of space” or “water released.” For application to
multi-purpose projects, however, it was found that
such approaches often did not adequately measure
the extent of use by the various purposes involved.
For example, it was difficult to compare the use of
reservoir space reserved for water storage with that
used for flood control since the former had no
specific reservation in CVP reservoirs. The physica
approach was also found to be unsatisfactory
because it did not provide a common denominator
for al purposes involved. For example, physica
measurement procedures do not adequately
recognize that fish and wildlife benefits can be
realized without the release of additional water over
the amounts used for irrigation, power generation,
and flood control.

Each of the following methods utilizes a
guantity (physical or financial) associated with
facilities to alocate joint costs. The advantages and
disadvantages of each method are described.

Use of Facilities — The use of facilities
method is based on the premise that joint costs
should be allocated among the various purposes in
proportion to their amount of “use” of the
multi-purpose facilities. Two different approaches
may be taken in determining the meaning of the term
“use.” Thefirst is related to capacity of a project
facility, or “readiness to serve” The second
concerns the quantities of water actualy involved.
As an example, consider a canal that serves water
to both irrigation and M&I users.  Although
irrigation and M&I are considered as a single-
purpose (water supply) in the CVP cost alocation,
it provides a good example of the application of this
method.

Under the capacity-driven approach, the canad
cost would be assigned to the two functions
(irrigation and M&I) in proportion to the cana
capacity required by each to meet its peak flow
demands. In practice, neither function would use its
entire capacity al of the time, but the cana would be
scaled in size to meet “peak” combined demands,
which usually occur in midsummer. The chief merit
of this method is that it charges each function
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according to the magnitude of its use or its
“readiness to use.” However, application to a true
multi-purpose facility, such as a reservoir, would
require an estimate of costs for single-purpose
projects, as described in a subsequent method, and
as noted previously such effort was beyond the
scope of the study. Because of this and because of
the problems with capacity-based measures
generally (discussed above), capacity-driven use of
facility method was dropped from further
consideration.

Under the quantity of water approach, the cana
costs would be allocated to the irrigation and M&|
functions proportionate to the actual quantity of
water delivered for each purpose during ayear. This
approach is currently applied in the sub-allocation of
CVP water supply costs among M&I, irrigation, and
wildlife refuges, and is utilized in the alocation of
water supply facilities in the San Luis Unit and San
Felipe Division. Therefore, this method is retained
for application in the sub-alocation of CVP water
supply costs.

Reservation of Dedicated Space — This
method would allocate joint costs among project
purposes based on the proportional reservation of
the facility for each purpose. This method may
appear well suited for the alocation of dam and
reservoir costs but requires a common unit of
measurement for al project purposes. For the CVP
it may be most applicable for alocating costs to the
flood control purpose since storage space is
reserved for flood control. This method, however,
cannot be used to allocate the costs of CVP dams
and reservoirs to other project purposes because the
operation of the CVP includes no explicit reservation
for recreation, water supply, fish and wildlife,
navigation, power, or water quality. This method
was retained for possible use in “creating’” a
separable cost for flood control in the development
of an aternative for further consideration.

Separate Projects Method — The separate
projects method may divide either (1) the total cost
of aproject or (2) the joint cost (after first allocating
the specific or separable costs to the purposes) in
proportion to the cost of obtaining the same project
benefits by  constructing  suitably  sized
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sngle-purpose projects. Because alternative projects
need not be justified this method may produce
unreasonable results — a limitation that has prevented
wide acceptance of this method. Due to its limited
acceptance and the significant effort that would be
required to develop conceptually separate projects,
this method was dropped from further
consideration.

Equal Apportionment Method — Since there
is no fixed mathematica formula for alocating
costs, this method apportions either al of the costs
of the project, or its joint costs, equally among the
purposes. Obviously, the results of such a method
could be considered arbitrary and even unreasonable
unless the respective purposes produced benefits
that were approximately equal. For example, it could
easily result in an alocation in which one project
purpose was allocated costs greater than the benefits
received. Since this method was considered
arbitrary, it was dropped from further consideration.

Priority-Based Methods

The following methods are based on the
assumption that multi-purpose projects are designed
and operated to meet a primary purpose and that al
other purposes are subsidiary.

Priority of Use Method — The priority of use
method is based on the premise that when a project
is operated primarily for one purpose and
secondarily for another, the primary purpose should
be assigned a greater portion of the cost. In all
multi-purpose projects, the various purposes
compete with each other to some extent for the use
of water or storage space. The purposes have
different time requirements for the periods of
optimum release and storage of water; thus, all of
them cannot be served in the most advantageous
manner. If this method were to be developed,
significant study would be required to evauate
potential project operations under a variety of
prioritization schemes. This approach would be
needed to identify the extent to which priority is
given to each project purpose. Furthermore, at least
in the case of the CVP, these priorities may change
over time, further complicating a determination of
the way to apply the method. The recognition that
multi-purpose facilities of the CVP are often
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operated to meet multiple priorities and that
significant cost would be required to complete a
series of operations studies suggests that this
method may not be appropriate for the allocation of
CVP costs. Therefore, this method was dropped
from further consideration.

Incremental Method — The incremental
method allocates the separable costs to their
respective purposes and the total joint cost to one
basic purpose, considered to be the principa or
basic purpose of the project. An example would be
found in a multi-purpose project serving flood
control, irrigation, and electric power. If flood
control were identified as the primary purpose, flood
control would be allocated its separable cost plus all
of the joint costs. Then, the irrigation and power
purposes would be alocated only their respective
separable costs. This method is not considered
applicable to the CVP since the project was not
authorized nor is operated to meet a primary
purpose. Therefore, this method was dropped from
further consideration.

Specific Costs Method — The specific cost
method is a variation of the incremental method.
Instead of alocating separable costs to the incidental
purposes, only specific costs are allocated to those
purposes. The remaining joint costs are then
assigned to the primary purpose. Using this method
may be justified where a purpose is added after a
project has been completed. For example, dams are
sometimes built containing penstocks, but no other
facilities for power generation. When generation
facilities are added after passage of a number of
years, they might legitimately be considered to be a
new project. This “new project” concept might
utilize the specific costs method of alocation. This
method is also not considered applicable to the CVP
since the project was not authorized, nor is it
operated, to meet a primary purpose. Therefore,
this method was dropped from further
consideration.

Benefits-Based M ethods

Because of the limitations inherent in the use of
measurable physical criteria, attention was focused
on approaches based on benefits. Theoreticaly,
there are many advantages to the benefits concept
because it not only measures the extent of use but
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aso provides a common denominator for all
purposes involved. However, a method strictly
based on benefits does not recognize the possibility
of securing comparable effects at |ess cost through
aternative means. Thus, methods that recognize
both benefits and aternative costs have been
developed and reviewed below. The AJE method
and the SCRB method are examples of methods that
combine benefits and alternative costs.

Each of the benefits-based methods discussed
below depends on the benefits obtained from the
various purposes served. All three approaches limit
the cost allocated to any purpose so that it will not
exceed the corresponding benefits. A principal
difficulty in all the procedures is the necessity of
estimating al benefits on a comparable basis and
stating them in monetary values.

The Benefits Method — The benefits method
allocates the total cost of the project among the
various purposes in proportion to their estimated
benefits. This assumes that the entire project can be
considered a joint cost. Another procedure aso
referred to as the benefits method first allocates
specific costs to each purpose, then alocates a
share of the joint cost in direct proportion to the
estimated net benefits accruing to it. The latter
procedure is similar to the AJE method described
below.

Alternative  Justifiable  Expenditure
Method - The AJE method fundamentally and
indirectly rests on an estimate of benefits, but it is
directly based on the justified investment for each
purpose. The maximum justified investment is the
smaller of either (1) the benefits ascribed to the
purpose or (2) the cost of the most economical
aternative single-purpose project which would
achieve substantially the same benefits as does that
purpose in the multi-purpose project. The lesser of
these two amounts, called the alternative justifiable
expenditure, represents the largest investment that
could be justified for a purpose in the multi-purpose
project. This means that no more should be spent
on any project purpose than (1) the value of the
benefits it will produce, or (2) the cost of producing
those benefits by the least expensive dternative
source. The approach is used to establish the
maximum cost allocated to each project purpose.
The minimum allocation to each project purpose is
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the specific cost incurred for each purpose.

Examples of single-purpose alternative projects
are thermal instead of hydro powerplants, rail
instead of water transportation, and levees instead of
storage space for flood protection. The alternative
projects are hypothetical, and there are instances
where an alternative for one purpose is located
within the same space as the alternative of another,
which is a physica impossibility. However, this
does not prevent the use of the estimated costs of
these dternatives in alocating the investment in a
multi-purpose project.

After the maximum justifigble investment is
determined for each purpose, the respective specific
costs in the multi-purpose project are subtracted
from it. Specific costs are the costs of individua
physical features that serve only a single purpose.
The bdance is cdled the remaining justifiable
expenditure. The joint cost-which is the total
project cost minus the sum of al the specific costs--
is allocated among the various purposes in direct
proportion to the remaining justifiable expenditures.

Each allocated joint cost is then added to its
respective specific cost in order to arrive at the total
allocation to each purpose.

The AJE method has several advantages. First,
No purpose is assigned costs greater than the value
of its services or costs less than its specific costs.
Second, AJE may be tied closely to the project’s
origina formulation procedure by use of the same
single-purpose aternatives and benefits for each
purpose. If asignificant period of time has passed
since the original project formulation, however, the
benefits and appropriate single-purpose aternative
may have changed.

The AJE method, however, has two major
shortcomings. First, because of budgetary and
staffing constraints, the cost of alternative projects
generally will not receive as thorough an
investigation as will a project contemplated for
construction, and, second, the economic basis for
this method is uncertain because it is usually
impossible for al of the aternative projects to
coexist. These shortcomings raise questions as to
whether the aternatives are, in fact, the most
economical alternative sources. Simply stated, in
the absence of the multi-purpose project, al of its
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accomplishments could not be realized by a series of
single-purpose projects at the cost indicated in the
allocation study.

Separable Costs-Remaining Benefits
Method — The separable costs-remaining benefits
procedure is basicaly a variation of the AJE method.

The SCRB method uses the lesser of benefits or
single-purpose alternative costs to determine the
maximum dlowable allocation, or judtifiable
expenditure, for each purpose in the same manner as
AJE. However, from it the separable (instead of
specific) costs are subtracted to obtain the
remaining justifiable expenditure. Since separable
and specific costs will often differ, the proportionate
alocation of the joint costs will generaly be different
from that derived by the AJE.

The justifiable expenditure is the maximum and
the separable cost is the minimum amount allocated
to any purpose. The separable cost for each
purpose is the difference between the cost of the
multi-purpose project and the cost of the project
with the purpose omitted. Separable costs usually
include more than the specific costs of physically
identifiable facilities serving only one purpose.
Separable costs include all added costs of increased
size of structures and changes in design for a
particular purpose over structure size and design
required for al other purposes. An example would
be the cost of increasing reservoir storage capacity.
Separable costs are usualy higher than specific
costs; however, the two may, on occasion, be
equal. Specific costs can never exceed separable
costs because specific costs are, by definition, also
separable. When the two are equal, the SCRB and
AJE methods are identical.

The sum of the separable costs is subtracted
from the total project cost to obtain the joint cost,
which is then allocated among the purposes in
proportion to the remaining justifiable expenditure
for each purpose in the same way as for the AJE
method. Separable costs and allocated joint costs
for each purpose are added together to complete the
allocation process.

The SCRB method, which is very similar to the
AJE method, has most of the same advantages and
disadvantages. However, using separable rather
than specific costs usually reduces the amount of
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joint costs and increases minimum allocations to
project purposes.

One disadvantage is that separable costs are not
easly determined and generaly require extensive
expense and time to estimate. For the current CVP,
even historical information on specific design details,
guantities, and aternative facility designs are not
always available and would need to be redevel oped
before separable costs could be re-computed. The
extensive level of effort necessary to estimate
updated separable costs was not anticipated in the
budget for this study. Therefore, the development
of anew SCRB-based allocation was not considered
for this study, but the SCRB method, employed in
earlier cost allocations, was retained because of its
many advantages and because it has remained the
procedure established for use by Federal water
resources agencies. The use of separable and joint
cost alocation factors developed in the 1975
reallocation study was retained for consideration.

User Group-Based Methods

Shapley Value Method — The Shapley value
method uses information on al possible
combinations of users to derive a unique cost
allocation that should be acceptable to al users as
long as all of the aternative cost functions are “well
behaved.” This latter phrase means that (1) the sum
of the costs serving each user (or group of users)
alone is greater than the project cost of serving
them, and (2) each user (or group of users) has a
benefit or aternative cost for his (their) share of the
water supply that exceeds the incremental cost of
providing project water to him (them).

The cost allocation for a user is derived as a
weighted average of all the margina costs of adding
the user to every possible group. These groups
include the “going-it-alone” option. The weights
assume that every group is equaly likely and are
based on the number of users. The weights are one
divided by the number of possible sequences in
which al users could have joined the project. The
number of possible sequences is N-factorial where
N is the number of users. If there are four users,
for example, then the number of sequencesis4 x 3
X 2 x 1 or 24, and the weights are 1/24.
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The mgjor problem with this method is that it
requires not only benefit estimates but also a large
number of cost estimates in the case where the
number of usersislarge. If there are5 or 6 users,
for example, the number of required cost estimates
becomes 120 and 720, respectively. The Shapely
method results in a cost alocation in which each
user covers its separable costs.

Game Theory Methods — Game theory is the
study of the progress and outcome of games,
conducted under a specified set of rules, and
involving a number of players. Cooperative games
are situations in which the players may be able to
gain by cooperating with the other players. Cost
alocation problems are much like a cooperative
game. Each purpose is represented by a player, and
the purpose may be accomplished for less cost by
participating in the project as opposed to going it
alone. If the purpose has a benefit that exceeds the
minimum cost of participating (the separable cost),
and if this minimum cost is less than the cost of
non-participation (the alternative cost), then the
player will choose to participate. The most he
would pay is the separable cost plus the cost savings
from not incurring the alternative cost. These
methods also require not only benefit estimates but
also estimates of numerous alternatives, and they
tend not to be easily comprehendible.

Both Shapley Vaue and Game Theory methods
require significant amounts of data on benefit
estimates and aternative cogts, extending beyond the
scope of this study. In addition, they are
conceptually quite complex and often a challenge to
comprehend and were not considered appropriate
for this study.

ALLOCATION ALTERNATIVES
DEVELOPED

After completing review of the various methods
described above, three aternatives were devel oped
for evauation in this study. These include the
existing cost dlocation (Existing Allocation), which
will form the basis of comparison; an alternative in
which joint costs are alocated in proportion to
specific costs consistent with a suggestion from the
GAO (Proportional Alternative); and an aternative
proposed by the water and power contractors

V-7

(Contractors'  Proposal). (The text of the
contractors’ proposal is included as Appendix A.)
Each of these cost alocation alternatives is
described in the following sections and summarized
in Table 1V-1.

Existing Allocation

The existing CVP cost allocation comprises the
no-action alternative and would involve continued
use of the procedure described in Chapter Il to
alocate joint costs. In genera, this alternative
would utilize joint cost alocation factors based on
SCRB analysis completed for the 1975 reallocation
study.

Proportional Alternative

This dternative was developed based on a
suggestion from the GAO and would allocate joint
costs in proportion to specific costs. The costs of
single-purpose facilities would be summed to
determine the total specific cost for the CVP. The
proportion of total specific cost incurred for each
purpose would be determined and applied to total
joint costs to allocate them among project purposes.
The tota allocation to a purpose would be the sum
of specific and joint costs allocated to it.

Development of this alternative requires careful
determination of total specific and joint costs. The
following steps were taken to identify which costs
should be included as specific or joint costs and to
make adjustments to create a specific cost total for
flood control. Beginning with the total project costs
($3,290 million in the 1999 allocation) the following
adjustments were made. (Costs of facilities subject
to adjustment and joint costs are shown in Appendix
B.)

CVP Cost Allocation Study
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TABLE IV-1

CHARACTERISTICS OF
COST ALLOCATION ALTERNATIVES

Characteristic

Existing Allocation

Proportional
Alternative

Contractors’ Proposal

Allocation of Joint
Costs

Continues use of joint cost allocation factors as computed
in 1975 SCRB.

Allocatesjoint costsin
proportion to
expenditures for

Usesjoint cost allocation factors computed in 1970
SCRB.

specific project

purposes.
Allocation of Reduction in deliveries resulting from CVPIA Same methodology as Reduction in deliveries resulting from CVPIA
CVPIA-dedicated implementation is reflected in historic and projected exigting alocation. implementation is reflected in historic and projected
water water deliveriesto irrigation and M& | users. water deliveriesto irrigation and M&| users.

Establishes the “environment” as awater user and
includes “ delivery” of up to 800,000 acre-feet per year
of water to the environment. The quantification this
water is based on an assumed rate of buildup designed
to reflect project operations.

This approach increases the total water delivery base
used to sub-allocate water supply costs among
repayment functions.
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Characteristic

Existing Allocation

Proportional
Alternative

Contractors’ Proposal

Repayment of
water supply costs

Repayment of water supply costsis proportional to
historic and projected water deliveriesto end-users over
the life of the project.

Water supply costs are sub-allocated in proportion to
deliveriestoirrigation, M&I, and wildlife refuges.

Reimbursable costs associated with deliveriesto wildlife
refuges are distributed in proportion to repayment
obligations for irrigation, M&| and commercia power
customers.

Same methodology as
exigting alocation.

Same methodology as existing allocation, but
applied to the increased total water delivery base
asfollows.

A portion of the 800,000 acre-feet added to the
water delivery baseis considered “mitigation” and
the remainder is considered “ enhancement.”

Water supply costs associated with the
“mitigation” portion of the 800,000 acre-feet are
sub-allocated to theirrigation, M&I, and
commercial power repayment functions using the
same methodology as the existing allocation.

Water supply costs associated with the
“enhancement” portion of the 800,000 acre-feet are
not repaid by water and power users.

Repayment of
power costs

Total power costs are sub-allocated among project use
and commercial power functions based on power
generation and use analysis completed by Reclamation.

Project use power costs are distributed in proportion to
water deliveriesto irrigation, M&1, and wildlife refuge
uses.

Reimbursable project use power costs associated with
deliveries to wildlife refuges are distributed in proportion
to repayment obligations for irrigation, M&I and
commercia power customers.

Same methodology as
exigting alocation.

Same methodol ogy as existing allocation.

Repayment of
reimbursable fish
and wildlife
mitigation costs

Repayment responsibilities are apportioned based on the
repayment responsibilities associated with capital costs
associated with the “causal” facility. CVPIA cost shares
set by Congress.

Same methodology as
exigting alocation.

Same methodology as existing allocation.
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Exclude Certain Costs from Allocation
The non-reimbursable CVP cost components and
authorized deferred use discussed in Chapter |11
amount to more than $135 million and are excluded
from the portion of the proportional alternative
spreadsheet that calculates the joint cost allocation
factors. In addition, the State share of San Luis Unit
cogts, totaling $224 million, was also excluded from
that portion of the spreadsheet. In summary, the
costs excluded are of the following types:

Federal share of Safety of Dams
improvements

Archeology, highway improvement
Non-reimbursable IDC

Capitalized movable equipment
Buildings and service facilities
Authorized deferred use

State share of San Luis Unit

Exempt Certain Costs from Allocation In
the specific cost total used to allocate joint costs, it
was considered inappropriate to include the costs of
multi-purpose facilities constructed and allocated by
the COE and transferred to Reclamation or the costs
of facilities with previoudy fixed allocations. It was
also considered inappropriate to include loca
distribution facilities that are subject to repayment
contracts since these facilities are paid for by
separate contracts and not included in the water and
power rates that result from the allocation. Also
distribution systems can be separated from main
project facilities and could have been non-Federally
financed. A tota of gpproximately $1,123 millionin
costs was removed from the portion of the
spreadsheet that calculates the joint cost alocation
factors. A summary of features exempted is
provided in Table IV-2.

IV-10

Create Specific Cost for Flood Control
The removal of the costs of features shown above
reduced the total of specific and joint costs to
approximately $1,808 million, of which $623 million
is considered joint costs and $1,185 million specific
costs. No single-purpose CVP facilities have ever
been constructed for flood control. Thus, although
flood control is an authorized purpose of the CVP
and significant flood control benefits are realized by
the project, the Proportiona Alternative would
alocate no joint cost to this purpose. A similar
problem also emerges for navigation and water
quality, which are authorized purposes with no
specific costs.

As ameans to recognize that flood control is an
important authorized purpose of the CVP, an
adjustment was made to the specific and joint costs
described above. The reservation of dedicated
space method was used to estimate the portion of
total reservoir storage capacity that is reserved for
flood control and therefore not available to all other
purposes. A simplified approach was selected to
minimize the effort required to calculate this cost.
The specific costs for flood control in three
reservoirs, Shasta, Folsom, and Millerton, were
calculated using a weighted-average factor based on
the percent of total reservoir space reserved for
flood control each month. The resulting factors
were applied to the total costs for these facilities to
create “specific” costs for flood control. In total,
this approach shifted approximately $24 million from
joint costs to specific costs for flood control,
resulting in atotal of $599 million in joint costs and
$1,209 million in specific costs. Then the dlocation
of specific costs was used to determine the
allocation of the joint costs. It isimportant to note
that any changes over the life of the project in the
space reserved for flood control would change the
level of specific costs allocated to flood control and
then the allocation of project joint costs.

CVP Cost Allocation Study
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TABLE IV-2

FEATURES EXEMPT FROM PROPORTIONAL ALTERNATIVE

FEATURE

REASON FOR EXEMPTION

Itemstransferred by the COE

New Melones Dam, Reservoir and Powerplant
Black Butte Dam and Lake
COE Repayment Assumed

Multi-purpose projects with cost allocations and
repayment obligations determined by the COE.

FeaturesNot Integral tothe CVP

M& | Distribution Systems with Repayment
Contracts

Contracts
Western Interties
San Felipe Division

Irrigation Distribution Systems with Repayment

The repayment contracts pertain to facilities that are
paid for specifically by water districts and do not,
therefore, affect water and power rates. Additionally,
these facilities can be separated from main project
features. The costs of the Interties are repaid
entirely by commercial power users. The San Felipe
Division is out-of-basin and not an integral part of
the water- and power-generating CVP.

Facilitieswith Fixed Allocations

Los Banos Dam — Federal-Only Portion
Spring Creek Debris Dam

The allocation of the costs of the Federal share of
Los Banos Detention Dam and Spring Creek Debris
Dam were fixed prior to 1970.

Contractors Proposal

In October 1999, the CVP water and power
contractors jointly presented a proposed alternative
to dlocate CVP costs for consideration in this study.
Upon review, Reclamation decided to include the
proposal as an dternative. The Contractors
Proposal, as interpreted by Reclamation, is based on
the existing cost alocation but contains two
significant components that would alter the
alocation and repayment of CVP costs. First, the
proposa includes the use of a dlightly revised
version of Base | joint cost allocation factors
calculated in the 1970 reallocation study rather than
the factors calculated in the 1975 study. Second,

IV-11

the proposal specifically takes into account the
environmental re-operation of the CVP by creating
an environmental water use account.

Joint Cost Factors — As noted in Chapter |1,
the 1970 redllocation study separated the CVP into
units, or bases, with each base alocated separately,
and these allocations were summed to derive the
alocation for the entire CVP. Base | consisted of
the Trinity River, American River, Sacramento
River, Friant, Shasta, and Delta Divisions. This
practice was continued in the 1975 reallocation
study. Table V-3 shows the joint cost allocation
factors for Base I.

CVP Cost Allocation Study
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TABLE IV-3

COMPARISON OF JOINT COST ALLOCATION FACTORS FOR BASE |

FACILITIES
1970 ALLOCATION
REVISED BY
PURPOSE 1970 ALLOCATION CONTRACTORS 1975 ALLOCATION
Water Supply 0.54180 0.54344 0.55790
Power 0.05630 0.05883 0.21810
Fish and Wildlife 0.01920 0.02004 0.0
Flood Control 0.36120 0.35520 0.20490
Navigation 0.02150 0.02249 0.01910
Recreation 0.0 0.0 0.0
Water Quality 0.0 0.0 0.0
Total 1.00000 1.00000 1.00000
Note:
Totals may not be completely accurate due to rounding.

The joint cost alocation factors for the 1970
cost allocation have been revised dightly in the
Contractors Proposal. In the 1970 reallocation
study, Friant Dam and Reservoir were treated in the
same way as other Base | dams and reservoirs, with
the result that some of Friant’s cost were allocated
to power. Friant, however, has no power-
generating facilities. In the 1975 reallocation study,
Reclamation alocated costs for Friant Dam and
Reservoir costs to water supply and flood control
only. The contractors adopted this approach and
prepared a new alocation for Friant, and as a
consequence, their version of the 1970 joint cost
allocation factors differs dightly from the original.
Hereafter, reference to the 1970 joint cost alocation
factors in this report will mean the revised set as
presented in the Contractors’ Proposal.

As one can see from Table 1V-3, the most
significant difference between the 1975 and 1970
joint cost allocation factors concerns power and
flood control. The power factor increased to 21.8
percent in 1975 from 5.9 percent in 1970 while
flood control fell to 20.5 percent in 1975 from 35.5
percent in 1970. In the 1970 study, the single-
purpose power alternative was a fossil fue
powerplant while a nuclear powerplant was used in

the 1975 study. Power values were provided by the
Federal Power Commission.

For both studies, the cost of the single-purpose
power aternative was less than the value of power
benefits and was used in the SCRB methodology as
the judtifiable expenditure. From the 1970 allocation
to the to 1975 dlocation, the justifiable expenditure
for power more than doubled while the separable
power cost, which is subtracted from the justifiable
expenditure to obtain the remaining judtifiable
expenditure, increased by two-thirds. As a result
the remaining justifiable expenditure for power
increased significantly in comparison to that for
other project purposes, and since the joint cost
factors are based on the distribution of remaining
justifiable expenditures among project purposes, the
joint cost alocation factor for power increased
significantly. The remaining justifiable expenditure
for flood control actualy fell dightly in 1975, and its
joint cost allocation factor also fell.

The Contractors' Proposal recommends use of
the 1970 joint cost alocation factors for Base | for
the following reasons.

1V-12 CVP Cost Allocation Study
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1. The 1970 reallocation study is the last major
alocation of the CVP. Although
documentation for both the 1970 and 1975
allocation studies is limited, the contractors
review of the 1970 study stated that its
underlying assumptions are reasonable.

2. From the contractors' perspective, the power
assumptions used in 1970 study are more
representative of power industry conditions
existing throughout the 1970s than those used
in the 1975 study, and the 1970 powerplant
assumptions are more representative of
subsequent periods after nuclear energy was
no longer a viable energy resource when the
period of spiraling energy prices, which
characterized the mid-1970s, had ended.

3. According to the Contractors' Proposal, the
alocation of multi-purpose costs to flood
control would be “properly restored to a
reasonable and equitable level.” Partid flood
control studies of parts of the CVP since 1975
have given a strong indication that flood
control benefits are substantially understated,
even for 1970.

Environmental Water Use Account
The Contractors Proposal maintains that the
authorized purposes of the CVP have been greatly
expanded and that the project has undergone
significant re-operation since completion of the 1975
reallocation study. The accomplishments of the
project have been altered dramatically as a result of
legidation and policy decisons including the CVAIA,
Endangered Species Act (ESA) listings, and Bay-
Delta Plan. According to the proposal, the existing
allocation method does not adequately reflect the
significant new environmenta benefits that have
been generated by the re-operation of the project and
the associated enhancement and mitigation activities
that have occurred. Also, the existing allocation
method does not reflect the reduction in benefits
accruing to water and power users.

The Contractors Proposal also contends that
section 3406(a) of the CVPIA amended the Act of
August 26, 1937, to establish the environment as a
new project purpose. The new purpose was
established to mitigate, protect, restore, and enhance
the environment. As noted in Chapter 11, although

section 3406(b)(2) of the CVPIA dedicates 800,000
acre-feet of CVP yield toward fish and wildlife
activities, it is slent on the issue of cost
sharing/allocation. By contrast, section 3406(d) of
the act addresses water supplies for wildlife refuges
and is much more specific regarding repayment of
associated costs. Reclamation’s Report on Refuge
Water Supply Investigations, March 1989, on which
the refuge water requirements in section 3406(d) are
based, identifies water supplies known as Levd 1, 2,
and 4. Level 1 suppliesare a part of the larger Level
2 and refer to water rights refuges aready had at the
time and water supplied pursuant to the Act of
August 27, 1954. Level 2 supplies were then
current average annual water deliveries to refuges
while Level 4 was an increment of water beyond
Level 2 needed to bring the refuges to optimum
management.

The first sentence of section 3406(d)(3), which
addresses repayment of the costs of supplying water
to the refuges, states that all costs associated with
implementation of paragraph (1) of this subsection
shall be reimbursable pursuant to existing law.
Paragraph (1) deals with Level 2 refuge water
supplies. The remainder of the subsection specifies
that 75 percent of the cost of the increment from
Level 2 to Level 4 will be Federa non-reimbursable
and 25 percent be borne by the State.
Reclamation’s interpretation of section 3406(d)(3)
treats the costs of Level 1 supplies as non-
reimbursable while the costs of the remainder of
Level 2 are reimbursable by water and power users.
Reclamation considers it significant that Congress
was specific in addressing the allocation of costs of
refuge water supplies in the CVPIA, but made no
mention of associating costs with the dedication of
800,000 acre-feet of water or of alocation of such
costs.

To reflect the changes in re-operation of the
CVP, the contractors propose including the
environment as a hew project function for the sub-
allocation of costs allocated to water supply. Up to
800,000 acre-feet of environmental water dedicated
by section 3406(b)(2) of the CVPIA would be
treated as an additional CVP water supply, and water
supply costs would be assigned to it. As noted
above, section 3406(b)(2) is silent on the issue of
cost sharing/allocation. The Contractors Proposal
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would treat the repayment of costs associated with
the environmental water similarly to the repayment
requirements specified for many of the actions
mandated in section 3406(b)(4)-(23) of the CVPIA.
For many of these actions, 37.5 percent of the cost
is to be repaid by water and power users, 37.5
percent is a Federal non-reimbursable cost, and 25
percent is to be repaid by the State. Thus from the
point of view of water and power users, 62.5
percent of these costs are non-reimbursable. The
proposal would treat 37.5 percent of the costs
associated with the environmenta water account as
reimbursable by water and power users, and the
remaining 62.5 percent would be considered non-
reimbursable.  Since under Reclamation law the
costs of fish and wildlife mitigation measures for
recently constructed facilities are generdly
reimbursable, this cost sharing arrangement would
be tantamount to treating 37.5 percent of the
environmental water as mitigation water and the
remaining 62.5 percent as enhancement water.

IV-14

Asillugtrated in Figure V-1, from 1993 through
2006, while Stage | of the CaFed environmental
restoration actions are being completed, the quantity
of environmental water would gradually increase
each year on a schedule provided in the proposal.
The proposal considers all of this water to be for
mitigation, and the costs associated with it would be
totally reimbursable. Beginning in 2007 when the
proposal assumes that restoration actions would be
complete, there would be a dramatic increase in
environmental water use because enhancement
would begin. The repayment of associated costs
would be treated as 37.5 percent reimbursable
(mitigation) and 62.5 percent non-reimbursable
(enhancement). By the end of the CVP repayment
period in 2030, the environmental water account
would have increased to the full 800,000 acre-feet,
with the costs associated with 300,000 acre-feet,
representing 37.5 percent of the 800,000 acre-feet,
repaid by water and power users and the remainder
non-reimbursable.
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Non-Reimbursable
Reimbursable

800 ——

Environmental
Enhancement
(Non-Reimbursable)

Annual Water Amount
(1,000 acre-feet)

1993 2000 2007 2010 2020 2030

Non-
Reimbursable '\_/

Reimbursable

Sub-allocate water supply costs based
on deliveriesto end users and
environmental use of water dedicated
by CVPIA Section 3406 (6)(2).

Distribute refuge water costs based on CVPIA-

Specified Refuge Delivery Levels:

Level 1- Non-Reimbursable Federal

Level 2 Increment - Reimbursable

Level 4 Increment - Non-Reimbursable (75% Federal, 25% State)

Figure IV-1
Repayment of Water Supply Costs
in Contractors’ Proposal
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Chapter V
COMPARISON OF ALTERNATIVES

For the three alternatives considered in this
study, this chapter presents the results of the
dlocation of costs to the seven authorized
purposes of the CVP and then the determination
of repayment  responsihilities. The
computational process is described and results
for key steps are provided. Results for the
Proportional Alternative and the Contractors
Proposa are compared to those for the Existing
Allocation.

EXISTING ALLOCATION

As described in Chapter 111, the Existing
Allocation is based on cost alocation factors
developed in the 1975 cost redlocation study.
That study, which was undertaken as an update
to the 1970 redlocation study, utilized the
SCRB method to develop separable and joint
cost alocation factors for the multi-purpose
facilities in the CVP. The dlocation of multi-
purpose features that were constructed by the
COE and transferred to the CVP for financia
integration and repayment was not modified
from the COE allocation. Although Folsom

Dam and Reservoir were congtructed by the
COE, these costs were alocated by Reclamation
using the factors developed in the 1975
reallocation study.

To date the tota cost of CVP plant-in-
service facilities is approximately $3,290 million
(1999 CVP interim cost allocation annua
update). This amount represents total non-
indexed costs incurred since construction of
CVP fecilities began. Of this amount, a total of
about $623 million (about 19 percent of total
costs) represents joint costs of multi-purpose
facilities that were constructed by Reclamation.
Table V-1 identifies portions of this amount that
are alocated using separable or joint cost
allocation factors developed in the 1975 SCRB
reallocation. This process was described in
Chapter Il1l.  The remaining plant-in-service
costs, amounting to more than $2.6 hillion,
represent costs of single-purpose facilities, costs
not subject to alocation to one of the seven
authorized purposes of the CVP, or costs of
multi-purpose facilities for which the allocation
of separable and joint costs was made by the
COE.

TABLE V-1

COSTS ALLOCATED USING SEPARABLE AND
JOINT COST ALLOCATION FACTORS

ITEM ($MILLION)
Costs allocated using joint factors 469.3
Costs allocated using separable factors 153.5
TOTAL 622.7
Note: Totals may not be completely accurate due to rounding.
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Total costs alocated to the seven authorized
purposes of the CVP can be classified into three
categories. These are costs of single-purpose
facilities that are alocated in total to that
purpose, costs of multi-purpose facilities that are
alocated by Reclamation using factors from the
1975 SCRB redlocation, and costs of COE-
constructed facilities alocated by it. Table V-2
summarizes the dlocation of CVP plant-in-
sarvice costs as of September 30, 1999, to the
seven authorized project purposes and also lists
those costs not subject to alocation to these
purposes.

Repayment of allocated costs in the Existing
Allocation is based on repayment criteria
applicable to each project purpose. As described
in Chapter 111, costs alocated to water supply
and power are sub-allocated to reimbursable and
non-reimbursable  functions based on the
proportion of water delivered or power used in
the delivery of water for specific functions.
Water supply costs are sub-allocated based on
the sum of historic and projected water
deliveries to irrigation and M& | water users and
to wildlife refuges. Power costs are first sub-
allocated between project use and commercial
power functions based on a power generation.

TABLE V-2

ALLOCATION OF PROJECT COSTS IN THE
EXISTING ALLOCATION

Cost
ITEM ($Million)

Project Purposes
Water Supply 1,790.8
Power 665.1
Fish and Wildlife 263.4
Recreation 69.1
Flood Control 138.0
Navigation 5.8
Water Quality Improvement 5.5

Subtotal 2,937.7
Other Authorized Costs
Authorized deferred use 56.9
Archeological, cultural, historical 4.1
Highway improvement 14.7
Non-reimbursable IDC 27.2
Safety of dams 25.6
State Share of San Luis 224.1

Subtotal 352.6
TOTAL 3,290.2
Notes:

Results based on the 1999 CVP Interim Cost Allocation Annual Update.

Costs for multi-purpose facilities allocated using factors derived from 1975

reallocation study.

Totals may not be completely accurate due to rounding.
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and use study completed by Reclamation. Then,
costs associated with project use power are
further sub-alocated to irrigation, M&I and
wildlife refuges based on energy reguirements
associated with water deliveries to these entities.
Table V-3 summarizes tota repayment
responsibilities for plant-in-service costs in the
Existing Allocation.

As described above and in Chapter 111, with
the exception of M&I and irrigation fixed
obligation repayment contracts, the repayment
responsibility of M&| water users and irrigation
water users is collected by Reclamation in the
water rates it charges its water contractors. The
repayment responsibility of commercial power
customers is collected by Western in the power
rates it charges preference power customers.
These repayment responsibilities represent costs

of facilities for water storage, water conveyance
and pumping, power generation, and power
transmission, and costs for other related system-

wide facilities that are allocated to the water
supply and power purposes. Water rates are
based, in part, on the type of services utilized in

storing and conveying water to each water user.

For example, the rate for water that is stored in a
CVP reservoir and then directly diverted by a
water contractor from the streeam below the
reservoir would be lower than the rate for water

that is stored in the same reservoir but aso
conveyed through a CVP canal and lifted for

ddlivery to a water contractor by CVP pumping

plants. The final step in the cost alocation

process is the determination of costs associated
with the water rate components that make up the

repayment responsibility of M&I and irrigation
water users.

TABLE V-3

REPAYMENT RESPONSIBILITIES IN
THE EXISTING ALLOCATION

REPAYMENT ENTITY ($I\S|:i<|)”s;n)

M&I Water Users 436.5
Irrigation Water Users 1,476.2
Commercial Power Customers 568.8
State of Californiaand Local Governments 244.5
Federal Non-reimbursable 564.1
TOTAL 3,290.2
Notes:

Results based on the 1999 CVP Interim Cost Allocation Annual Update.
Costs for multi-purpose facilities allocated using factors derived from 1975 reall ocation study.

Totals may not be completely accurate due to rounding.

Table V-4 shows total costs associated with
the water rate components for M&l and
irrigation water contractors for the Existing
Allocation.  The rate component *“Other”

V-3

represents reimbursable costs of facilities
considered environmental mitigation for the
CVP as a whole rather than mitigation for a
specific facility and is applied to al CVP M&l
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and Irrigation water contractors. As explained
in Chapter IlI, if an environmental mitigation
facility can be associated with a specific facility,
such as the Coleman National Fish Hatchery
mitigating for Shasta and Keswick Dams, its
repayment obligation would be classified in the
same rate component as the facility it is

mitigating. For

project-wide mitigation

measures, such as the Trinity River Restoration
Program, repayment obligations are classified as

“Othe” and included in Al

CVP water

contractors rates. The amounts shown as

repayment
obligations of M&Il and

contracts are fixed

repayment
irrigation  water

contractors for water distribution systems and do
not enter into the determination of water rates.

PROPORTIONAL ALTERNATIVE

The Proportiona Alternative differs from
the Existing Allocation in the allocation of joint

costs.

In the Proportional Alternative, the

allocation of specific costs, which are the costs
of single-purpose features. As described in
Chepter 1V, the derivation of joint cost
alocation factors requires careful consideration
of the nature of costs in the CVP cost alocation.
Chapter IV describes  approximately  $359
million in costs that are excluded from this
caculation because they are non-reimbursable
expenditures, many of which are not alocated to
one of the seven authorized project purposes. In
addition, a second group of costs are exempt
from this process because they represent costs of
facilities that do not affect water and power
rates, or because they are associated with
features that were alocated by the COE, or
because their alocation has been fixed prior to
the 1975 redlocation study. The San Felipe
Divison is included in this group because it is
out-of-basin, does not contribute to the water-
and power-generating capacity of the CVP, and
its costs are the repayment responsibility of the
two out-of-basin contractors in the San Felipe
Division.

dlocation of the $623 million of joint costs
shown in Table V-1 is made in proportion to the

TABLE V-4

WATER RATE COMPONENTS IN THE EXISTING ALLOCATION

REPAYMENT
REPAYMENT RESPONSIBILITY OF
RESPONSIBILITY OF M&l IRRIGATION WATER
WATER USERS USERS
RATE COMPONENT ($Million) ($Million)
Storage 75.6 341.5
Conveyance 286.4 471.3
Conveyance Pumping 3.1 45.6
Direct Pumping 39.2 107.0
Other 8.3 404
Project Use Power 175 109.5
San LuisDrain 0.0 46.5
Subtotal Used in Setting Rates 430.2 1,161.8
Repayment Contracts for
Distribution Systems 6.4 3l4.4
TOTAL 436.5 1,476.2
Notes:
Results based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.
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The remova of the above-described costs
reduces the total of specific and joint costs to
approximately $1,808 million, of which about
$623 million is considered joint costs and
$1,185 million is considered specific costs. As
explaned in Chapter 1V, the dlocation of
specific costs based on this distribution would
result in no allocation to flood control because
no single-purpose CVP facilities have ever been
developed for flood control. To address this
deficiency, a “specific” cost for flood control
was estimated based on proportional flood
control storage in reservoirs authorized and
operated for flood control. This adjustment
creates a specific cost of about $24 million for

flood control and raises the total specific cost to
$1,209 million and decreases total joint costs to
$599 million. A summary of total specific costs
and the calculated joint cost alocation factors
for the Proportional Alternative is presented in
Table V-5.

The joint cogt dlocation factors shown in
Table V-5 are applied to the $599 million of
joint costs. Allocated joint costs are added to (a)
the specific costs listed in Table V-5 and (b) the
excluded and exempt costs to develop the
allocation of total costs. Table V-6 summarizes
total plant-in-service costs alocated to the
authorized project purposes and other authorized
costs in the Proportional  Alternative.

TABLE V-5

SPECIFIC COSTS AND JOINT COST ALLOCATION FACTORS IN THE
PROPORTIONAL ALTERNATIVE

JOINT ALLOCATION FACTOR
TOTAL SPECIFIC COST IN PROPORTIONAL
PROJECT PURPOSE ($MILLION) ALTERNATIVE

Water Supply 725.8 0.60036
Power 365.3 0.30215
Flood Control 24.0 0.01983
Fish and Wildlife 834 0.06902
Recreation 104 0.00864
Navigation 0.0 0.0

Water Quality 0.0 0.0

TOTAL 1,208.9 1.00000

Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Totals may not be completely accurate due to rounding.
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TABLE V-6

ALLOCATION OF PROJECT COSTS IN THE
PROPORTIONAL ALTERNATIVE

Cost
ITEM ($Million)

Project Purpose
Water Supply 1,888.5
Power 707.4
Fish and Wildlife 170.9
Recreation 69.4
Flood Control 95.7
Navigation 0.0
Water Quality Improvement 55

Subtotal 2,937.6
Other Authorized Costs
Authorized deferred use 56.9
Archeological, cultural, historical 4.1
Highway improvement 14.7
Non-reimbursable IDC 270
Safety of dams 25.6
State Share of San Luis 224.1

Subtotal 352.6
TOTAL 3,290.2
Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Totals may not be completely accurate due to rounding.

The caculation of repayment
responsibilities in the Proportional Alternative is
based on the same process described for the
Existing Allocation. The sub-allocation of water
supply costs is based on the same water delivery
assumptions as in the Existing Allocation, and
the sub-allocation of power costs is based on the
same power generation and use study results as

V-6

the Existing Allocation. Table V-7 summarizes
total repayment responsibilities for plant-in-
service costs in the Proportiona Alternative, and
Table V-8 shows the total costs associated with
the water rate components for M&l and
irrigation water contractors for the Proportional
Alternative.
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TABLE V-7

REPAYMENT RESPONSIBILITIES IN THE

PROPORTIONAL ALTERNATIVE

Cost
REPAYMENT ENTITY ($Million)

M&| Water Users 435.5
Irrigation Water Users 1,503.8
Commercia Power Customers 581.1
State of Californiaand Local Governments 2451
Federal Non-reimbursable 524.7
TOTAL 3,290.2
Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Totals may not be completely accurate due to rounding.

TABLE V-8

WATER RATE COMPONENTS IN THE PROPORTIONAL ALTERNATIVE

REPAYMENT
REPAYMENT RESPONSIBILITY OF
RESPONSIBILITY OF IRRIGATION WATER
M&l WATER USERS USERS
RATE COMPONENT ($MILLION) ($MILLION)
Storage 714 383.8
Conveyance 286.4 445.6
Conveyance Pumping 3.1 45,6
Direct Pumping 39.2 107.0
Other 11.2 49.1
Project Use Power 17.8 111.9
San LuisDrain 0.0 46.5
Subtotal Used in Setting Rates 429.1 1,189.4
Repayment Contracts for 6.4 314.4
Distribution Systems
TOTAL 435.5 1,503.8
Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.
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CONTRACTORS’ PROPOSAL

The Contractors Proposa differs from the
Existing Allocation in two ways. Firs, the
factors used to allocate joint costs are based on
results from the 1970 reallocation study rather
than results from the 1975 redllocation study.
Second, the sub-allocation of water supply costs
assumes uses of CVPIA-dedicated water for
environmental purposes to be additiona end
uses of CVP water and combines these amounts
with historical and projected deliveries to M&|
and irrigation contractors and wildlife refuges.

The primary differences between the 1975
and the 1970 joint cost alocation factors are
evident in the power and flood control purposes.
Changing from the 1975 to the 1970 factors
would reduce the power joint cost alocation
factor from nearly 22 percent to less than 6
percent and would increase the flood control
joint cost alocation factor from about 20 percent
to nearly 36 percent. A comparison of joint cost
dlocation factors for the 1970 and 1975
reallocation studies is provided in Table V-9.
Total allocated costs for the Contractors
Proposal are summarized in Table V-10.

TABLE V-9

COMPARISON OF JOINT COST ALLOCATION FACTORS

1970 ALLOCATION
REVISED BY
PURPOSE CONTRACTORS 1975 ALLOCATION

Water Supply 0.54344 0.55790
Power 0.05883 0.21810
Fish and Wildlife 0.02004 0.0
Flood Control 0.35520 0.20490
Navigation 0.02249 0.01910
Recreation 0.0 0.0
Water Quality 0.0 0.0
TOTAL 1.00000 1.00000
Note: Totals may not be completely accurate due to rounding.
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TABLE V-10

ALLOCATION OF PROJECT COSTS IN THE
CONTRACTORS’ PROPOSAL

COST
ITEM (SMILLION)

Project Purpose
Water Supply 1,787.8
Power 616.6
Fish and Wildlife 269.4
Recreation 69.1
Flood Control 182.5
Navigation 6.8
Water Quality Improvement 5.5

Subtotal 2,937.7
Other Authorized Costs
Authorized deferred use 56.9
Archeological, cultural, historical 4.1
Highway improvement 14.7
Non-reimbursable IDC 27.2
Safety of dams 25.6
State Share of San Luis 224.1

Subtotal 352.6
TOTAL 3,290.2
Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Costs for multi-purpose facilities allocated using factors derived from

1970 re-allocation study as revised by Contractors.

Totals may not be completely accurate due to rounding.

The caculation of repayment
responsibilities in the Contractors Proposa is
based on the same process described for the
exigting allocation. The sub-alocation of water
supply costs, however, is based on assumed end
uses of CVPIA-dedicated water as well as
historical and projected deliveries for M&l,
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irrigation, and wildlife refuges. Table V-11
summarizes total repayment responsibilities for
plant-in-service costs in the Contractors
Proposal, and Table V-12 shows the total costs
associated with the water rate components for
M&I and irrigation water contractors for the
Contractors' Proposal.
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TABLE V-11

REPAYMENT RESPONSIBILITIES IN THE
CONTRACTORS’ PROPOSAL

COST
REPAYMENT ENTITY ($MILLION)

M& | Water Users 434.6
Irrigation Water Users 1,443.4
Commercia Power Customers 533.0
State of Californiaand Local Governments 244.3
Federal Non-reimbursable 634.9
TOTAL 3,290.2

Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Costs for multi-purpose facilities allocated using factors derived from 1970 re-allocation study
asrevised by Contractors.

Totals may not be completely accurate due to rounding.
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TABLE V-12

WATER RATE COMPONENTS IN THE

CONTRACTORS’ PROPOSAL

REPAYMENT
REPAYMENT RESPONSIBILITY OF
RESPONSIBILITY OF IRRIGATION WATER
M&l WATER USERS USERS

RATE COMPONENT ($MILLION) ($MILLION)
Storage 733 327.3
Conveyance 286.0 459.0
Conveyance Pumping 3.0 439
Direct Pumping 39.2 107.0
Other 10.3 44.8
Project Use Power 16.5 100.6
San LuisDrain 0.0 46.5

Subtotal Used in Setting Rates 428.3 1,129.0

Repayment Contracts for
Distribution Systems 64 3144
TOTAL 434.6 1,443.4
Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Costs for multi-purpose facilities allocated using factors derived from 1970 re-all ocation study as

revised by Contractors.

Totals may not be completely accurate due to rounding.
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SUMMARY OF RESULTS

Table V-13 provides a summary of tota
costs allocated to each project purpose for the
Existing Allocation, Proportional Alternative,

and Contractors Proposal. For the latter two
dternatives differences from the Existing
Allocation ae dso shown for esse of
comparison.

TABLE V-13

SUMMARY OF TOTAL ALLOCATED COSTS FOR ALL
ALTERNATIVES

($ M LLION)
EXISTING PROPORTIONAL CONTRACTORS’
ITEM ALLOCATION ALTERNATIVE PROPOSAL
CHANGE CHANGE
TOTAL FROM TOTAL FROM
TOTAL COST COST EXISTING COST EXISTING
Project Purpose
Water Supply 1,790.8 1,888.7 97.9 1,787.8 -3.0
Power 665.1 707.4 423 616.6 -48.6
Fish and Wildlife 263.4 170.9 -92.5 269.4 6.0
Recreation 69.1 69.4 0.3 69.1 0.0
Flood Control 138.0 95.8 -42.3 182.5 445
Navigation 5.8 0.0 -5.8 6.8 1.0
Water Quality 55 55 0.0 55 0.0
Improvement
Subtotal 2,937.6 2,937.6 0.0 2,937.6 0.0
Other Authorized
Costs
Authorized deferred 56.9 56.9 0.0 56.9 0.0
use
Archeological,
cultural, historical 41 41 0.0 41 0.0
Highway
improvement 14.7 14.7 0.0 14.7 0.0
:\'[;’g're' mbursable 272 272 0.0 272 0.0
Safety of dams 25.6 25.6 0.0 25.6 0.0
ftj‘se Snare of San 2241 224.1 0.0 2241 0.0
Subtotal 352.6 352.6 0.0 352.6 0.0
TOTAL 3,290.2 3,290.2 0.0 3,290.2 0.0
Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.
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Table V-14 summarizes tota repayment
responsibilities for the three dternatives. This
table shows that the repayment responsibility for
M&| water users in the Proportional Alternative
and Contractors Proposa would change very
litttle from that in the Existing Allocation.
Compared to the Existing Allocation, the tota
irrigation  repayment  responsibility  would
increase in the Proportional Alternative and
would decrease by a somewhat larger amount in
the Contractors Proposal.  Similarly, tota
commercia power repayment responsibility
increases in the Proportional Alternative and
decreases by a larger amount in the Contractors
Proposal.

The total repayment obligations by the State
and local governments in the Proportiona
Alternative and Contractors Proposal would be
nearly the same those as in the Existing
Allocation.  The changes in reimbursable
repayment obligations for water and power users
would be offset by changes in Federa non-
reimbursable costs. In the Proportional
Alternative, Federal non-reimbursable costs
would decrease by somewhat more than $39
million while in the Contractors Proposa
Federa non-reimbursable costs would increase
by nearly $71 million.

TABLE V-14

SUMMARY OF REPAYMENT RESPONSIBILITIES IN ALL
ALTERNATIVES

($ MILLION)
REPAYMENT EXISTING PROPORTIONAL CONTRACTORS’
ENTITY ALLOCATION ALTERNATIVE PROPOSAL
CHANGE CHANGE
TOTAL FROM TOTAL FROM
TOTAL COST COST EXISTING COST EXISTING

M&I Water Users 436.5 4355 -10 434.6 -19
Irrigation Water 14762 15038 276 14434 328
Users
Commercial Power 568.8 581.1 123 533.0 358
Customers
State of California
and Local 2445 245.1 0.6 244.3 02
Governments
Federal Non- 564.1 5247 -394 634.9 708
reimbursable
TOTAL 3,290.2 3,290.2 0.0 3,290.2 0.0
Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Totals may not be completely accurate due to rounding.
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The changes in water supply repayment
responsibilities shown on Table V-14 are
reflected in changes in costs associated with the
M&I and irrigation rate components. As shown
in Table V-15, codsts for the M&I| water rate
components in both the Proportiona and
Contractors  Proposal are very smilar to the
Existing Allocation, with minor changes in the
“Storage,” “Other,” and “Project Use Power”

components. Table V-16 shows that changes in
codts for the irrigation water rate components in
both the Proportional Alternative and
Contractors  Proposal  relate  primarily to
changes in the “Storage” and “Conveyance’
components, with limited changes to the “ Other”
and “ Project Use Power” components.

TABLE V-15

SUMMARY OF M&l RATE COMPONENTS IN ALL
ALTERNATIVES

($ MILLION)
RATE EXISTING PROPORTIONAL CONTRACTORS’
COMPONENT ALLOCATION ALTERNATIVE PROPOSAL
CHANGE CHANGE
TOTAL FROM TOTAL FROM
COST COST | EXISTING COST EXISTING

Storage 75.6 71.4 -4.2 73.3 -2.3
Conveyance 286.4 286.4 0.0 286.0 -04
Conveyance Pumping 3.1 3.1 0.0 3.0 -0.1
Direct Pumping 39.2 39.2 0.0 39.2 0.0
Other 8.3 112 29 10.3 2.0
Project Use Power 175 17.8 0.3 16.5 -1.0
San LuisDrain 0.0 0.0 0.0 0.0 0.0

Subtotal Used in

Setting Rates 430.2 429.1 -1.0 428.3 -1.9
Repayment Contracts
for Distribution 6.4 6.4 0.0 6.4 0.0
Systems
TOTAL 436.5 435.5 -1.0 434.6 -1.9
Notes:

Costs based on the 1999 CVP Interim Cost Allocation Annual Update.

Totals may not be completely accurate due to rounding.
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TABLE V-16

SUMMARY OF IRRIGATION RATE COMPONENTS IN ALL
ALTERNATIVES

($ MILLION)
RATE EXISTING PROPORTIONAL CONTRACTORS’
COMPONENT ALLOCATION ALTERNATIVE PROPOSAL
CHANGE CHANGE
TOTAL FROM TOTAL FROM
COST COST EXISTING | COST EXISTING
Storage 3415 383.8 23 327.3 -14.2
Conveyance 471.3 445.6 -25.7 459.0 -12.4
Conveyance Pumping 45.6 45.6 0.0 439 -1.7
Direct Pumping 107.0 107.0 0.0 107.0 0.0
Other 404 49.1 8.6 448 4.4
Project Use Power 109.5 111.9 2.4 100.6 -9.0
San LuisDrain 46.5 46.5 0.0 46.5 0.0
Subtotal Used in
Setting Rates 1,161.8 1,189.4 27.6 1,129.0 -32.8
Repayment Contracts
for Distribution 314.4 314.4 0.0 314.4 0.0
Systems
TOTAL 1,476.2 1,503.8 27.6 1,443.4 -32.8
Notes:
Costs based on the 1999 CVP Interim Cost Allocation Annual Update.
Totals may not be completely accurate due to rounding.

Consistent with the relatively small changes
in the M&1 water users repayment responsibility
shown in Table V-14, it can be seen from Table
V-15 that the changes in costs associated with
the M&| water rate components are relatively
minor. From Table V-16, it can be seen that
costs associated with the irrigation water rate
components either do not change or increase for
the Proportional Alternative, with one exception,
and either do not change or decrease for the
Contractors Proposal, again with one exception.
The entire reduction of amost $26 million in the
“Conveyance’ component of the Proportional
Alternative results from the change in the

alocation factors for the Tehama-Colusa Candl,
with a cost of $81 million, and Tehama-Colusa
Candl Fish Facilities, with a cost $43 million.
Both facilities are classified as “Conveyance”
for ratesetting purposes. In the Exigting
Allocation, the costs of these facilities are
allocated using separable cost factors from the
1975 redllocation, and therefore these costs are
considered joint costs in the Proportiona
Alternative. In the Existing Allocation, some 93
percent of the cost of the canal and 13 percent of
the cost of the fish facilities are the repayment
responsibility of irrigation. In the Proportional
Alternative, on the other hand, only about 42
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percent of the cost of the cana and 48 percent of
the cost of the fish facilities are the repayment

responsibility of irrigation. The net effect of
these two changes is a reduction in the irrigation

repayment responsibility of nearly $26 million.

The “Other” component for both M&I and
irrigation in the Contractors Proposal increases

V-16

because the environmental water account
includes an element that would be considered
mitigation. It would be entirdly reimbursable
and appears in this table for ratesetting purposes
in the “Other” component.
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EVALUATION OF ALTERNATIVES

As previoudy discussed in Chapter 1, the
issue of CVP cost alocation was the subject of a
specid study completed in the 1940s while the
first stages of the project were ill under
congtruction.  In that study, which was never
officialy sanctioned, a combination of methods
was used to allocate CVP costs. In completing
the first officia alocation of CVP costs in 1946,
Reclamation also faced the issue of selecting a
cost dlocation method from among competing
methods and utilized two different approaches —
AJE and use of facilities — and averaged the
results.

According to Document No. 146, 80th
Congress, 1st Sesson, in which the 1946
alocation performed by Reclamation was
published, the AJE and use of facilities were the
two methods for which a reasonable clam to
vaidity existed in application to the costs of the
CVP. That the two methods produced results
with few differences was accepted as proof of
the approximate validity of each. Since it was
thought that there was no sure way to choose
between them, the fina result was an average of
the two.

As noted in Chapter 1I, the issue of the
appropriate alocation method for use in Federa
water resource projects was the subject of
severa investigations in the early 1950s, and in
1954, the COE, the Federal Power Commission,
and the Department of the Interior announced
that they would al consistently employ the same
approach for cost alocations. The SCRB was
considered preferable, but the AJE and use of
facilities methods would aso be permitted under
specia circumstances. Beginning with the first
reallocation of CVP costs in 1956 and extending
through the most recent reallocation study in
1975, Reclamation has followed this policy and
used the SCRB method.

VI-1

As aresult, the alocation method applied to
the CVP has become accepted as well as the
water rates that stem from it. Although the
various redlocation studies since that time
utilized new data on benefits and costs and new
facilities were included as construction was
completed, the alocation method itself was
never re-examined. In this cost alocation study,
however, the appropriateness of the existing cost
dlocation has been raised as an issue. As
described in Chapter 1V, it is being addressed
through the development of two new aternative
dlocation methods and the sdlection of one of
them or the exising method as the
recommended aternative.

In the sections that follow, criteria by which
to evauate dternative alocation methods are
developed and applied to the dternatives. A
recommended alternative is selected.

EVALUATION CRITERIA

During this study Reclamation has consulted
severa sources for guidance on criteria to be
used to evaluate the cost allocation aternatives.
Discussions with daff in other Reclamation
regions, publicly owned utilities, and water
districts confirmed that a cost allocation method
is typically selected and usualy applied during
the planning phase of a project. For
Reclamation the SCRB continues to be the
preferred method for any new projects and the
Commissioner’s office approva must be
obtained to use an dternative method. Major
changes in cost alocation methodology are
generdly  not  contemplated  following
completion and long-term operation of major
project features. As a result of the early cost
dlocations made for the CVP, different user
groups were assigned a share of project costs.
Long-term water and power contracts, and water
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user expectations, are generally based on the
origina alocation of costs and on that same
method being used to allocate additiona costs.
As additional costs are incurred by a project,
such as major repairs or rehabilitation of existing
facilities or additional facilities, thereis likely an
expectation and understanding that such
additional costs will be treated in a similar
manner unless otherwise specified in legidation.
Usuadly, these periodic updates of the cost
reallocation apply techniques similar to those
used in previous cost alocations of the same
project, and the issue of aternative methods is
not raised. Thus, little if any, previous
experience in developing evaluation criteria for
the redlocation of maor water projects is
available for consideration.

The circumstances involved in this cost
alocation study aso differ from those typically
encountered in cost alocation studies, which are
conducted during project planning and
development. At the start of project planning,
no alocation exists, and the problem is that of
developing one, including choice of the
appropriate alocation method. For this study,
an alocation does exist so that the relevant
guestion is whether one or both of the dternative
alocation methods presented in Chapter 1V have
characterigtics that provide a compelling reason
to change the existing method. The evauation
criteria applied in this study were formulated to
address that question, and if the answer were
affirmative for both dternatives, to provide
guidance in the selection of one of them as the
recommended method.  The criteria were
applied to determine whether the alternatives
met the basic requirements for an interim cost
allocation and to highlight differences between
the existing adlocation method and the
aternatives. A summary of evaluation criteriais
provided in Table VI-1.

APPLICATION OF EVALUATION
CRITERIA TO ALTERNATIVES

The criteria described in Table VI-1 form
the basis to evaluate the advantages and
disadvantages of the existing alocation and the
two dternatives consdered in this study. The
following sections describe the application of

VI-2

the evaluation criteria to the alternatives and
their ability to meet the criteria.  For each
criterion, alternatives are assigned an evauation
rating of “meets,” “does not meet,” or “partialy
meets’ depending on the degree to which the
criterion is met by the alternative.

Criterion 1 — Allocate Joint Costs Based on
Project Benefits

A benefits-based dlocation method links the
allocation of costs and repayment responsibility
of an entity to the level of accomplishments or
services received by that entity. This approach
is consistent with guidance applicable to Federa
water projects across agencies, as referenced
earlier.

As described Chapter 111, the Existing
Allocation uses joint cost alocation factors that
were developed using the SCRB method in
1975. The 1975 reallocation study was prepared
as a “short form” dlocation that was based on
the magor 1970 redlocation, and the joint cost
allocation factors from the 1975 study have been
in use for nearly 25 years. These factors were
established based on consideration of project
benefits and costs for single purpose
dternatives. Therefore, the Existing Allocation
is assgned an evaluation of “meets’ this
criterion.

The Proportional Alternative alocates joint
costs in proportion to the allocation of specific
Ccosts among project purposes, not on the basis of
project benefits. Therefore, it is assigned an
evauation of “does not meet” this criterion.

The Contractors Proposal recommends use
of the joint cost factors from the 1970
redlocation study rather than those from the
1975 study, which are used in the Existing
Allocation. Issues raised by the Contractors
Proposal concerning the use of the 1975 factors
focus on the formulation of the single-purpose
power dternative and the trestment of flood
control benefits.
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TABLE VI-1

CRITERIA TO EVALUATE
COST ALLOCATION ALTERNATIVES

CRITERION DISCUSSION
Allocate joint Theallocation of joint costs for multi-purpose projects should be based on a
costs based on methodology that quantifies benefits for each purpose. This approach is consistent

project benefits.

with guidance applicable to Federal water projects across agencies— guidance that
identified the SCRB asthe preferred method for the allocation of joint costs.
Alternativesthat allocate joint costs based on benefits would be ranked higher than
aternativesthat do not alocate joint costs based on benefits.

Adjust repayment | Thiscriterion evaluatesthe ability of an alternative to reflect changesin repayment in
in response to response to changesin project operations. Alternatives that adjust repayment in
changesin project | responseto changesinwater system operations would be ranked higher than
operations. aternativesthat do not.

Apply accepted The selected cost allocation alternative should utilize accepted cost alocation

cost alocation standards. Alternativesthat apply accepted cost alocation standards would be
standards. ranked higher than alternativesthat do not.

Consistency with | Thiscriterionisintended to identify potential effects of adopting aninterim

past methodsto allocation that would cause abrupt changes in repayment responsibility that may be
dlocate CVP reversed at somefuturetime. Thiscriterion aso considersthe potential application
costsand of amethod for the final cost alocation. Methods that are more consistent with past
potential alocations or lesslikely to cause abrupt changes would be ranked higher than those
suitability for use | that do not.

inthefinal

allocation.

Consistency with | The selected method should comply with all governing laws and regulations
applicable laws, regarding cost allocation for Reclamation projectsin general and for the CVPin

regulations, and
Reclamation cost

particular. Alternativesthat comply with laws and regulations, and are consistent
with Reclamation cost allocation guidance will be ranked higher than alternatives

allocation that do not.

guidance.

Adaptiveand able | The CVP hasnot yet been deemed complete and additional project featuresare
to accept new likely. Asnew project features are added, their costs must be allocated among

project features.

project purposes.

Thiscriterion evaluatesthe effects that the costs of new project facilitieswould have
upon the alocation of existing facilities. Alternativesthat allow the addition of
facilitiesthat have new coststhat are specific to only asingle feature or features
without leading to the reallocation of existing joint costs would be ranked higher.

Simplify the cost
allocation process

This study isbeing undertaken, in part, in response to a GAO recommendation that
the cost allocation process be simplified and streamlined. This criterion assesses

and allocation of | whether an alternative would result in more streamlined updates than the allocation
joint costs. processin place at the time of the GAO review.

Implementation The selected alternative will be forwarded to the GAO. Some alternatives may
process require Congressional approva beforeimplementation. This criterion describesthe

approval processthat would be required for each aternative and is provided for
information purposes. Sincetheimplementation processis determined by existing
laws and palicies, no weight is assigned to this criterion.

VI-3
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In the 1970 study, a fossil fuel powerplant
was used as the single-purpose alternative while
the 1975 study used a nuclear plant. In both
studies the Federal Power Commission provided
energy and capacity values. The Contractors
Proposal notes that Reclamation’s choice of
nuclear power as the single-purpose aternative,
in part, led to these changes in the values of the
joint cost factors, particularly those for power
and flood control. The single-purpose
dternative should represent the most likely
aternative that would have been constructed in
the absence of a Federa hydropower project,
and at the time the 1975 study was prepared,
nuclear power was viewed as a viable power
source. The Contractors Proposal recognizes
this situation. However, the proposal goes on to
point out that events in the power field did not
develop as assumed in the dlocation study.
Nevertheless, at the time of the study, nuclear
power was considered viable. All energy costs
were increasing in the early 1970s, including
those of fossil fuels, so that it was to be expected
that the cost of the single-purpose power
dternative in the 1975 redllocation would be
considerably greater than that used in the 1970
redlocation. This would serve to increase the
joint cost dlocation for power regardless of the
nature of the single-purpose aternative used in
the 1975 redlocation study. As described in
Chapter 1V, the justifiable expenditure for power
more than doubled from the 1970 to 1975 study
while the separable cost increased about two-
thirds. The result was a significant increase in
the remaining justifiable expenditure for power
with a dight decline in the justfiable
expenditure for flood control. Accordingly, the
joint cost alocation for power increased and that
for flood control fell somewhat while the joint
factors for other project purposes experienced
relatively minor changes.

Only a complete, new reallocation study that
estimated project benefits, costs of facilities in
sarvice, and single-purpose dternatives could
produce joint cost factors that would represent
current conditions.  And, even if one were
performed, it would still leave questions as to
how to integrate the results with past uses of
project facilities and historic alocations used for
repayment to date.

The Contractors Proposal aso notes that in
the 1975 redlocation study, benefits and costs
were brought to a common date of 1975, with
the exception of flood control benefits. Flood
control benefits were neither re-evaluated nor
indexed to the 1975 price level. This is one
reason why the joint cost alocation factor for
flood control fell from 1970 to 1975 and, the
Contractors  Proposal  contends, therefore
becomes a reason for advocating a return to the
use of the 1970 joint cost alocation factors.
However, historical communication from the
COE indicates why a higher value was not used
and was likely not judtified. As a part of the
1975 redlocation study, Reclamation requested
updated flood control benefits from the COE.
The COE responded to Reclamation by letter of
February 27, 1975, (included as Appendix C).
In its letter the COE stated that it appeared that
the effect of new hydrology developed since the
previous flood control study, price leve
increases, and increased economic development
would increase previoudy computed flood
control benefits. However, in the same letter,
the COE dso dated that the guideine
framework for COE flood control benefit studies
had undergone extensive changes and that the
effect of the changes would be to appreciably
decrease (emphasis added) the benefits. The
COE further stated that it had concluded that the
net effect of the changes taken together would
mean that “current flood control benefits would
be at least equal to those previoudy supplied
you in April 1969, but might not significantly
exceed them.” The COE letter recommended
that Reclamation use the flood control monetary
benefit values supplied by the COE for its 1970
redlocation sudy without any indexing.
Reclamation did as the COE recommended,
accepting the balancing of the two offsetting
factors, and so flood control benefits were
neither re-evauated nor indexed.

In Chepter 1V, it was noted that the
Contractors  Proposal adopted Reclamation’s
approach to the alocation of Friant Dam and
Reservoir used in its 1975 redlocation study by
alocating Friant's costs only to water supply
and flood control with no alocation to power
since Friant has no power-generating facilities.
It should aso be noted that in all three alocation
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dternatives under consideration some of the
costs of the Trinity River Division are allocated
to flood control, but Public Law 84-386, dated
August 12, 1955, which authorized the division,
did not include flood control as one of its
authorized purposes. The appropriateness of
such an alocation would have to be re-examined
in any completely new reallocation study of the
CVP.

The Contractors Proposal includes the use
of alocation factors that were developed in a
SCRB analysis and is therefore assigned an
evaluation of “meets’ this criterion. As
described in Chapter IV, joint cost allocation
factors developed in a SCRB analysis reflect the
distribution of justifiable expenditures to project
purposes in proportion to the remaining
justifiable expenditure after separable costs
calculated for each purpose have been removed.
It should be noted that the Contractors Proposal
uses less recent edtimates (1970) than the
Exigting Allocation (1975), but it was ill
assigned an evauation rating of “meets’ this
criterion.

Criterion 2 — Adjust Repayment in Response
to Changesin Project Operations

This criterion evauates the ability of an
aternative to reflect changes in cost alocation
and repayment in response to changes in project
operations. All three alternatives distribute costs
alocated to water supply and power to
irrigation, M&I, and commercial power for the
repayment of reimbursable costs. For water
supply, repayment responsibilities are based on
total historic and projected deliveries throughout
the lifetime of the CVP until the end of the
repayment period, thereby alowing long-term
trends to be recognized without imposing abrupt
short-term changes in water and power rates.
All three aternatives use the same factors to
determine the repayment responsibilities for the
power purpose, but differences appear in
determining repayment responsibilities for the
water supply purpose between the Existing
Allocation and the Contractors' Proposal.

The Existing Allocation and Proportiona
Alternative determine repayment responsibilities

for the water supply purpose in the same way.
They distribute the responsbility for water
supply costs in proportion to tota water
ddliveries to the three end uses. The end uses of
water supply are irrigation, M&I, and wildlife
refuges, and water deliveries are composed of
both measured, historic use and estimated future
deliveries.  Typicaly, future deliveries are
assumed to be either total contract amount or are
gradually increased to the total contract amount
as demand is anticipated to rise.

The Contractors Proposal uses the same
water deliveries for the three end uses that
appear in the Existing Allocation, but adds a
fourth category — the environment. As described
in Chapter 1V, the contractors justify adding the
environment as a water use in this alternative to
reflect changes in project operations as a result
of the CVPIA, ESA, and Bay-Delta Plan. The
Contractors  Proposal  would establish  the
environment as an additiona water use based on
the quantity of water dedicated annually by the
CVPIA to restore fish, wildlife, and habitat. The
environment would begin as awater usein 1993,
and ultimately the assumed use of water for
environmental purposes would build up to
800,000 acrefeet per year. For 1999, the
addition of this water would raise the tota
amount of water used to distribute water supply
costs from about 260 million acre-feet over the
entire repayment period — the value used in the
Existing Allocation and Proportional Alternative
— to about 282 million acre-feet over the same
period in the Contractors Proposal. The effect
of including this water account is to assign a
share of water supply costs to the environment.

In the Contractors Proposal, water supply
costs assigned to the environment would be
patidly reimbursable and partialy non-
reimbursable. From 1993 through 2006 — the
period in the Contractors Proposal when Stage |
of the CaFed environmental restoration actions
are planned to be completed — environmental
water is considered mitigation, and al of the
costs associated with this water supply would be
allocated to water and power users and would be
totaly reimbursable by them. This proposal
adopts a gradual buildup in what is labeled
environmental water. This assumed schedule is
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important because the proposa makes a portion
of its cost non-reimbursable starting in 2007, as
described below.

As described in Chapter IV and illustrated in
Figure IV-1, beginning in 2007 and continuing
through 2030, the costs associated with the
environmental water account would be partialy
reimbursable and partiadly non-reimbursable,
usng a proposed formula  The formula
specified by the Contractors' Proposal is adapted
from the repayment requirements for certain
other actions required of the CVP — namely, the
several actions mandated in section 3406(b) of
the CVPIA. Specificaly, 37.5 percent of the
water would be reimbursable, to be repaid by
water and power users, and the remaining 62.5
percent of the water would be non-reimbursable
from the perspective of water and power users.

The contractors' rationae for this is that the
reimbursable portion (37.5 percent) would be
considered mitigation with related costs to be
repaid by water and power users while the
remaining 62.5 percent of the water would be
considered enhancement with related costs to be
non-reimbursable from the perspective of water
and power users. By the end of the CVP
repayment period in 2030, when the
environmental water account would have
increased to 800,000 acre-feet per year on a
schedule provided in the Contractors Proposal,
the costs associated with 300,000 acre-feet,
representing 37.5 percent of the 800,000 acre-
feet, would be repaid by water and power users
and the costs associated with the remaining 62.5
percent would be non-reimbursable.

There are severa reasons to reject this line
of reasoning. Firgt, section 3406(b)(2) of the
CVPIA does not state that any of the dedicated
800,000 acre-feet of water is for enhancement.
As noted in Chapter I, the dedicated water is
primarily for habitat “restoration” purposes — a
term that suggests mitigation, not enhancement.
In addition, section 3406(b)(3) of the CVPIA
requires implementation of a program to
supplement the quantity of water dedicated in
section 3406(b)(2). This indicates that the
CVPIA did not contemplate that the dedicated
water would meet al the environmenta goals

enumerated in section 3406(b)(2). Mitigation,
protection, and restoration must precede
enhancement, and it is unlikely that the 800,000
acre-feet alone could completely mitigate,
protect, and restore, and therefore that any
portion of it could be considered enhancement.
Additionally, the CVPIA does not specify that
the cost alocation of the CVP should be
modified to accommodate the 800,000 acre-feet
dedicated annually by section 3406(b)(2), that a
cost should be assigned to this water, nor that
some portion of such cost should be non-
reimbursable. Rather, the CVPIA treats this
water as a required priority use of project water
and implicitty an obligation of the water
contractors.

It could also be noted that the provisions of
the CVPIA from which the repayment formula
in the Contractors Proposa is borrowed do not
state that 62.5 percent of the benefits of each
measure  is  considered environmental
enhancement and that 37.5 percent is mitigation.
And, even if the repayment formula from those
sections of the CVPIA were applied, it would
require the State to 37.5 percent of the costs,
which is not a part of the Contractors Proposal.

Next, the assumption in the Contractors
Proposal that enhancement would begin in 2007
because the restoration/mitigation actions under
Stage 1 of the CaFed program would be
complete is not supportable. CaFed actions do
not equate to CVPIA actions, and it cannot be
assumed that actions taken by CalFed would
fully satisfy CV P-specific mitigation, protection,
and restoration needs articulated in the CVPIA.
Furthermore, CaFed in its Programmatic
Record of Decision, dated August 2000, makes
no claims that its Stage | actions would, or are
intended to, provide complete mitigation or that
subsequent  environmental  actions  would
congtitute - enhancement. Findly, Stage |
restoration/mitigation actions may not be
completed by 2006.

Third, while the distribution of water supply
costs in the Existing Allocation and the two
alternatives alows changes in project uses to be
reflected in the cost allocation, the Contractors
Proposal’s treatment of the environment as a
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new water use is not justified for other reasons.
The three water supply functions in the Existing
Allocation are al end uses — M&l users,
irrigators, and wildlife refuges. The
“environment,” on the other hand, as used in the
Contractors Proposal, is not an end use in the
same sense that M&lI, irrigation, and wildlife
refuges are end uses. Environmenta water
rdeased from CVP reservoirs for instream
environmental benefits could also be used for
other beneficial purposes, including irrigation or
M&I uses, farther downstream. In such cases,
the Contractors Proposa would double count
the use of water.

Underlying the Contractors' Proposal are the
assertions that form the basis for proposing the
environment as a water use, namely, that the
authorized purposes of the CVP have been
greatly expanded and that the CVPIA
established the environment as a new project
purpose. Fish and wildlife considerations,
however, have long been a responshbility of
water projects developed by Reclamation and
other Federal agencies as a result of the
Coordination Act and its various amendments.
The origina act, passed in 1934, required that
projects impounding water consider use of
project water for fish culture and migratory bird
habitat, and provision of fish passage past dams.
The 1946 amendment to the act required that
agencies impounding or diverting water consult
with the Service with the view to preventing loss
of and damage to wildlife resources, and that
consstent with the primary project purposes,
provide for conservation, maintenance, and
management of fish and wildlife and their
habitats. In recognizing the importance of fish
and wildlife resources and increasing public
interest, the 1958 amendment provided that
wildlife conservation should receive equd
consideration and be coordinated with other
project features through effectua and
harmonious planning, devel opment,
maintenance, and coordination of wildlife
conservation.

Authorizations of components of the CVP
and reauthorizations of the entire CVP have also
addressed consideration of fish and wildlife and
their habitats. Public Law 83-674, dated August
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27, 1954, reauthorized the CVP to include the
use of CVP water for fish and wildlife purposes,
subject to priorities contained in previous
authorizations, via  development and
maintenance of waterfowl management aress.
The Trinity River Divison authorizing
legidation required adoption of appropriate
measures to insure the preservation and
propagation of fish and wildlife. Public Law 87-
874, dated October 23, 1962, reauthorizing the
New Melones Project, also required the adoption
of appropriate measures to insure the
preservation and propagation of fish and
wildlife. The authorization of the San Felipe
Divison by Public Law 90-972, dated August
27, 1967, included the conservation and
development of fish and wildlife resources in
accordance with the Federa Water Project
Recreation Act.

In summary, the Coordination Act required
provison for fish and wildlife resources in
connection with the development and operation
of water projects such as the CVP as far back as
1934. Various CVP authorizations and
reauthorizations have expressed the intention to
promote the preservation, propagation, and
development of fish and wildlife resources.
Maor fish and wildlife mitigation measures
implemented in the CVP prior to enactment of
the CVPIA include the Coleman Nationa Fish
Hatchery, minimum flow specifications for the
Trinity River, Clear Creek, and lower American
River, prescribed operation of the gates at the
Red Bluff Diverson Dam, fish spawning
channels within and adjacent to the Tehama
Colusa Candl, and a fish salvage facility at the
Tracy Pumping Plant.

In addition to Federal law, Reclamation
operates the CVP in accordance with State law.
However, for a considerable period of time there
was a disagreement concerning exactly how this
responsibility was to function. It was the
Federal position that Reclamation projects were
operated pursuant to Federa law and that it was
a matter of comity that Reclamation had applied
for water rights from the State. Reclamation
also held that it operated the CVP to meet water
quality standards that were implicit in the
objectives of the project pursuant to Federa law
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and that State water law had no authority over a
Federd project. In U.S vs. California, the U.S.
Supreme Court in 1978 held that Reclamation
projects are subject to State water law absent a
cler Congressona directive to operate
otherwise.  Section 3406(b) of the CVPIA
reinforced this by requiring the Secretary to
operate the CVP to meet al obligations under
State and Federal law and al decisions of the
SWRCB egtablishing conditions on applicable
licenses and permits of the project. Section
3406(a)(4) of the act amended the 1937 CVP
authorization by adding the following language,
“Nothing in this title shal affect the State's
authority to condition water rights permits for
the Centra Valey Project.” Decisions of the
SWRCB have made it clear that all CVP water
rights are junior to inbasin needs, including
needs within the Ddlta itself, and that the CVP
can only export water from the Ddta that is
surplus to inbasin needs. Over time, the levels
of Delta outflow considered necessary to protect
fisheries and the environment have increased
and higher instream flow regimes have been
adopted or agreed to by Reclamation, imposed
by the SWRCB, or required via species listings
under the ESA. These actions have influenced
not only CVP operations in the Delta, but aso
the nature of CVP water rights, obligations of
CVP contractors, and obligations of other water
users.

Seen in this context, the CVPIA reinforced
the obligation of the CVP to protect the
environment by re-emphasizing the priority of
meeting environmental needs, but did not add
the environment as a new project purpose.

In summary, al three alternatives utilize a
similar approach to adjust the repayment of
water and power costs as water and power uses
change. The Existing Allocation and the
Proportional  Alternative ae based on
measurable water deliveries to end uses and are
assigned an evauation of “meets’ this criterion.
By contrast, the Contractors Proposa’s
inclusion of the environment as an additional
water use — the 800,000 acre-feet of water
dedicated by section 3406(b)(2) — introduces a
very questionable dement to the allocation
computations from several  perspectives,

including long-standing historica mandates in
Federd legidation and State water rights rulings.
Therefore, the Contractors Proposal is assigned
an evauation of “partially meets’ this criterion.

Criterion 3 — Apply Accepted Cost Allocation
Standards

The Existing Allocation uses joint cost
factors based on the SCRB method, which is the
established and accepted cost dlocation
approach for Federal multi-purpose  water
projects. Therefore the Existing Allocation is
assigned an evaluation of “meets’ this criterion.
The Proportiona Alternative alocates joint costs
in proportion to specific costs. This approach
has not been applied to multi-purpose water
projects for the reasons described below.

In the Proportional Alternative, joint costs
are allocated in proportion to the costs of single-
purpose facilities in the constructed project, i.e.,
the specific costs — amethod very similar to cost
accounting methods used by private business. A
key disadvantage to this dternative is that no
single-purpose facilities have been constructed
for three of the authorized purposes of the CVP
— flood control, navigation, and water quality.
Therefore, if followed to the letter, this method
would dlocate no costs to flood control,
navigation, or water quality. To partidly
address this deficiency in the Proportiona
Alternative, for the purpose of evaluation in this
study, an estimate of “specific’ costs for flood
control was made based on the proportion of
total reservoir storage authorized for flood
control as described in Chapter 1V. No attempt
was made to identify specific costs for
navigation or water quality. Even with this
assumption,  however, the  Proportiona
Alternative results in a lower alocation to flood
control than either the 1970 or 1975 cost
alocations that were based on the SCRB
method.

The Proportional Alternative is not well
suited to accept future additions of single-
purpose project features. Under this dternative,
future additions of single-purpose facilities, the
costs of which are specific costs, would affect
the alocation of joint costs of existing facilities.
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This would occur even if the new facility
resulted in no change in those project benefits,
which stemmed from the joint facilities. Further
discusson of these effects is found under
Criterion 6 below. Because the Proportional
Alternative would radically change the
methodology to alocate joint costs, it “does not
meet” this criterion.

The Contractors Proposa uses accepted
SCRB-derived joint cost alocation factors, but
introduces the environment as a water user to
provide a surrogate estimate of benefits. As
discussed under Criterion 2, the environment,
apart from water delivered to wildlife refuges, is
not an end use of the 800,000 acre-feet of water
used in this adternative, and *“environmental
protection” is not a new use of project water. As
also noted under Criterion 2, the Contractors
Proposal could result in double counting of
water in those cases where some of the water
satisfying  environmental purposes is used
further downstream for M& | and irrigation.

This establishment of the environment as a
water user to alocate project costs is not based
on dsandard practices. Therefore, the
Contractors Proposal “partidly meets’ for this
criterion.

Criterion 4 — Consistency with Past CVP Cost
Allocation M ethods

The selection of an allocation method should
consider consistency with past methods used to
allocate CVP costs and the potential to cause
abrupt changes in  annua  repayment
responsibilities over the remainder of the
repayment period. As described in Chapter 11,
the CVP has been in operation for over 50 years.
During this time, water and power users have
made numerous financial and management
decisions based on actual and anticipated costs.
An abrupt change in repayment requirements,
resulting from a significant change in the cost
dlocation method, could create unintended
consequences, such as dramatically changing
water and power rates. The adoption of an
dlocation method that causes these
consequences, particularly one that may have to
be modified at some future time if the changesto
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the cost allocation method were reversed, is not
preferred. Continuation of the Existing
Allocation clearly would not cause abrupt
changes in repayment responsibilities and would
alow future changes to be made without having
to reverse a change implemented at this time.
Therefore, the Existing Allocation “meets’ this
criterion.

As described under Criterion 3, the
Proportiona Alternative introduces a radically
different approach to the alocation of joint costs
from that based on a SCRB dlocation. In this
aternative, joint costs would be alocated in
proportion to the costs of single-purpose
facilities in a manner similar to cost accounting
methods used by private business. Because the
Proportiona Alternative would radically change
the methodology to alocate joint costs, and
would subject alocation of existing joint costs to
changes in future specific costs it “does not
meet” this criterion.

The Contractors Proposal would provide
some consistency with past practices but aso
introduce two changes. First, the adoption of
joint cost alocation factors from the 1970
dlocation would sgnificantly lower the
repayment obligation for commercia power and
increase the alocation of costs to flood control,
which is non-reimbursable.  As dated in the
discussion under Criterion 1, there were good
reasons for not making these changes. It is not
known if the flood control and power benefits
from 1970 are more accurate today or over the
years between 1975 and today than the benefits
developed for these purposes in 1975. An
updated estimate of project benefits for al
project purposes would be required to make such
a determination and even after such a
determination were made, it would till leave
questions as to how to integrate the results with
past flood control and power benefits, past
allocations, and past repayments.

The second area of concern regarding the
Contractors  Proposal is the addition of the
environment as a water use in the determination
of repayment obligations for costs alocated to
water supply. As described under Criterion 2,
the Contractors Proposal would establish up to
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800,000 acre-feet per year for environmenta
uses and defines the percentages of that water
that are considered reimbursable (37.5 percent)
and non-reimbursable (625  percent),
percentages not applied by the CVPIA to this
dedication of water. The annual quantities for
irrigation, M&1 and wildlife refuges are based
on historic and projected deliveries. Each year
water deliveries for those purposes are updated
to reflect the conversion of one year of projected
to historic deliveries and incorporate any
changes in projected deliveries. The
Contractors  Proposa, however, fixes the
percentages applied to the environmental water
to determine reimbursability while the quantities
and reimbursability of the other water can
change from year to year. Furthermore, the
proposal assumes the Stage | CalFed mitigation
actions would be completed by 2006, but does
not address how the repayment of costs for
environmental water would be adjusted if
mitigation were not complete by then. Thus, it
is likely that additiona unknown, and possibly
unanticipated, changes to this approach would
be necessary in the future, creating potential
instability in the application of this method.

As shown in Chapter V, the Contractors
Proposal would result in a reduction in water
and commercial power repayment obligations.
Because both of the key eements of the
proposal — adoption of 1970 joint cost alocation
factors and introduction of an environmental
water account — are subject to future review,
modification, and even potentia reversal, it is
possible that an abrupt increase in future water
and commercial power repayment obligations
and repayment rates could occur with the
adoption of this aternative.  Nevertheless,
because the Contractors Proposal utilizes the
SCRB method, it “partially meets’ this criterion.

Criterion 5 — Consistency with Laws,
Regulations, and Guidance

As described in Chapter 11, the initia phase
of this study included a thorough review of the
Existing Allocation to assure compliance with
al laws, regulations, and guidance. Allocation
spreadsheets were modified to reflect these
corrections, which have been applied to the 1999

updated alocation. The revised spreadsheets
were aso used in this study to evauate the
Existing  Allocation, the  Proportiona
Alternative, and the Contractors Proposal. The
Existing Allocation “meets’ this criterion. The
Proportional  Alternative and Contractors
Proposal, however, present some conflicts with
existing laws, regulations, and guidance.

For projects with multi-purpose features
such as the CVP, the SCRB method is the
established and accepted method athough other
methods, such as AJE, can be used under specia
circumstances. In an attempt to streamline the
cost alocation process, the Proportiona
Alternative abandons a benefits-based allocation
method in favor of a method that relies on more
easily determined cost factors aone.

The use of the gpecific costs of single-
purpose facilities in the Proportional Alternative
to develop factors to be used to dlocate joint
costs is not consistent with Reclamation cost
alocation policy and guidance, as referenced
above. As discussed under Criterion 3, this
method introduces a radically different approach
to the alocation of joint costs from that used in
the SCRB. Even with assumed flood control
benefits based on dedicated reservoir space, the
Proportional  Alternative results in a lower
alocation to flood control than either the 1970
or 1975 cost dlocations that were based on the
SCRB method.

The creation of the environment as a water
use in the Contractors Proposa departs from
Reclamation cost adlocation policy and
guidance. As described in Chapter 11, the 1970
CVP redlocation study adopted an alocation to
water supply with repayment obligation
distributions to water use functions based on
proportionate historic and projected water
deliveries to each function. This approach,
which was re-affirmed in the 1975 alocation,
was adopted so that adjustments for future
changes in project operations could be more
readily accommodated. The amount of water
assigned to the environment in the Contractors
Proposal is not based on delivered water or on
otherwise measured water quantities. Rather,
this method adds a somewhat arbitrary amount
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to historic and projected water deliveries for the
irrigation, M&1 and wildlife refuge water use
functions. This approach is not consistent with
existing Reclamation cost alocation guidance;
may result in double counting, as described
under Criterion 2; and conflicts with applicable
law, as described under Criterion 2 and
discussed in more detail below.

The Contractors Proposa creates an
environmental water account based on
assumptions concerning or interpretation of the
800,000 acre-foot quantity of water in section
3406(b)(2) of the CVPIA. In the Contractors
Proposal, this quantity starts at 531,000 acre-feet
in 1993 and is increased to 800,000 acre-feet
annualy in the year 2030. In the proposa, the
costs of 100 percent of this amount of water is
treated as reimbursable between the present and
2006, on the rationde that this water is used
entirely for mitigation until that time. Starting in
2007, the proposa designates 62.5 percent of
this water as non-reimbursable and 37.5 percent
as reimbursable, and, in effect, treats 62.5
percent of the water as being for environmental
enhancement and 37.5 percent for mitigation
As described under Criterion 2, the CVPIA does
not specify that the cost dlocation for the CVP
should be modified to reflect the dedication of
the 800,000 acre-feet of water, that a cost should
be assigned to this water, nor that some portion
of any such cost should be considered non-
reimbursable. Rather, the CVPIA treats this
water as a required priority use of project water
and implicitty an obligation of the water
contractors. This is similar to the way in which
the CVPIA treats the costs of purchasing
additiond water to hep meet the same
environmental objectives. Surcharges of $6 and
$12 per acre-foot (indexed each year) are to be
paid by water contractors, and preference power
customers are aso levied a surcharge in their
power rates. The fact that additional water is to
be purchased also means that the 800,000 acre-
feet of water is not sufficient to satisfy al of the
mitigation, ~ protection, and  restoration
requirements of the act by the year 2007.

It is dso noteworthy that, athough the
CVPIA is specific on allocations for costs in
other sections, it makes no mention of cost

alocation or redlocation under section
3406(b)(2). Nevertheless, the contractors
interpretation of this section is that Reclamation
should make an alocation of costs to this water
and that some of the costs should be non-
reimbursable, according to the following
formula.

As discussed under Criterion 2, the
Contractors  Proposal  assumes that the
repayment formula of 37.5 percent reimbursable
and 62.5 percent non-reimbursable that appears
in many of the actions required by sections
3406(b)(4)-(22) of the CVPIA should be applied
to the 800,000 acre-feet of water. Reclamation
has concluded that if Congress had intended that
a cost be assigned to the 800,000 acre-feet of
water and that a portion of that cost be non-
reimbursable, then specific language to that
effect would have been provided in the
legidation.

Section 3406(b)(1) of the CVPIA Hates, “...
That the programs and activities authorized by
this section shal, when fully implemented, be
deemed to meet the mitigation, protection,
restoration, and enhancement  purposes
established under Section 3406(a) of this title.”
Many of the provisons included in the
referenced section (3406) include specific
repayment formulae.  Since no such cost
assignment or reimbursement formula was
provided for the 800,000 acre-feet in section
3406(b)(2), its use is considered mitigation and
any costs attributable to it are considered
reimbursable in total. The creation of the
environment as a water use therefore introduces
into the cost dlocation an element that is
insupportable either in existing Reclamation cost
allocation procedures or law.

In summary, athough the Proportiona
Alternative complies with laws and regulations,
it uses an alocation method that is not consistent
with Reclamation cost alocation guidance.
Therefore, the  Proportiona  Alternative
“partidly meets’ this criterion. In light of the
above-described inconsistencies with historic
and recent laws, regulations, and guidance, the
Contractors  Proposal “partially meets’ this
criterion.

CVP Cost Allocation Study
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Chapter VI — Evaluation of Alternatives

Criterion 6 — Adaptive and Able to Accept
New Project Features

The CVP is not complete, and additiona
project features are likely to be added in the
future. This criterion evaluates the effects that
the costs of new project facilities would have on
the alocation of existing facilities.

The Exigting Allocation is based on a
feature-by-feature analysis that has been
developed over the past 40 years. The alocation
has been frequently updated and in some cases
modified to accommodate the addition of new
facilities, changes in repayment policies, and to
reflect increased capital expenditures for the
expansion, replacement, or repair of existing
facilities. Each facility, whether it is a single-
purpose or multi-purpose feature, is treated
individually in the alocation and repayment
computations, alowing facility-specific details
to be incorporated without affecting the
alocation of other features. Therefore, the
Existing Allocation “meets’ this criterion. The
Contractors Proposal can also accept new
features in a manner similar to the Existing
Allocation and therefore aso “meets’ this
criterion.

The Proportional Alternative is not well
suited to accept future additions of single-
purpose project features. Under this dternative,
future additions of single-purpose facilities, the
costs of which are specific costs, would affect
the alocation of joint costs of existing facilities.
This would occur even if the new facility
resulted in no change in those project benefits
which stemmed from the joint facilities.

As an example, if mgor rehabilitation or
replacements were made to a cand (water
supply) or powerplant (power), such as replacing
a lining or rewinding a turbine, the tota
investment in these single-purpose facilities
would increase. Although costs would be
incurred smply to maintain or restore existing
capacity, the increase in specific costs allocated
to the purpose in question would change the
percentage distribution of specific costs among
al project purposes, and since joint cost
dlocation factors ae derived from the

distribution of specific costs, they too would
change. For instance, major rehabilitation on the
Madera Cand, a sngle-purpose facility
conveying irrigation water only, would cause an
increase in the alocation of specific costs to the
entire water supply purpose. In turn, athough
no other specific costs would have changed, the
altered percentage distribution of specific costs
to dl project purposes would change the
allocation of joint costs, namely, the percentage
of joint costs alocated to water supply would
increase and the percentage alocated to all other
purposes would decrease.

In this hypotheticd  example of
rehabilitation of the Madera Cand, the
alocation of costs and repayment obligations for
al CVP multi-purpose facilities, such as Shasta
Dam and Reservoir, would change. The
alocation to the water supply purpose would
increase, as would the repayment obligations of
al water supply functions; the costs allocated to
al other purposes sharing joint costs would
decline. It would appear unreasonable to expect
expenditures on the Madera Cand to increase
the repayment obligation of M&I water users
and decrease the repayment obligation of
commercia power customers when nothing had
been done to any facilities they directly utilize.
By contrast, under both the Existing Allocation
and the Contractors Proposal, an increase in the
costs of the Madera Canal would increase only
the dlocation of costs to the water supply
purpose. The conveyance component of the
irrigation repayment obligation would increase
by the full amount of the increase in cost.

Since the addition of single-purpose project
facilities would alter the allocation of costs for
al facilities with joint costs, the Proportiona
Alternative “does not meet” this criterion.

Criterion 7 — Simplify the Cost Allocation
Process

As stated in Chapter 1, this study is being
undertaken, in pat, in response to
recommendations from the GAO that the cost
allocation process be smplified and streamlined.
The development and use of updated alocation
tools under the existing method has significantly
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Chapter VI — Evaluation of Alternatives

reduced the effort and time needed to complete
annual updates. Therefore, this objective has
been met, a least in pat, by Reclamation.
These spreadsheets are applicable to 4l
methods.

This criterion aso addresses whether an
dternative utilizes a method that simplifies the
alocation of joint costs. In both the Existing
Allocation and the Contractors Proposal, the
alocation of joint costs is based on previousy
calculated joint cost alocation factors. These
factors would not be changed unless a new
benefits-based cost alocation were completed,
which would be a time-consuming and labor-
intensive effort. The continued use of existing
SCRB-derived joint cost allocation factors does
not introduce complexity to the annua update
process.

The Proportional Alternative would likely
involve a recdculation of joint cost alocation
factors each year if total capital investment for
any project purpose changed (note the
discusson of the impacts of adding specific
costs under Criterion 6). Although this process
has been automated, it might be necessary to
describe the detailed derivations of the factors to
adequately disclose the causes of changes in the
factors. The additiona effort to provide this
information is considered minimal.

The annual effort required to prepare the
Contractors Proposal would be similar to that
required for the Existing Allocation under the
assumption that the yearly build-up of the
environmental water account remans as
presented in the proposal. Accommodating any
changes in the account based on results of other
calculations would require minor effort.

All three dternatives would result in
approximately the same effort to complete
annual updates of the cost alocation. The
Existing Allocation and Contractors Proposal
would require significantly greater effort if and
when a new alocation is undertaken although
this work would not be initiated by the selection
of either of these dlternatives. Therefore, for the
comparison of the three aternatives considered
in this study, each of the three dternatives is

assigned an evauation rating of “meets’ this
criterion.

Criterion 8 — Implementation Process

Although the expediency or complexity of
the process to implement an aternative does not
justify its selection or rejection, each aternative
considered in this study may require different
levels of approval. These are discussed below,
but no weight is assigned to this criterion.

Regardless  of the results and
recommendations of this study, the report will
be forwarded to the GAO to respond to the
recommendations contained in its 1992 report.
Requirements to submit this study for further
approval are provided by the Department of
Energy Organization Act. That act requires that
any redlocation of joint costs of multi-purpose
facilities be subject to Congressional approval of
some form.

The Existing Allocation does not involve a
change in the dlocation of joint costs, and
therefore would not require Congressional
approval. Both the Proportional Alternative and
the Contractors Proposal involve changes in the
alocation of joint costs. Therefore, the selection
of either of these aternatives could require
Congressiona approval in some form.

EVALUATION SUMMARY

As summarized in Table VI-2, the Existing
Allocation “meets’ dl seven criteria the
Proportional Alternative “meets’ two criteria,
“partidly meets’ one criterion, and “does not
meet” four of them; the Contractors Proposa
“meets’ three criteria, and “partialy meets’ four
others.  On the basis of the evaluation,
Reclamation has determined that the Existing
Allocation is the preferred allocation alternative
and will continue to it use for CVP plant-in-
service alocations.

CVP Cost Allocation Study
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TABLE VI-2

COMPARISON OF COST ALLOCATION ALTERNATIVES

EXISTING PROPORTIONAL '
CRITERION ALLOCATION ALTERNATIVE CONTRACTORS’ PROPOSAL
Allocatejoint costs based MEETS DOESNOT MEET MEETS
on project benefits
Benefits-based approach Not abenefits-based approach Benefits-based approach

Allocatesjoint costs based
on SCRB completed in
1970 and updated in 1975.

for joint costs

Allocatesjoint costsin
proportionto single-purpose

Allocatesjoint costs based on SCRB completed in 1970.

expenditures.
Adjust to changesin MEETS MEETS PARTIALLY MEETS
project operations
Water supply and power Same as existing allocation Water supply and power repayment responds to changes in water
repayment respondsto deliveriesto end users and estimated amount of water dedicated to
changesin water deliveries in-stream environmental purposes.
to end users.
The environmental water use assumes that no more than 3/8 of the
800,000 &f is needed to accomplish the mitigation goals of the
CVPIA; that mitigation is compl ete by the year 2007 based on
objectives stated in CALFED; and that beginning in 2007, up to 5/8
of the 800,000 &f is used for fish and wildlife enhancement and
therefore represents anon-reimbursable water use.
Apply accepted cost MEETS DOESNOT MEET PARTIALLY MEETS

alocation standards

SCRB is accepted method
to allocate costs of Federal
multi-purpose projects.

Allocation of joint costsis
similar to an accounting
technique used to distribute
overhead costs.

SCRB is accepted method to all ocate costs of Federal multi-
purpose projects.

Use of environment aswater user isnot based on standard
practices, may double count water use, and is not consistent with
the CVPIA.
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EXISTING PROPORTIONAL )
CRITERION ALLOCATION ALTERNATIVE CONTRACTORS’ PROPOSAL

Consistency with past MEETS DOESNOT MEET PARTIALLY MEETS

methods to allocate CVP

costsand potential

suitability for the final

allocation method
Use of SCRB factorsto Useof an essentially accounting | Useof SCRB factorsto all ocate joint costsis consistent with past
alocatejoint costsis technique introduces radically CVPallocations.
consistent with past CVP new methodology to alocate
alocations. costs. Creation of environment aswater user is departs from established

practice of accounting for delivered water only.

Consistency with MEETS PARTIALLY MEETS PARTIALLY MEETS

applicable laws,

regulations, and

Reclamation cost

dlocationguidance Method hasbeen analyzed | Useof specificcoststoallocate | The creation of the environmental asawater user is not consistent
to ensure consistency with | joint costsis not a benefits- with Reclamation guidance provided for the 1970 allocation and
applicable laws, based method and is not reaffirmed in the 1975 allocation. Thisguidance states that water
regulations, and consistent with Reclamation supply costs are to be sub-allocated among irrigation, M& 1 and

Reclamation cost
allocation guidance.

alocation guidance.

wildlife refuge functions based on historic and projected water
deliveries.

Assumptions that 3/8 of the 800,000 &f is needed to accomplish the
mitigation goals of the CVPIA; mitigation is complete by the year
2007; and that up to 5/8 of the 800,00 af is used for fish and
wildlife enhancement are not consistent with the CVPIA.

The CVPIA does not provide for assigning a cost to the 800,000 af
or for allocating such acost.

Adaptive and ableto
accept new project
features

MEETS

New facilitieswould be
dlocated onanindividual
basis and not affect the
alocation of existing
facilities.

DOESNOT MEET

The addition of new single-
purpose facilities will affect the
allocation of existing joint
costs.

MEETS

New facilitieswould be allocated on an individual basis and not
affect the allocation of existing facilities.
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EXISTING PROPORTIONAL ,
CRITERION ALLOCATION ALTERNATIVE CONTRACTORS’ PROPOSAL
Simplify cost alocation MEETS MEETS MEETS

process

Recent improvementsto
cost alocation toolsfor the
CVP have streamlined the
annual update process,
dramatically reducing the
time and effort required.

Utilizesimproved tools
developed for existing
allocation method.

Utilizesimproved tools devel oped for existing allocation method.

Implementation Process

Forward report to GAO

Congressiond approval is
not needed to continue use
of existing joint cost
alocation factors.

Forward report to GAO

Report to Congress on results of
GAO-recommended study
would summarize findings.

Changein joint cost alocation
factors would require
Congressional approval in some
form.

Forward report to GAO

Report to Congress on results of GA O-recommended study would
summarize findings.

Changein joint cost allocation factors could require Congressiona
approval in someform.
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Chapter VII
SUMMARY

This study was undertaken to comply with the
requirements of P.L. 99-546 and to respond to a
recommendation by the GAO to consider a more
streamlined method to alocate joint costs of the
CVP. It reviewed a number of aternative allocation
methods; devel oped, analyzed and compared in detal
the allocation of CVP plant-in-service costs for two
alternative methods to the exiting allocation; and
selected a recommended alternative. Early in the
study, the existing alocation was reviewed and
revised to assure consistency and compliance with
legidation, policies, and agreements. In addition, a
new spreadsheet was developed to streamline the
annual update of the alocation of CVP plant-in-
service costs.  Subsequently, two daternative
allocation methods were developed — a Proportional
Alternative and Contractors Proposal. For each
alternative, costs were allocated to project purposes
and repayment responsibilities for irrigation water
users, M&I water users, and commercial power
customers were cal culated.

To date, the total cost of CVP plant-in-service
fecilities is approximately $3,290 million (1999 CVP
interim cost allocation annual update). This amount
represents total non-indexed costs incurred since
congtruction of CVP facilities began. As noted in
Chapter |, since costs specific to one project
purpose, such as irrigation, are alocated to the
purpose served, the central challenge of the
allocation process is the allocation of joint costs —
the costs of facilities serving more than one
purpose; these amount to a total of about $623
million (about 19 percent of total CVP plant-in-
service costs). With the exception of the Tehama
Colusa Canal and associated fish facilities, the joint
costs of the CVP are associated principaly with
storage facilities that were authorized and
constructed from the late 1930s through the mid-

1960s. Since that time, facilities constructed by
Reclamation have been either single purpose with
their costs allocated to the purpose for which the
facilities were constructed or the facilities have had
the allocation of their costs established by
authorizing legidation. Facilities constructed by the
COE and integrated into the CVP have had their
costs alocated by the COE. As the total plant-in-
service investment has continued to rise with the
addition of new features, the joint costs subject to
alocation by Reclamation have become a smaller
proportion of total project costs. Consequently, the
effect of a change in the alocation of these joint
costs, regardless of the percentages used, is
lessened by both the magnitude of specific costs and
the many repayment requirements that are not
subject to change.

Evauation and comparison of the alternatives
required development of study-specific evaluation
criteria because the circumstances involved in this
cost alocation study differ from those typicaly
encountered in cost allocation studies conducted
during project planning and development. In
planning studies, no allocation exists, and the
problem is that of developing one, including choice
of the appropriate allocation method. For this study,
an allocation does exist so that the relevant question
is whether one or both of the additional aternative
allocation methods considered have characteristics
that provide a compelling reason to change the
existing method.

Evaluation criteria were formulated to address
that question. Application of the criteria determined
which alternatives met the basic requirements for an
interim cost alocation and highlighted differences
between the existing allocation method and the
alternatives.

CVP Cost Allocation Study
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Chapter VII — Summary

DECISION

Neither the Proportional Alternative nor the
Contractors’ Proposal includes characteristics that
provide compelling reasons to change the existing
allocation method. Accordingly, Reclamation has
determined that the Existing Allocation is the
preferred alocation aternative and will continue to
use it for CVP plant-in-service alocations. The
principal reasons supporting this selection are
summarized below (for more detail, refer to Chapter
VI).

Proportional Alternative

The Proportiona Alternative would allocate joint
costs in proportion to specific costs incurred for
each project purpose in a manner similar to the
distribution of joint, or overhead, costs by a private
firm producing multiple products. This approach
would not allocate joint costs in relation to benefits
provided by the project. Another  serious
shortcoming of the Proportional Alternative is that
future additions of single-purpose facilities, the costs
of which are specific, would alter the allocation of
costs for al existing facilities with joint costs even
if the benefits derived from the facilities with joint
costs did not change.

Contractors Proposal

The Contractors' Proposal would allocate joint
costs based on a determination of project benefits,
but would utilize an older estimate of benefits than
the Existing Allocation and would introduce the
environment as a new water use. This alternative
would replace the 1975 joint cost allocation factors
used in the Existing Allocation with factors
calculated in 1970. This change would be based
primarily on the claims that the cost of the single-
purpose power aternative in 1975 was biased by
high energy costs at the time and that flood control
benefits were understated because previous COE
flood control benefit estimates were not indexed to
then-current levels in the 1975 study. High energy
costs were symptomatic of the period, and short of
a new study, it is not clear there is a compelling
reason for change. The COE flood control benefits
were not indexed as a result of the recommendation
by the COE, which appears, in this evaluation, to
have been reasonable (for more detail, refer to
Chapter VI).

VII-2

In addition, the Contractors' Proposal would
add the environment as a water use for the purpose
of calculating repayment responsibilities for costs
allocated to the water supply purpose. The amount
of environmental water would be based on the
amount of water dedicated annually by section
3406(b)(2) of the CVPIA to restore fish and wildlife
habitats and would be treated as an additional CVP
water supply. Ultimately, according to the proposal,
the amount of environmental water would build to
800,000 acre-feet per year. The Contractors
Proposal assumes that some of the costs associated
with this water would be reimbursable, representing
environmental mitigation, while the remainder,
representing enhancement, would be non-
reimbursable. As discussed in Chapter VI, the
CVPIA does not indicate that any CVP costs are to
be redllocated as a result this dedication of water and
does not state that any of the dedicated water is for
habitat enhancement purposes. In fact, the CVPIA
includes provisions to acquire water through water
purchases using the Restoration Fund in addition to
the 800,000 acre-feet to help fulfill remaining
mitigation, protection, and restoration needs and to
enhance aguatic and wetland habitats. Furthermore,
environmental water released from CVP reservoirs
for instream environmental benefits could also be
used downstream for other beneficial purposes,
including irrigation or M&I uses, farther
downstream. In such cases, the Contractors
Proposal could double count the use of water.
Finadly, the history of Federal legidation and
SWRCB decisions clearly shows that maintaining
environmental conditions is a requirement of the
project and that water rights, including CVP water
rights, are contingent upon meeting certain
environmental  priorities. Consequently, the
Contractors Proposal is not consistent with existing
Reclamation guidance on alocating costs, nor with
provisions of Federal Reclamation law and State
water rights decisions.
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Chapter VII — Summary

FUTURE STUDY

If it becomes appropriate in the future to
consider performing a new cost allocation study,
Reclamation should first consider the informational
and technical requirements to complete such a
study. A new alocation study would require
estimates of historic and future project
accomplishments — including water supply, flood
control, power, and fish and wildlife — benefits, and
costs. It is expected that such a study would be time
consuming and potentially costly. Therefore, before
one were undertaken, an evaluation should be
completed to identify the following:

VII-3

Existing data available for use and what new
data would be required;

The levels of effort needed to develop new data
and perform the analyses;

A methodology to identify past and future
benefits for al project purposes, and

A process to integrate revised estimates of
benefits with previous estimates and existing
contractor repayment responsibilities.

The evaluation would include coordination with
other agencies that would be expected to provide
input to a new allocation study — such as the COE
and Service — to determine their ability and
willingness to participate in it.
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Appendix A

Cost Allocation Proposal

Introduction:

In November 1998 the U.S. Bureau of Reclamation (Reclamation) released a three volume set of
documents entitled “Documentation of the Revised 1995 Plant-In-Service Interim Cost Allocation for the
Central Valley Project” (hereafter referred to as the Baseline Allocation) for public review and comment.
The Baseline Allocation was prepared in response to a recommendation by the General Accounting
Office (GAO) to simplify the allocation process and to comply with the requirements of Public Law 99-
546'. During 1999, Reclamation held several public workshops, starting with one on February 4, 1999, to
provide the public an opportunity to comment on the Baseline Allcocation, and subsequent updates made -
by Reclamation. '

In addition to the Baseline Allocation, Reclamation prepared a GAO-proposed cost allocation based
primarily on the direct cost approach (an accounting method for allocating indirect costs). The latest
version of the GAO-proposed method was presented for public review and comment on July 15, 1999. It
is our understanding that Reclamation is still refining this method and plans to hold at least one additional
public workshop to discuss the results. : '

A joint CVP cost allocation committee (the Committee) consisting of representatives of the Central
Valley Project water and power contractors was formed shortly after the release of the Baseline
Allocation. The Committee has submitted comment letters to Reclamation on both the Baseline
Allocation (May 19, 1999) and the GAO-proposed method (August 13, 1999). Copies of these letters are
included in the appendix for your convenience. X ‘

As part of the cost reallocation effort, Reclamation has solicited alternative cost allocation proposals from
the CVP stakeholders and general public. This document contains the Committee’s proposal for allocating
the costs of the Central Valley Project. S

In developing the cost allocation proposal, the Committee examined various options ranging from
proposing changes to the existing Baseline Allocation or GAO-proposed method to proposing that
Reclamation perform a new cost allocation study from scratch using the Separable Costs Remaining
Benefits (SCRB) or some other suitable economically based cost allocation methodology.

After analyzing the relevant issues surrounding the cost reallocation effort and obtaining policy guidance
from water and power contractor management level representatives, the Committee concluded that the
cost allocation proposal should build on Reclamation’s efforts to revise the Baseline Allocation. In
reaching this conclusion, the Committee recognizes the fact that the CVP has not yet been declared
complete by the Secretary of the Interior and that any cost allocation study performed in the current
period will be considered an interim allocation. Eventually, between now and the end of the project
repayment period, a decision will need to be made as to whether a new cost allocation study is warranted
in order to finalize the allocation of CVP costs. Until such time, the Committee believes that the Baseline
Allocation with the proposed changes presented herein will provide for an equitable and cost effective
basis for allocating the costs of the Central Valley Project. Additionally, the Committee believes that the

! Title I (Coordinated Operations) of PL 99-546, Section 102(c)(2) authorized and directed the Secretary of the Interior “to
undertake a cost allocation study of the Central Valley project, including the provisions of this Act, and to implement such
allocations no later than January 1, 1988”.
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* proposed allocation will be easy to maintain and update; thereby satisfying the recommendations made by
the GAO in their March 1992 report.

ISgg_eg of Concern: | ’

[Separable Cost Remaining Benefits Cost Allocation Factors:|

The last major cost allocation study for the CVP was completed in 1970. A short-form allocation
completed in 1975 primarily updated the prior 1970 data for the multipurpose facilities in “Base 1”
including the Shasta, Trinity, Folsom, Friant and Delta facilities. In the 1975 short-form allocation, the
type of power plants used as a basis to determine the benefits and single-purpose alternatives for the
power project purpose were changed from fossil fuel plants to nuclear plants. This produced a 116%
increase in the justifiable expenditure factor for power. In addition, the justifiable expenditure factor for
water supply was increased by 83% due primarily to the indexing of costs. Meanwhile, the factor for
flood control was left essentially unchanged except for the use of a different discount rate. The end result
was a 287% increase in the Base 1 allocation factor to Power and a 3% increase in the Base 1 allocation
factor to Water Supply. Conversely, there was a 43% decrease in the Base 1 allocation factor to Flood
Control and an 11% decrease to Navigation (refer to Figure 1 below).

Comparison of CVP Allocation Percentages

Base I ’
Water F&WL Flood
Supply | Power | Enh’'mnt | Recreation | Control | Navigation | Total
1969-70 Reallocation 54.18 5.63 - 1.92 0 36.12 2.15 100.00
1975 Reallocation 55.79 21.81 0 0 20.49 191 100.00
Difference 1.61 16.18 -1.92 0 ~15.63 -24 0.00
Percentage Change | +3% | +287% | -100% | N/A -43% -11%
Figure 1°

The separable and joint cost allocation factors developed in the 1975 short-form allocation for Base 1
have effectively been frozen and carried forward for all allocation updates performed since that time,
including the Baseline Allocation currently under consideration. Severakkey issues to consider regarding
the 1975 short-form allocation are described in the following sections.

Nuclear Resource as the Single Purpose Power Alternative ’
Defining and costing the Siﬂgle Purpose Alternative (SPA) for each function of a project is a critical

phase of the allocation process. The SPA serves as a limit on the benefits that can be attributed to a
purpose and, as a result, establishes a ceiling on the amount of costs that can be allocated to the purpose.

mentation o

ZCompiledfrom 0 he Revised 1995 P i rvice I ost Allocation For the Central
Vallev Project, Volume 2 of 3, November 1998, Section 2, Attachments to letter to Central Files from Regional
Economist dated March 8, 1976




In compiling the 1975 short-form allocation, Reclamation made the crucial decision to change its
fundamental assumption with respect to the SPA for the power purpose. Instead of continuing to assume
that a fossil fuel plant was the preferred SPA, the decision was made to change to a nuclear plant.

It is helpful at this point to gain a perspective on the world energy conditions leading up to the time of
Reclamation’s preparation of the 1975 short-form allocation. The decade of the 1970’s was a period of
significantly escalating energy prices. The Arab Oil Embargo of 1973-74 was a major cause for the
 disruption in the energy market. However, there were other factors as well. The Energy Information
Administration of the Department of Energy describes the period effectively in its publication, The
~hanging Structure of the Electric Power Industry: An Update’. In a section entitled, “Years of
Challenge: 1971-1984,” it commented as follows:

During the 1970s, the electric utility industry moved from decreasing unit costs and rapid growth to
increasing unit costs and slower growth. Among the major factors affecting the electric utility industry
during the period were general inflation, increases in fossil-fuel prices, environmental concerns,
conservation, and problems in the nuclear power industry. )

First, electric utilities with ambitious capital expansion programs heavily financed by borrowing were
particularly affected by inflation. As technical and regulatory requirements increased construction lead
times, the impact of inflation was compounded.

Second, in the 1970s all fossil-fuel prices rose sharply. Petroleum costs more than doubled in 1974 alone
and increased an average of over 26 percent a year for the 1970-1980 period. Natural gas prices,
accelerated by decontrol under the Natural Gas Policy Act (NGPA, P.L. 95-621), rose by over 23 percent a
year, with the largest increases occurring after 1978. Coal price increases averaged almost 16 percent a
year.

Third, during the 1970s environmental legislation increased the costs of building and operating electric
utility (particularly coal-fired) power plants. The Clean Air Act of 1970 (CAA, P.L. 91-604) and its
amendments in 1977 (P.L. 95-95) required utilities to reduce pollutant emissions, particularly SO;, causing
increases in capital, fuel, and operating costs. The Act also limited use of tall stacks to disperse emissions.
The Federal Water Pollution Control Act of 1972 (“Clean Water Act,” P.L. 92-500) limited utility waste
discharges into water. In addition, the Resource Conservation and Recovery Act of 1976 (RCRA, P.L. 94-
580) directed standards for disposal of both hazardous and nonhazardous utility wastes.

Finally, conservation legislation effectively barred utilities from wider use of natural gas and petroleum.
The Energy Supply and Environmental Coordination Act of 1974 (ESECA, P.L. 93-319) allowed the
Federal Government to prohibit electric utilities from burning natural gas or petroleum. The 1978
Powerplant and Industrial Fuel Use Act (FUA, P.L. 95-620) succeeded ESECA and extended Federal
prohibition powers. The National Energy Conservation Policy Act of 1978 (NECPA, P.L. 95-619) required
utilities to provide residential consumers free conservation services to encourage slower growth of
electricity demand.

In addition to the various energy-related issues that were a dominating influence, the period saw the
beginning of high inflation rates that are without precedent in this century aside from that experienced in
war times. Figure 2 depicts the historic pattern of the Consumer Price Index.

pdate, Updated May 30, 1997, Energy Information
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Year-to-Year Inflation in the 20th Century
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Figure 2*

. It was against this backdrop that Reclamation had to examine the choice of a SPA for the power function
of the CVP. Normally, a change in assumptions as dramatic as that from fossil fuel to nuclear as the basis
for determining the SPA for power would not be appropriate for the five-year intervals in which the short-
form allocation was performed. However, faced with the wide acceptance of nuclear power in the
immediately preceding years, the alarming predictions of continued escalation in the cost of fossil fuels,
and the environmental and other concerns that were surfacing, and presented with support from the
Federal Power Commission, Reclamation economists were faced with the difficult decision.
Understandably, they made the hard choice to revise the allocation, with the effect of increasing the cost
of the SPA power cost by 116% over the amount used in 1970.

As it turns out, subsequent events did not play out as expected. The 1975 allocation was published in
March 1976 and, within two years, nuclear power had disappeared entirely from the field of viable -
choices as an energy source in the U.S. Only four construction permits were issued for nuclear plants in
1977, only one was issued in 1978, and not a single one has been issued since then. Figure 3 depicts the
dramatic reversal in popularity which the nuclear choice experienced after 1975.

Nuclear Power Plants
Construction Permits Issued by Year
1960 1 ~ 1971 3
1961 2 1972 5
1965 1 <1973 10
1966 5 1974 12
1967 13 1975 7
1968 21 ' . 1976 6
1969 5 | 1977 | 4
1970 10 | 1978 1

No construction permits were issued after 1978

Figure 3°

4 Compiled from U.S. Bureau of Labor Statistics Consumer Price Index data.
fip://ftp.bls.gov/pub/special.requests/cpi/cpiai.txt
5 From NRC Information Digest NUREG — 1350 Volume 9) Appendix A: US Commercial Nuclear Power




The aforem‘entiéned publication of the EIA records the events in the following commentary:

Expected high electricity demand growth did not materialize in the 1970s. Instead, capacity growth began
to outrun increases in demand. For the first time in the history of U.S. electric power, electricity prices rose
consistently, with nominal price increases averaging 11 percent a year. Consequently, demand and
generation growth moderated to just over 4 percent a year. However, capacity growth continued at a rate
of 6 percent a year. Slackened demand growth, coupled with completion of expensive new capacity, left
utilities with excess capacity and without new revenues to pay for it. As a result, some electric utilities
suffered financial setbacks and incurred declining investor confidence. :

The commercial nuclear power industry expanded rapidly but also met serious reverses. From 1971
through 1974, 131 new nuclear units were ordered, at an average capacity of about 1,100 megawatts.
Inflation and real labor and materials cost increases quickly affected construction costs of nuclear power
plants, while high interest rates raised financing costs. Capital costs rose from about 8150 per kilowatt in

1971 to over $600 after 1976. Utilities building commercial nuclear facilities faced financial difficulties in
justifying and meeting these increased costs. Safety concerns increased. First, in February 1979 the
Nuclear Regulatory Commission (NRC) shut down five operating reactors following concerns about
durability during earthquakes. Then, on March 28, 1979, the Nation's most significant commercial nuclear
accident occurred at the Three Mile Island Number 2 reactor near Harrisburg, Pennsylvania.

These events heightened public concerns and spurred opposition to commercial nuclear power.

As a result of higher costs, slackening electricity demand growth, and public concern, demand for nuclear
power plants dropped quickly in the mid- and late-1970s. After 1974, new orders plummeted and
cancellations accelerated. No new reactor orders were placed after 1978. Moreover, 63 units were .
canceled between 1975 and 1980.

In addition to the fundamental assumption about the type of plant for a SPA, Reclamation also inade\

some striking alterations in its assumptions about costs. The 1970 allocation had specified a capacity

value, or plant cost, or $11.67 per kilowatt per year. Although the available report of the 1970 allocation

does not include details as to the development of this factor, it can be derived that on the basis of a 100-
year amortization period and at an interest rate of 3.25% as described in the report, the capital cost of the
fossil fuel plant used in the allocation was about $344 per kilowatt of capacity. On the other hand, in the
1975 allocation, the cost of the nuclear SPA was based on a capacity value of $36.00 per kilowatt per
year. Using the same assumptions with respect to amortization period and project interest rate, this value
'suggests a plant capital cost of about $1,062 per kilowatt of capacity. The alarming aspect of this data is
that at $1,062 per kilowatt of capital cost, the nuclear plant was far more costly than industry experience
up to that point in time would suggest. The data in figure 4 depicts the capital costs incurred for plants
placed in service in the 1970’s: ,

Nuclear Power Plants

Capital Cost of Plant ‘

. No.of | CostRange ($/kW) | Average | Average
Year | Plants Low High Cost Size

' (W) (MW)
1971 3 124 330 199 645
1973 20 112 482 260 821
1975 30 109 652 354 | 852
1977 14 197 720 413 925
1978 7 187 530 395 1030
1979 14 240 577 370 1020
1980 20 296 572 475 983

Figure 4°

er Generation ~ Resources s, Techr nd Costs, Philip G. Hill, © 1977 by The
Massachusetts Institute of Technology, reprinted 1980, Table 7.2,




In comparison, fossil fuel plants were also experiencing increases in the capital cost of construction and,
as described earlier, even more significant growth in fuel cost. Apparently, the economists were
convinced that the cost of fossil fuels would continue to escalate at a pace that would allow the then-sky-
rocketing costs of the nuclear alternative to remain competitive.

Again, subsequent events did not occur as originally assumed. As an example, in precisely the same time
frame that the 1975 allocation was being completed, Reclamation was participating in the construction of -
the Navajo power plant in northern Arizona, a coal plant to be used as the source for power for the
Central Arizona Project. That 2,250 megawatt plant was completed in 1976 at a capital cost of about
$422 per megawatt. Forecasts being used in 1975 for other fossil fuel plants to be constructed in future
years are shown in figure 5.

Alternative Power Plant
Capital Cost of Plant (in $/kW)
Mat’ls Contin-
Labor | & Equip IDC gencies Total
800 MW Coal 159 194 85 106 685
800 MW Qil 140 152 n 96 459
Figure §'

Procedures Used for the Allocation Update

In addition to the problems noted above relative to estimating the costs of power plant alternatives, the
1975 short-form allocation also has a significant technical flaw in the allocation principles used in
developing the SPA for power. Because the CVP was constructed over such an extended period of time —
from the late 1930’s through about 1981 — the allocation process requires that all components of a cost
allocation be placed on a common time frame. Reclamation chose to do this by indexing forward to 1975
the costs of the water supply components and certain other aspects of the allocation. It is important to note
here that flood control was not indexed. With respect to power, the SPA and benefit calculations were
made on the basis of entirely new operating criteria, not on the basis of indexing the cost of employing the
old criteria. This approach allowed Reclamation to consider not only power generation technologies that
were not available in an earlier time (i.e., nuclear), but to also consider environmental, regulatory,
sociological, and other factors that influenced the selection and cost of alternatives. This can and did
result in an unbalanced analysis, given that the other existing project purposes were evaluated based on
criteria and assumptions from an earlier time period. In other words, the playing field was no longer level
and the components of the allocation were no longer evaluated on a common time frame.

In the 1975 short form allocation it was only the power project purpose assumptions that, as described
above, were subjected to modification in their fundamental assumptions. The water supply factors were
changed primarily by the indexing of costs from 1968, which was the basis for the 1970 allocation, to
1975 cost levels. The benefit value for navigation was changed slightly, from $1.26 million per year to
$1.5 million, and the discount factor was reduced from 3.25% to 2.75% to cause a total increase of $12

osts, Philip G. Hill, © 1977 by The




million in the capitalized navigation benefit. It is significant to note that no change was made in the value
" of annual flood control benefits between 1970 and 1975. ' :

The end result, as illustrated in Figure 1 on page 2, was that the justifiable expenditures for water supply
and power increased significantly, which caused the Base 1 allocation factors to increase 2 and 16 points,
respectively, for water and power. At the same time the Base 1 allocation factor for flood control
decreased by nearly 15 points. This action has the effect of shifting approximately 15% of the multi-
purpose costs (Base 1 costs) from the non-reimbursable flood control function to the reimbursable power
and water supply functions. To impose such an enormous shift in costs from non-reimbursable to
reimbursable functions without conducting a new flood control benefit study is unreasonable and
produces an inequitable allocation of costs.

Periodic Update of the Allocations

Had Reclamation’s practice of performing a major cost allocation study every ten years and a short-form
allocation at the five-year mid-point between major studies, been continued there would have been a

- major study performed in 1980 and again in 1990, with short-form allocations occurring in 1985 and

1995. Had these studies been completed, there would have been ample opportunity to revisit and
overcome the inequities resulting from the 1975 short-form allocation. However, these periodic updates

have never been performed. Consequently, the 1975 allocation has remained standing as the foundation
of all subsequent allocations. ‘

Recommendation

We recognize that the performance of a new cost allocation study is an expensive, time consuming
process, and that it appears to not be economically feasible to undertake one at this time. We therefore
propose that Reclamation return to the 1970 Separable Costs Remaining Benefits cost allocation factors
until such time as a new study becomes warranted. It is important to note here that we were able to re-
compute the 1970 joint cost allocation factors using the available data without exception. Additionally,
we were able to re-create the 1970 separable cost allocation factors from this same set of data.

)

The rationale for returning to the 1970 SCRB is as follows:

1. The 1970 SCRB represents the last time a major cost allocation study was performed. Although there
is limited documentation on both the 1970 and 1975 SCRB'’s, we have reviewed the existing
summary and detail information for the 1970 SCRB and have concluded that the underlying
assumptions are reasonable.

2. Our analysis indicates that the power plant assumptions utilized in the 1970 SCRB are considerably
more representative of power industry conditions existing throughout the decade of the 1970°s than
those used in the 1975 SCRB. Additionally, the 1970 pawer plant assumptions are more
representative of subsequent periods after nuclear power was no longer a viable energy resource
alternative and after the period of increasing spiraling energy prices ended. ‘ :

3. The allocation of multipurpose costs to the flood control project purpose will be properly restored to a
reasonable and equitable level. Partial flood control studies of selected components of the CVP since
1975 have given a strong indication that flood control benefits are substantially understated, even in
the 1970 time frame. ‘




In developing the 1970 separable and joint cost allocation factors and implementing them in allocating the
plant-in-service costs of the Central Valley Project, we deviated from the original 1970 allocation in one
important instance with the regard to the allocation of costs for the Friant Dam and Reservoir. In
reviewing the documentation for the 1975 short-form allocation, we noted that Reclamation had
performed a separate dual purpose SCRB for Friant Dam and Reservoir, which allocated the costs entirely
among its two authorized purposes of water supply and flood control. In the original 1970 SCRB, Friant’s
costs were treated similar to other multipurpose project features resulting in a portion of the costs being
allocated to the power project purpose for which there is no authorization. We concur with Reclamation’s
approach to allocating Friant Dam and Reservoir costs in the 1975 SCRB and have followed that
methodology in recreating the 1970 SCRB factors®.

The impact of utilizing the 1970 SCRB factors (modified as noted above for Friant D&R) to allocate the
CVP costs results in a shifting of $45,930,000 from reimbursable project costs to non-reimbursable
project costs, primarily back to the Flood Control project purpose (approximately $40 million). In
comparison to total in-basin plant-in-service costs of $2.9 billion, this represents a 1.58% cost shift.

Please refer to Appendix One of this report for supporting documents, schedules and computations.

[Environmental Re-operation of the Project: Since the last CVP cost allocation study (performed in
1975), the authorized purposes of the CVP have been greatly expanded and the project has undergone

significant re-operation. The accomplishments of the project have been altered dramatically as a result of
various legislative acts and policy decisions including the CVPIA, ESA and Bay/Delta accord. There is
also the potential for CALFED to create additional impacts on CVP operations.

The current cost allocation methodology does not adequately reflect the significant new environmental
benefits that have been generated by re-operation of the project and the associated enhancement and
mitigation activities that have subsequently ensued. Nor does the current allocation reflect the significant
diminishment of benefits seen by the water and power functions. ‘

Section 3406(a) of the CVPIA amended the CVP’s Authorizing Act of August 26, 1937 to establish the
environment as a new project purpose. This new environmental project purpose was established for the
purpose of mitigation, protection, restoration and enhancement of the environment. In many instances, the
CVPIA specifies the sources of funds and the allocation of expenditures associated with particular tasks
to be performed. However, in other instances, the CVPIA is silent. This poses significant problems with
regard to reflecting the impacts these activities have on the project when performing the allocation of
CVP costs.

The difficulties and ambiguities of the CVPIA are particularly contrasted with regard to CVP water
supplies reallocated to the environment under Sections 3406(b)(2) and 3406(d). Section 3406(b)(2)
~ dedicates 800,000 acre-feet of CVP yield toward fish and wildlife activities carried out under the CVPIA.

Section 3406(d) is more specific in nature and dedicates additional CVP water toward meeting the water
supply needs of wildlife refuges. s

Section 3406(d) provides very specific instructions regarding the repayment responsibility for the
differing levels of refuge water supply needs. As such, a reasonable basis exists for allocating costs to this
activity through the CVP cost allocation process. Under the current cost allocation method, this is
accomplished through the water supply suballocation. The suballocation incorporates the historical and
projected deliveries to the wildlife refuges and categorizes them as being either Level 1, 2 or 4 deliveries
(as determined by the Refuge Water Supply Report released by Reclamation in March 1989). In
accordance with the CVPIA, costs allocated through the cost allocation process to Levels 1 and 4 are

® This actually increased the allocation of Friant D&R costs to the reimbursable project purposes of irrigation and M&I by
$770,000 compared to the existing allocation. )




considered environmental enhancement and are non-reimbursable to the contractors. Costs allocated to
Level 2 through the cost allocation process are reimbursable by the water and power contractors.

In addition to incorporating Section 3406(d) deliveries to the refuges in the water supply suballocation,
Reclamation further reflected the impacts of environmental re-operation on the project by reducing
projected deliveries to export contractors by as much as 50% of contract entitlement in the current period.
Projected deliveries gradually increase back to 100% of contract entitlement by 2026 under the premise
that water reallocated to the environment will be replaced with newly developed supplies and/or
conservation efforts.

It is important to note at this point that the CVPIA established the environment as a new project purpose
with equal status to the previously existing project purposes. As such, consideration should be given to
this new project purpose in developing the separable and joint cost allocation factors under the SCRB
process. However, as noted earlier, it is not cost effective to perform a new SCRB at this time. We have
- concluded that the water supply suballocation provides a reasonable alternative for allocating CVP costs
to the environment until such time as a new cost allocation study can be performed. :

Recommendation

To further refine the water supply suballocation, we propose that the 800,000 AF of environmental water
under Section 3406(b)(2) of the CVPIA is treated in a manner similar to the wildlife refuge water under
Section 3406(d). While the inclusion of the b(2) water in the water supply suballocation will still not fully
reflect the environmental re-operation of the project, it will result in a step in the right direction.

We are aware of the significant difficulties involved in incorporating the b(2) water in the water supply
suballocation. Chief among these difficulties is the absence of guidance in the CVPIA regarding expected
annual demands for the 800,000 acre-feet as well as guidance pertaining to the allocation of the associated
costs between the reimbursable and non-reimbursable components. Clearly however, in spite of the
inherent difficulties; an attempt to allocate CVP costs on some reasonable basis to reflect the impact of
" implementing Section 3406(b)(2) of the CVPIA must be made. The CVPIA specifies that two of its goals
are to protect and enhance the environment. To ignore the role that the b(2) water will play in this process
is a significant shortcoming of the current cost allocation.

The key to incorporating the b(2) water into the water supply suballocation lies in developing a water
delivery schedule for the environment. While not a perfect solution, we believe that the assumptions
presented herein can be used to develop an environmental water delivery schedule for the b(2) water and
provide a reasonable and equitable basis for allocating CVP costs.

The following assumptions were used to develop an environmental water delivery schedule:
Assumptions for Environmental Water Delivery Schedule

1. Select a geographically representative sample of irrigation and M&I contractors from Schedule A-12
of the CVP Rate Books that together have contract entitlements adding up to 800,000 acre-feet.
Reclamation’s October S, 1999 final decision for accounting for the 800,000 acre-feet could be used
as a guide in selecting contractors by geographic region. For example, the Reclamation proposal
refers to Upstream Actions (Shasta, Trinity, Folsom, New Melones) and Delta Actions. The report
goes on to estimate that between 200,000 and 350,000 acre-feet would be needed for winter/fall
upstream actions and the remainder to be available for spring/summer measures, both in the Delta and
upstream. Based on this information, we would split the difference and pick contractors from North of
the Delta amounting to 400,000 acre-feet and contractors from South of the Delta amounting to
400,000 acre-feet, and further divide the selection process to pick 15% M&I and 85% irrigation to
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approximate actual usage between the two user groups. The resulting representative contractor
delivery schedules would be combined and serve as an environmental water delivery schedule.
Environmental deliveries would begin in 1993 and run through 2030.

. Total water supply for purposes of the water supply suballocation would equal the sum of the
historical and projected deliveries for M&I and irrigation for the period 1949-2030, plus the
environmental water delivery schedules for CVPIA Sections 3406(d) [Wildlife Refuges] and
3406(b)(2) [Dedication of 800k AF]. The b(2) environmental deliveries would gradually increase in
the same proportion that pmjected contractor deliveries increase in Schedule A-12 so that by 2026,
the contractors would once again have their full entitlement and the environment would have full use
of the 800,000 acre-feet. The rationale is a follows:

e The CVPIA provides that M&I and irrigation will get replacement water for the 800,000 acre-feet
allocated to the environment. Reclamation in establishing Schedule A-12 took into consideration
the South Delta constraints by reducing projected deliveries to as low as 50% for exporters. These
restrictions are gradually lifted under the assumption that makeup water will be found.

o The CVPIA contains shortage provisions for b(2) water of up to 25% when irrigation deliveries
are reduced because of hydrologic circumstances; therefore, it is reasonable to assume a buildup
schedule similar to the one created for water contractor deliveries for environmental deliveries.

. For the period 1993 through 2006, none of the 800,000 acre-feet of b(2) water would be considered as

environmental enhancement water. Environmental enhancement would be assumed to begin in 2007,
37.5% of the b (2) deliveries would be classified as environmental mitigation deliveries reimbursable
by the federal water and power contractors beginning in 1993. The rationale is as follows:

o Calfed projects that Phase 1 of the Calfed environmental restoration/mitigation project will take 7
years to complete. During that time, the majority of the projects being conducted will be to
restore/mitigate the environment. Assuming that Phase 1 begins in FY 2000, the environment

- should be significantly mitigated and environmental enhancement should occur by the 2007.
Although not CVPIA specific, Calfed’s projections provide a good indicator as to when we can
expect environmental enhancement under the CVPIA to occur.

e The CVPIA clearly states that a portion of the b(2) water is for enhancement and Reclamation has
reinforced this statement in their Cost Allocation Public Workshops and in their October 5, 1999
final decision for accountmg for the 800,000 acre-feet. The problem is that neither the CVPIA nor
Reclamation’s October 5™ final decision provides guidance for determining the reimbursable
portion of the activities covered under Section 3406 (b)(2). Although no specific guidance is
provided, other sections of the CVPIA routinely established 37.5% as the federal reimbursable

" cost share percentage. This provides a reasonable indication as to what Congress considered to be
environmental mitigation to be repaid by the federal water.and power contractors. Therefore, it is
reasonable to apply this same percentage to the 800,000 acre-feet of b(2) water. :

The resulting water supply suballocation factors developed by applying the above environmental water
delivery assumptions would result in a shifting of $18,250,000 from reimbursable costs to non-
reimbursable costs. In comparison to total in-basin plant-in-service costs of $2.9 billion, this represents a
0.63% cost shift.

Please refer to Appendix Two of this report for supporting documents, schedules, and computations.
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Summary of

acts:

The table below summarizes the impacts on the allocation of CVP In-Basin Plant-In-Service costs for the
proposed SCRB and Environmental Re-operation changes noted above. This table does not reflect the
impacts of issues discussed in the “Other Cost Allocation/Repayment Issues” section that follows.

In total, $64 million are reallocated from the reimbursable project purposes of M&I, irrigation, and
commercial power to the non-reimbursable project purposes of navigation, flood control, and fish and
wildlife. The reallocation of $40 million to flood control essentially restores the level of allocated costs to
their pre-1975 Short-form Allocation levels, which we believe provides a more fair and equitable
representation of the value of flood control to the project. The majority of the increase in allocated costs
to fish and wildlife is due to the inclusion of the 800,000 acre-feet of CVPIA Section 3406(b)(2) water in
the water supply suballocation. We believe this results in a more fair and equitable representation of the
increased value of the project to the fish and wildlife purpose as a result of project re-operation.

Joint Water and Power Contractor Cost Allocation Proposal

Central Valley Project

Summary of Changes in Allocated Plant-In-Service Costs

In Basin
USBR Contractor
Existing Allocation Proposed Allocation | Change in Allocation
Dollars Percent Dollars Percent | Dollars | Percent
Plant-In-Service Cost per 9/30/98 Bureau Cost Allocation|  2,853,528,211 98.421%| 2,853,528,211 98.421%
Capitalized CVPIA Programmatic Environmental
Impact Study Costs 19,539,271 0.674% 19,539,271 0.674%
Capitalized Deferred Interest 26,244,984 0.905% 26,244,984 0.905%
Total Plant-In-Service Investment 2,899,312,466] 100.000%| 2,899,312,466] 100.000%
Non-Reimbursable Costs — Federal & State
Direct Assigned Costs:
Federal Tax Payer 67,964,007 2.344% 67,964,007 | 2.344% 0| 0.000%
State Share of San Luis Joint Facilities 220,249,492 7.597% 220,249,492  7.597% 0| 0.000%
Water Quality Improvement 5,613,449 0.194% 5,613,449 0.194% 0 0.000%|
Navigation 5,783,326 0.199% 6,699,448 0.231% 916,122] 0.032%
Flood Control 139,304,037 4.805% 179,298,264 6.184% 39,994,227 1.379%
Recreation 73,877,767 2.548% 73,877,767 2.548% 0| 0.000%
Fish and Wildlife 159,740,402 5.510% 183,187,858 6.318%| 23,447,456| 0.809%
Other Allocated Costs 4,531,976 0.156% 4,354,570 0.150% (177,406)] -0.006%,
Subtotal Non-Reimbursable Costs 677,064,456 23.353%| @ 741,244,855 25.566% 64,180,399 2.214%
Authorized Deferred Use:
Tehama Colusa Canal 54,450,000 1.878% 54,450,000 1.878% 0| 0.000%
Folsom South Canal 2,425,000 0.084% 2,425,000 0.084% 0| 0.000%
Subtotal Authorized Deferred Use 56,875,000 1.962% 56,875,000 1.962%)' 0| 0.000%
Reimbursable Plant-In-Service Costs (Water and .
Power) 2,165,373,010| 74.686%| 2,101,192,611] 72.472%| (64,180,399)( -2.214%
M&Il 231,502,279 7.985% 229,895,046 7.929%| (1,607,233) -0.055%
Irrigation 1,385,131,071 47.774%| 1,353,111,946| 46.670%| (32,019,126)| -1.104%
Commercial Power 548,739,659 18.927% 518,185,622 17.873%| (30,554,037)] -1.054%
2,165,373,010] 74.686%| 2,101,192,614] 72.472%| (64,180,396)] -2.214%
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(Other Cost Allocation/Repayment Issues;)  The Committee’s May 19, 1999 comment letter on the

Baseline Allocation contained several other issues that are primarily repayment issues not directly
dependent on the nature of the cost allocation methodology. These issues require both financial and policy
level analysis in order to reach a satisfactory resolution. We request Reclamation work with the
Committee to establish a process for resolving the following outstanding issues.

tion of 1 i - In a memorandum from fhe Regional Director dated
February 11, 1993, Reclamation documented their interpretation of the language “shall be reimbursed
as main project features” relative to certain costs incurred as a result of CVPIA activities.

The memorandum states that;

“Our Regional policy is to allocate reimbursable fish and wildlife mitigation® construction costs
on the basis of the structure (main project feature) that necessitated the mitigative measures to be
undertaken. In almost all cases, this procedure will allocate costs to both reimbursable and non-
reimbursable functions. To the extent that there are reimbursable costs, they will be repaid, as
appropriate, by direct beneficiaries of .the Central Valley Project (CVP); i.e., CVP water and
power users. The non-reimbursable costs will be “repaid” by the Federal Government.”

In 1995, an a!udit conducted by the Office of the Inspector General questioned Reclamation’s
Regional policy regarding the allocation of reimbursable CVPIA costs under Section 3406(b). As a
result, Reclamation reevaluated and revised their policy so that these costs are now recovered 100
percent from the Project’s water and power users. Because this appears to have been an arbitrary and
onerous decision from our perspective, we request that Reclamation reexamine this issue and
formally document their final interpretation, with the appropriate supporting documentation.

in ir Capi — The Sugar Pine Dam and Reservoir and associated
distribution system were authorized in 1965 under P.L. 89-161, which was passed primatily to
authorize the Auburn-Folsom South Unit of the American River d1v1s1on of the Central Valley
Project.

The language of P.L. 89-161 specifies that “the operatton of the Auburn-FoIsom South Unit,
American River division, shall be integ
Standpoint, [emphasis added] with the opemtzons of other features of the Central VaIIey pro;ect »

The 1965 Act’s requirement that the facilities be integrated both financially and operationally is a
significant point with regard to Sugar Pine Dam and Resérvoir. Sugar Pine, who’s reservoir capacity

- was reduced from 16,000 acre-feet to 7,000 acre-feet and annual yield reduced from 4,000 acre-feet

to 2,800 acre-feet from that authorized under the 1965 Act, provides no water for the rest of the CVP,
and its distribution system serves only one contractor. Although Sugar Pine was not integrated
operationally, it was integrated financially into the project.

The issue of the financial integration of Sugar Pine in the absence of operational integration takes on
additional significance when you consider that the facilities, originally estimated to cost $17 tmlllon,
ultimately cost over $71 million to construct. Of this $71 million, approximately $57 million is
allocated to M&I for repayment, comprising approximately 26% of M&I’s total plant-in-service

% Reclamation has exclusively used the term mitigation in this context. The CVPIA does not exclusively use this term in the
context of Section 3406(b). In fact in Section 3406(b)(1), it explicitly states that “the programs and activities authorized by
this section shall, when fully implemented, be deemed to meet the mitigation, protection, restoration, and enhancement
[emphasis added] purposes established by subsection 3406(a) of this title”.
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repayment responsibility for the In-Basin facilities. Approximately $4.3 million of Sugar Pine costs
. are allocated to irrigation, with the remainder allocated to non-reimbursable project purposes.

Below are a few key points related to the decision to continue with the financial integration of Sugar
Pine with the Central Valley Project:

¢ On January 6, 1978, Deputy Assistant Secretary of the Interior Dan Beard approved a proposal
for an amendatory contract with Foresthill PUD that would allow the construction of Sugar Pine
to proceed. In the memo, Beard made some important observations:

— Beard noted that the reduction in size of Sugar Pine was of such significance that
“The changes raise serious questions in my mind as to whether project features, costs
and benefits have changed to such an extent as to require reauthorization by
Congress”. We have not found any evidence that the prq;ect was reauthorized, or any
Solicitor’s opinion that it was not required.

— Beard stipulated that a “Definite Plan report” on the project be prepared “including
economic justification and financial analysis”. Beard estimated that the contract with
Foresthill PUD would repay only $9.5 million of the then estimated $17 million total
construction costs, leaving a significant burden to be repaid by the other CVP
contractors (primarily M&I). Beard was clearly concerned about this problem, adding
“I want some assurances that reimbursable costs will be repaid within the time

required by reclamation Iaw and MMMM&W

KX w’ .

[e emphaszs added]

~ In the memo approved by Beard, Reclamation Commissioner Keith Higginson made
several points:

He confirmed that “Sugar Pine Dam and Reservoir are geograﬁhicalb' separated
Jrom and independent of Auburn Dam and its water supply”. This is confirmation
that the project does not meet the operational integration requirement of P.L. 89-
161.

He acknowledged that the $85 an acre-foot rate to be charged Foresthill PUD
was not sufficient to recover the construction costs with interest, but referred to a
1974 policy memo as the vehicle for recovering the costs'. '

¢ In his response memo on February 28, 1978, Commissioner Higginson advised Secretary Beard
that “it has been determined that reauthorization in not necessary”. Further, Higginson added that
“we feel that the preparation of a definite plan report would not serve any useful purpose”. He
also asserted that “Financial feasibility is also assured because the Central Valley Project (CVP)
is considered to be a single project of repayment purposes; that is, separate project parts such as
FDU are not repaid separately but are combined with all other CVP units and all assist in
repayment of all costs in a manner similar to private utility operations”.

It is important to note that the February 28" memo from Commissioner Higginson makes no
reference to Secretary Beard’s direction that the other CVP contractors be made aware of the
additional repayment responsibility. We are not aware of any formal notification to that affect.

19 1n 1974, Reclamation issued a memo establishing a standard M&I rate for CVP customers, such rate to be maintained at a level
sufficient to pay off all M&I storage and conveyance costs within 50 years. Foresthill PUD’s new contract was negotiated under
that policy, at a rate of $85 an acre-foot.
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Given the significance of the repayment responsibility to the CVP contractors (particularly M&I) and
the lack of operational integration as originally intended by the authorizing act, we question whether
it is reasonable and equitable to financially integrate the cost of Sugar Pine Dam and Reservoir into
the Central Valley Project. We request Reclamation analyze whether it was reasonable and proper to
financially integrate the Sugar Pine Dam and Reservoir facilities into the CVP in the absence of the
operational integration specified by the Authorizing Act, and formally document their decision.
Please see Appendix Three of this report for supporting documents. ‘

[ Bs g )ancement — The feasibility report for the San
Felipe Dlvxsmn (reported in House Document No. 500) makes reference to environmental and
recreational enhancements created as a result of Santa Clara Valley Water District’s re-operation of
its non-project reservoirs in conjunction with receiving San Felipe water supplies. The ratio of non-
reimbursable to reimbursable costs estimated in the feasibility report was approximately ten percent
non-reimbursable and ninety percent reimbursable. In an August 30, 1994 memo, the Bureau agreed
to maintain that ratio in allocating San Felipe Division (Out-of-Basin) costs.

. At issue is whether similar environmental and recreational enhancements were created in the In-Basin
facilities through which San Felipe Division water must pass in order to reach its destination. To the
extent enhancement costs can be identified, they become a non-reimbursable contractor expense. It is
our understanding that Reclamation has agreed to deal with this issue as part of the current CVP cost
reallocation study.

ALF _ ’ ares — By law, existing CVP facilities must be repaid by
2030. However, a questlon arises regardmg CVPIA capital expenditures already incurred or to be
incurred in the future. By requiring significant CVPIA capital expenditures to be repaid by 2030
(particularly those incurred toward the end of the Project repayment period), Reclamation could
create undue financial hardship on the part of the contractors.

In order to avoid the potential for financial hardship, we request Reclamation analyze the potential for
establishing separate repayment periods for reimbursable CVPIA capital expenditures (and CALFED
capital expenditures should any accrue to the CVP contractors). The decision to establish a separate
repayment period should be based on the timing and magnitude of the expenditure. The degree to
which Restoration Fund credits offset the expenditure should also be considered. We would be happy
to assist Reclamation in this endeavor.
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Appendix B

CENTRAL VALLEY PROJECT PLANT-IN-SERVICE ALLOCATION AS OF SEPTEMBER 30, 1999

EXCLUDED COSTS
$3,085,682.37
Depreciation - Bulldings (2,107,548.99
Folsom-So. Canal Deferred Use 2,425,000.00
olsom Safety of Dams 20,955,542.24
Archeology 4,120,000.00
Hwy. improvement 13,280,000.00
Non-reimbur. IDC 27,012,917.50
Archeology 10,805.00
«C Canal Deferred Use 54,450,000.00
Archeology . 3,500.00
an Felipe Non-reimbur. IDC 199,109.00
‘ |Littls Panoche Cresk SOD §,555.57
Los Banos Creek SOD 9,168.38
Nelll Safety of Dams 4,590,800.65
BF Sisk Highway Improvement 1,383,318.00 |
San Luis Unit - State 224,110,584.22
San Luls Drain Archeology 8,851.00
bandoned/Retired Plant (127,868 48%
preciation - Structures (2,005,075,888.91
apitalized Movable Eq 3,854,700.18
eprecistion - Equipment (1,984,141.44)
bandoned/Retired Plant 127,868.48
on Property Transfers 29,862.32
ccumulated Depraciation 2,000,167,356.24
?ﬁs,ﬁ.& 343
EXEMPT COSTS
[New Meicnes $365,112,767.98
Black Butte 14,508,819.47
OE Repsyment Assumed 1453481048
M&I Repayment Contracts 8,357,248.97
irrigation Repayment Contracts 314,392,052,30
Los Banos Creek Dam - Federa! 3,725,041.25
interties ) 49,348,548.00
San Felipe Division 361,327,020.03
Spring Creak Debria Dam 3,710,490.00
1,123,017,796..
1/ Specific flood control cost
Eeatura Percent fiood control space
Folsom Dam 18.795%
Friant Dam 6.482%
Shasta Dam 8.423%

I\37O\CMSDIR\CVPALLOC\GAOBASE . WK4

PROPORTIONAL ALTERNATIVE :

EXCLUDED, EXEMPT, JOINT, AND SPECIFIC COSTS

JOINT COSTS
Multi-purpose features gliocated using joint
coat factors from 1975 Realiocation study
Plant in Service
Highway 49 Repairs $1,994,850.74
ar Pine Dam & Reservoir 43,537,391.01
olsom Dam & Reservoir 62,148,002.53
Folsom SOD (Reimbursable) 3,608,038.87
‘olsom Perm. Oper. Facilities 627,593.81
imbus Dam * 7,001,883.78
Sly Park Perm. Oper. Fac. 112,148.00
Perm. Oper. Facilities < 1,143,088.12
Sulsun Marsh Preservation 28,068,493.00
riant Perm. Oper. Facliities 308,646.00
entralized W/P, Radio, Telem 19,088,607.81
verta Perm Oper. Faclities 8,444.92
Perm. Oper. Facilities 403,371.67
Shasta Dam & Reservoir 123,837,622.62
asta Rain Gauges . 643,301.56
Stream Gauges 11,148.00
Dam 17,741,504.97
lear Creek Tunnel 49,951,750.37
Spring Creek Tunne! 15,185,827.38
[Trinity Dam & Reservoir 92,794,900.058
[Trinity Perm. Oper. Facilities 356,261.26
[Trinity Radlo Network 54,842.00
Subtotal $489,262,824.05
Multi-purpose festures allocated using separable
cost factors from 1875 Reallocation Study
Feature Plant in Service}
[Folsom South Perm. Oper. Fac. $10,141.69
Friant Dam & Ressrvolr 28,857,576.82
[Tehama-Coluss Canai 81,268,390.27
[T-C Canal Fish Faciilties 43,327,848.53
Subtotal - 153,451,955.31
Total $622,714,779.38
(Inltial Joint Cost Pool)
Plantin Service Specific fiood control
$62,146,902.53 $11,680,510.33
28,857,576.82 1,864,778.81
123,837,622.82 10,430,842.95
$23,976,126.89

ALLOCATION BASE
1909 Allocation Base $3,200,186,020.93
Excluded Costs (350,509,513.43
Exemnpt Costs $1,123,017,798.48
Alternative
Allocation Base $1,807,658,711.02
INITIAL JOINT AND SPECIFIC"
initial Joint Costs 622,714,779.38
initial Specific Costs 1,184,943,931.66
roportional Alternative
Allocation Base $1,807,658,711.02
REVISED JOINT AND SPECIFIC
Joint Costs 508,738,649.47
Specific Costs 1,208,620,081.55
Proportional Aternative
Base $1,807,858,711.02
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1
¥r, B. E. Martin, Regional Director T

Mid-Pacific Regional Office

U. S. Bureau of Reclamation

2800 Cottage Way !

Sacramento, CA 95825

Dear Mr. Martin:

reference MP-740 820) concerning the matter of current flood control

benefits for Friant, Shasta, Folsom, and Auburn Dams. Upon receipt of
your 30 August letter we initiated pertinent hydrologic studies of the
.- Sacramento, American, and San Joaquianivers, since it appeared that the =
flood events since 1959 could be expected to modify the supporting hydrology (=
for our 1959 studies. The 1959 studies, through an updating Process, were o

- the basis for the flood control benefit estimates provided you in our 52
letter of 25 April 1969. Completion of the hydrologic studies in mid- Lo
December 1974 confirmed our opinion as to the likelihood of such modifica- =3

. tion. It appears that the effect of the new hydrology would be to increase: ‘
‘ the indicated average annual benefits., Price level Increases and increased —
economic development would also increase Previously computed benefits,

574

In recent months the guideline framework for Corps flood control benefit
Studies. has undergone extensive change with concurrent substantive
increases in the complexity of such studies and in the time and effort
necessary to conduct them, While we are uncertain as to the magnitude

of the effect of these guideline changes on flood control benefir

- computations for the four dams, it appears that they will act to appre- -
¢iably decrease the benefits. These considerations of probable adverse
effect of the new guldelines and probable favorable effect of new hydrology,
vieved in the light of general pPrice increases and economic. growth during
the past five years in areas protected by the four dams, cause us to
conclude that current flood control benefits would at least equal those

N

i o
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     Appendix C

   COE Letter of February 27, 1975


SPKED-W , 27 Pebruary 1975
Mr. B. E. Martin, Regional Director

1969, but might not significantly exceed themn,
Inasmuch as it does not appear appropriate to merely update the 1969 bene-
fits, which, as previously indicated, were derived through updating of
1959 values, we recommend that you use the 1969 data to meet your present

needs,

supplied you in April

having project flood control benefitsg based on new hydrology and derived
in conformity with our new guidelines,
study of such benefits be undertaken,

priorities for work o
July 1975. While some funding for this
resources, we estimate a requirement fo
$15,000, with completion of the work by the end of March 1976.

‘With regard to current navigation benefits creditable to Shasta Dam, we
are of the opinion that an increase over the 1959 estimate, as reiterated
in our letter of 25 April 1969, is appropriate. In the absence of detailed
-analysis, we consider an estimate of $1,500,000 for such benefits to be

reasonable.

Please let us know if you wish us to undertake the detailed reevaluation
of the benefits, and if you can furnish the necessary funds.

Sincerely yours,

F. G. ROCKWELL,
Colonel, CE _
District Engineer

SL618 Mg 2299




Appendix D

RESPONSES TO COMMENTS ON
DRAFT REPORT

May 200

This appendix presents Reclamation’s responses to public comments received on the CVP Cost
Allocation Study Draft Report. The Draft Report was released for public review and comment in January
2001 and the comment period closed on March 26, 2001. During the comment period, Reclamation
received comment letters from the groups listed in Table D-1. In addition to soliciting written comments
on the Draft Report, Reclamation held eight public meetings during the course of the allocation study to
provide the public an opportunity for input and comments.

TABLED - |

GROUPS THAT PROVIDED COMMENTS
ON THE DRAFT REPORT

GROUP ABBREVIATION
Northern California Water Association NCWA
Santa Clara Valley Water District SCVWD
Central Valley Project Water Association CVPWA
Sacramento Municipal Utility District SMUD
Westlands Water District WWD

This appendix presents copies of comment letters on the Draft Report followed by Reclamation’s
responses to comments. Responses have been prepared to address comments identified on the letters, as
indicated with brackets. Many of the letters expressed similar comments regarding the evaluation of
alternatives and selection of the preferred alternative. Where applicable, responses to similar comments
are referenced to prior responses.

In addition to a recommendation that Reclamation continue use of the Existing Allocation
methodology, the Draft Report recommended that Reclamation begin to identify the data and agency
coordination requirements to support a new cost allocation study. Four groups commented on the
recommendations regarding a new allocation study, with two in support and two opposed.

D-1 CVP Cost Allocation Study
Final Report — May 2001



NCWA-1

NCWA-2
NCWA-3

r RS .
Northieen California < Warer Ascoctation

March 26, 2001

Mr. Mike Finnegan
Manager

Business Resources Center
Rurean of Reclamation

2800 Cottage Way
Sacramento, CA 95825-1898

Dear Mr. Finnegan:

_ L appreciate the opportunity to comment on the recently released draft Central Volley Project Cost Allocation

Study. The Northemn California Water Association (NCWA) represents 70 water supplicrs and individual farmers
who collectively 1rrigate over XS(,(1)0 acres of tertile Northem ((alifornia farmland, including a number of Central
Valley Project Sacramento River Water Rights Settlement Contractors and Water Service Contractors. Several of
our members also deliver water to state and federal wildlife refuges and a large portion of this land serves as
important seasonal wetlands for migrating waterfowl, shorebirds and other wildlife.

After rcwcwmg the study. NCWA has the following commcms

IITII

The preferred altcrnative using the cxisting cost structurc understatcs thc flood protection and
environmental enhancement provnded by the Central Valley Project (CVP).

Use of the cost allocation figures developed in 1975 inflates the joint costs allocated to power due to the
inclusion of high priced nuclesr power (o the allocation, As a resull, flood control benelity are understated
in the allocation.

The single-purpose alternative costs and related benefits that are accrued to the authonzed purposes 1n the
1970 allocation study more accurately rcprcsent the allocation between reimbursable and non-reimbursable
project purpose CVP costs.

The benefits-based method should continue to be used as the means of allocating CVP costs.

The Bureau of Reclamation should consider the benefit and viability of conducting a new cost allocation
study that is based upon current single purpose alternative costs aud cuttent benefit estimates.

(nce again, thank yon for this oppartunity to comment.

Sincercly,

Todd Manley ‘7
Director of (iovernment Relations

433 Capirol Mall, Sinile 338 Sacramento, California 05814 4406 ‘Telcphone (916) 112-8333  Tacsimile (916) 442-4035

D-2 CVP Cost Allocation Study
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COMMENT RESPONSE

NCWA -1 Reclamation acknowledges that both the 1970 and 1975 joint cost
allocation factors may not accurately represent the historical or current
benefits provided by multipurpose facilities of the CVP. In Chapter VI
of the Draft Report, issues associated with both sets of joint cost
allocation factors are addressed in detail under the discussion of
Evaluation Criterion 1 — Allocate Joint Costs Based on Project Benefits.

A new allocation study would consider all accomplishments and benefits
over the life of the project, not just those expected to occur in the future.
As stated in the Draft Report, “Only a complete, new allocation study
that estimated project benefits, costs of facilities in service, and single-
purpose alternatives could produce joint cost factors that would represent
current conditions. And, even if one were performed, it would still leave
questions as to how to integrate the results with past uses of project
facilities and historic allocations used for repayment to date.”

NCWA -2 Reclamation concurs that joint costs of the CVP should continue to be
allocated using benefits-based methods, as recommended in the Draft
Report. In the evaluation of alternatives, several criteria that reflect the
importance of benefits-based joint cost allocation methods were applied.
These include: Criterion 1 — Allocate Joint Costs Based on Project
Benefits; Criterion 3 — Apply Accepted Cost Allocation Standards; and
Criterion 4 — Consistency with Past CVP Cost Allocation Methods.

NCWA -3 As stated in the Draft Report, a new cost allocation study that considers
current project benefits and alternative costs would be needed to establish
new joint cost allocation factors. In addition, historical project
accomplishments and benefits would have to be taken into account in any
new allocation study. Chapter VII of the Draft Report recommends
consideration of a new interim cost allocation based on new estimates of
project accomplishments — including water supply, flood control, power,
and fish and wildlife benefits and costs. Because such a study could be
time consuming and potentially costly, the report recommends that
Reclamation begin with an appraisal of data requirements and the ability
of other agencies, such as the Corps of Engineers and the Fish and
Wildlife Service, to participate in such a study.

Reclamation notes NCWA’s support to begin an evaluation of data
requirements and agency coordination needed for the development of a
new cost allocation study.

D-3 CVP Cost Allocation Study
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SCVWD-1

SCVWD-2

SCVWD-3

5750 ALMADEN FXPWY
SAN JOSE, CA 951183686
TELEPHONE {408) 2652600
FACIMILE (408} 26460271
www.scywd.dst.ca.us
AN LGUAL OPPORTUNITY EMAIQYER

Mazrch 26, 2001

Mir. Michael Finnegan

Business:Resources Manager, Mid-Pacific Region
United Statcs Bureau of Reclamation

2800 Cottage Way

Sacramento, CA 95825-1898

Dear Mr. Finncgan:

Thank you for the opportunity to comment on the Januhry 2001, CVP COST
ALLOCATION STUDY - DRAFT REPORI. Our appreciation extends to the process
involvediin producing this report. You and your staff enwuraged an open process and
invitcd contractor participation.  Additionally, we recognize the enormous amount of
work mvolved in documenting, correcting, updating, and blrt‘,dmllnmg the current
process. ! '

The preferred alternative chosen in the drafi rcport is to continuc to use the existing
allocation factors. These 1975 factors do not account for the increase of flood control
benefits nor do they take into account changes that have been made in project operations
to accommodate the escalation of environmental enhancement., The understatcment of
benefits received by either flovd control or environmental enhancement significantly
impacts other water and power users.

We do not advocate doing a new allocation study at this time. We assume such a study is
prohibitively expensive and we must, faced with ever increasing water costs, make every
effort to icontain costs for our constituents. However, we urge Reclamation to notc the
understatement of benefits allocated to the both flood control and environmenta)
enhancement, ask that consideration be given to reevaluation of these benefits when a
new allocation is undertaken.

Finally, we have a specific concern about the cost allocation of the Folsom South Canal.
We believe that the basis for deferred costs associated with the canal should be
thoroughly reevaluated.

The mlulon of the Sama Clara Valley Wu?ev Dﬁlut) is @ healthy, safe and enhanced quality of living in Sama Clare County a
through ch I gement of wal in a practital, costaliective and anvironmentally sensitive manner.
D-4 CVP Cost Allocation Study
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Mr. Mi¢hael Finnegan 2 March 26, 2001

Again, wc appreciate your efforts to make the process involved in completing this study
open to contractor participation.

Ifyou havc questions, please feel free to call,
Sinccre%l}%,

P Mahn_

Joan A; Maher
Tmported Water Manager

D-5 CVP Cost Allocation Study
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COMMENT RESPONSE

SCVWD —1 | See Response to NCWA — 1

SCVWD -2 | Reclamation notes SCVWD’s preference not to begin development of a
new cost allocation study at this time. Only a new allocation study could
evaluate project accomplishments and associated monetary benefits.

SCVWD -3 | Public Law 89-161, which authorized the Auburn-Folsom South Unit of
the CVP, provided for deferral of the incremental cost of constructing
additional capacity in the Folsom South Canal to serve the East Side
Division of the CVP in the event that division is authorized. The Draft
Report focused on consideration of alternative joint cost allocation
methods and never addressed issues related to the determination of
construction cost deferral for the Folsom South Canal. Therefore, this
comment cannot be addressed within the context of responses to the
Draft Report.

D-6 CVP Cost Allocation Study
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Sandy Willard Denn, President

Harvey A. Bailey, /* Vice President

Joan Maher, 2* Vice President
Chris Hurd, 3" Vice President
Winifred L. Jones, Treasurer
Jason Peltier, Manager

Board of Directors
Northern Zone

Lance Boyd
Princeton-Codora
Glenn Irrigation District

Sandy Willard Denn
Glenn-Colusa Irrigation District

Winifred L. Jones
Corning Water District

Ron Vickery
Kanawha Water District
Central Zone
" Walter J. Bishop
Contra Costa Water District

Ted Costa )
San Juan Water District

Robert Isaac
Solano Irrigation District

Joan Maher
Santa Clara Valley Water District

Western Zone
Bill Harrison
Del Puerto Water District

Chris Hurd
San Luis Water District

Suzanne Redfern
Panoche Water District

Ted Sheely
Westlands Water District

Southern Zone

Harvey A, Bailey
Orange Cove Irrigation District

Dick Moss
Friant Water Users Authority

1521 “I” Street

Sacramento, CA 95814

Tele: 916-448-1638

Fax: 916-446-1063

Email:
Jason: j ell.ne!
Bob: rstack@cvpwater.org
George: gsenn@cypwater.org

Serge: sergebirk@email. msn.com

March 26, 2001

Mr. Mike Finnegan

Manager

Business Resources Center
Bureau of Reclamation

2800 Cottage Way
Sacramento, CA 95825-1898

Subject: Comments on Draft CVP Cost Allocation Study
Dear Mr. Finnegan:

Thank you for the opportunity to comment on the recently released draft Central
Valley Project Cost Allocation Study. We would like to commend your staff, in
particular Craig Stroh, for the highly professional manner in which they coordinated
and worked with the CVP water and power contractors throughout the lengthy study
process. We thank you for allowing us to submit our cost reallocation proposal for
consideration and to be actively involved in the development of the criteria used to
evaluate the merits of each of the three cost reallocation alternatives. The comments
that follow express the overall concerns of the Central Valley Project Water
Association membership regarding Reclamation’s selection of the current CVP cost
allocation methodology as the preferred alternative. Some member districts will also
be submitting individual comment letters relative to your preferred alternative
selection.

In the draft report, the preferred alternative is to continue using the existing cost
allocation. We could accept the results of this study if it were modified to correct two
significant deficiencies that will be perpetuated in the existing allocation. One
deficiency is the understatement of the benefits (and resulting allocated costs) the CVP
provides for flood protection. We also believe that the environmental enhancement
qualities of water dedicated under CVPIA need to be given ample consideration.
While these two issues were not deemed to have fully met evaluation criteria used in
the decision making process, we believe these issues are not adequately addressed in
the existing cost allocation plan and request your reconsideration.

CVP Cost Allocation Study
Final Report — May 2001

D-7



CVPWA-1

CVPWA-2

2

We support the two additional recommendations made in the draft report regarding the continued usage
of a benefits-based allocation method for allocating CVP costs, and future consideration of a new cost
allocation study (using a benefits-based approach) should it be determined that the resulting benefits of
such a study outweigh the costs. We request that the issues raised by us in the contractor proposed
alternative, and reiterated in this letter, be addressed as part of any new cost allocation study, when and if
such a study is conducted.

Flood Protection

The contractor proposed alternative used the cost allocation factors developed in Reclamation’s 1970
allocation study rather that those developed in the 1975 short-form allocation study (the existing
allocation) to allocate joint costs. We believe the 1970 allocation factors are more appropriate than the
1975 factors because they more accurately reflect the single-purpose alternative costs and related benefits
accruing to each of the authorized project purposes and thus more accurately portray the allocation of
CVP costs between the reimbursable and non-reimbursable project purposes.

Of particular concern in the existing allocation (the 1975 short-form) are the single-purpose alternative
power costs and flood control benefits. The single-purpose alternative power costs are based on higher-
than-normal energy costs associated with nuclear power that do not represent the historical or projected
power situation and as such overstate the joint costs that are allocated to power. Conversely, the flood
control benefits used in the existing allocation were carried over from the 1970 study, and were not
indexed to 1975 price levels. This resulted in an understatement of the flood control benefits in relation
to the other benefits used in the existing allocation. As a consequence, costs allocated to flood control
are understated. By way of comparison, the existing allocation allocates 21.8 percent of the CVP’s joint
costs to power (up from 5.9 percent in the 1970 allocation) and allocates 20.5 percent of the CVP’s joint
costs to flood control (down from 35.5 percent in the 1970 allocation).

Environmental Enhancement

We maintain that the authorized use of CVP water supplies has been expanded to include environmental
enhancement as required under provisions of the CVPIA, the Endangered Species Act (ESA), and the
Delta Water Quality Control Plan. Accordingly, in the contractor proposed cost allocation, we attempted
to reflect this re-operation of the CVP by factoring the 800,000 acre-feet of existing CVP water
reallocated to the environment under the CVPIA into the water supply sub-allocation component of the
existing allocation.

The basis for treatment in the water supply sub-allocation was based on the parameters set forth in the
CVPIA. The result was the allocation of all of the costs of the environmental water supply to the water
and power users during the period 1993 through 2006—the period when the environmental restoration
(mitigation) actions are scheduled for completion. Beginning in 2007 and continuing through 2030, the
costs associated with water used for environmental purposes would be split between the water and power
users (mitigation) as a reimbursable project cost and to environmental enhancement as a non-
reimbursable project cost. When the entire 800,000 acre-feet is available for environmental use, the
water and power contractors’ share would be 37.5 percent of the costs and the environmental water
account share would be 62.5 percent based on a cost sharing formula derived from applicable provisions
of the CVPIA.

D-8 CVP Cost Allocation Study
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We recognize that there are inherent problems with using either the 1970 or the 1975 cost allocation
factors, and that a completely new reallocation study based on current single purpose alternative costs
and current benefit estimates would be needed to accurately reflect the appropriate amounts allocated to
the reimbursable and non-reimbursable project purposes. We also recognize that such a study would be
potentially expensive, time consuming, and controversial and that now is probably not the time to
undertake such an effort. However, upon such time when a new cost allocation would be warranted, we
believe that the two issues, raised above, namely appropriate allocation of benefits and costs (i.e., the
flood control and power issues described above) should be considered in addition to the enhancement
qualities of water dedicated under CVPIA.

CVPWA-3

We look forward to engaging with Reclamation in the future to address these concerns. If you have any
questions on the above discussion or recommendation, please contact George Senn of my staff at (916)
448-1638.

Sincerely,

— [ x o <

ason Peltier
Manager

D-9 CVP Cost Allocation Study
Final Report — May 2001



COMMENT RESPONSE

CVPWA -1 | See Response to NCWA — 1

CVPWA -2 | These issues were considered at length in Chapter VI, Evaluation of
Alternatives, in the Draft Report. Under Evaluation Criterion 2 — Adjust
Repayment in Response to Changes in Project Operations, the Draft
Report addressed the assumption in the Contractors’ Proposal that a
portion of the 800,000 acre-feet dedicated for environmental uses by
section 3406(b)(2) of the CVPIA is considered enhancement. As
discussed in the report, the CVPIA does not state that any of the water
dedicated by provision 3406(b)(2) is for enhancement. The report notes
that the CVPIA included other provisions for the purchase of
supplemental water to assure the mitigation, protection, restoration, and
enhancement objectives of the act could be accomplished. The report
also notes that provisions of the CVPIA from which the repayment
formula in the Contractors’ Proposal is borrowed do not state that the
repayment proportions are based on assumed ratios among environmental
mitigation and enhancement. In fact, as noted in the Draft Report, if the
CVPIA proportions were fully applied in the Contractors’ Proposal, the
State of California would be responsible for 37.5 percent of the costs of
water dedicated to environmental enhancement, which was not part of the
Contractors’ Proposal. The report also notes that the year in which
environmental enhancement would begin (2007), as assumed in the
Contractors’ Proposal, is not contained in the CVPIA, but is based on a
projection, which according to the Contractors’ Proposal, is to be tied to
CalFed actions. Although CVPIA actions are coordinated with CalFed,
the repayment provisions of the CVPIA, passed in 1992 before CalFed
even came into existence, cannot be interpreted as conditional on
proposed CalFed actions or their assumed success.

Under Evaluation Criterion 5 — Consistency with Laws, Regulations, and
Guidance, the Draft Report discusses the significant limitations
associated with utilizing the water supply sub-allocation to quantify
repayment obligations for environmental water uses. In particular, the
water supply sub-allocation is based on actual and estimated future
deliveries to project water users, including irrigation, M&I, and wildlife
refuges. The use of this sub-allocation approach was selected by
Reclamation to conveniently account for shifting uses of water among
water users. The Contractors’ Proposal utilized the same delivery
estimates as the Existing Allocation, but added up to 800,000 acre-feet
per year under environmental water use. As discussed in the report, the
introduction of an additional 800,000 acre-feet to the existing annual
quantities does not reflect a redistribution of water uses. Also, it
constitutes the addition of water to total water amounts and thereby
violates the original intent of the sub-allocation approach.

D-10 CVP Cost Allocation Study
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COMMENT

RESPONSE

CVPWA -3

Reclamation notes CVPWA’s preference not to begin development of a

new cost allocation study at this time.
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Sacramento, CA 95825-1898
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Subject: Comments on Draft CVP Cost Allocation Study (J an%ry 2001)

Dear Mr. Finnegan:

As the largest Preference Power Customer, the Sacramento Municipal Utility District
(SMUD) appreciates the opportunity to provide comments on the CVP Cost Allocation
Study Draft Report (Report), dated January 2001. The Study Overview, Cost-Allocation
Alternatives, Summarization of Findings, and the Study Recommendations were all well
presented by Reclamation at the public meeting held on February 9, 2001, in Sacramento.
As in the previous public meetings, the presentation was well organized, the materials
professionally presented, and there- were ample opportunities for attendees to orally
present their questions and/or concerns.

SMUD recognizes the Bureau of Reclamation’s (Reclamation’s) efforts undertaken to
reach the recommendations made in the Report, and appreciates the fact that Reclamation
has been open to a process that allowed both water and power users to gain an in-depth
understanding of the cost-allocation methodologies used and considered by Reclamation
to allocated specific and multi-purpose costs among the various project purposes.

SMUD understands that in the Report, Reclamation is recommending the continued use
of the Existing Allocation method, as opposed to adopting the water and power users’
Contractor’s Proposal, or alternately the GAO supported Proportional Alternative.
SMUD continues to believe that until a full-blown cost allocation study is completed, the
adoption of the Contractors’ Proposal is the correct choice to follow in the interim for the
fair allocation of multi-purpose costs. By proceeding with Reclamation’s proposed
continued use of the Existing Allocation methodology, Reclamation will only exacerbate
further the inaccuracies inherent in the current allocation method.

SMUD’s specific comments can be summarized under three major categories: 1)
Treatment of Water and Power under like methodologies in future SCRB (Separable
Costs, Remaining Benefits) Studies, 2) Fair allocation of multl-purpose project costs, and

3) Determining a date to commence a full SCRB study. By —1
DISTRICT HEADQUARTERS [] 6201 S Strest, Sacramento CA -95817=1 +
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SMUD-2

Treatment of Water And Power Under Like Methodologies In Future SCRB Studies

The core components of the SCRB allocation methodology involve the determination of
separable costs for each defined purpose, as well as a determination of the single purpose
alternative, benefits, justifiable expenditures, and the resulting distribution factors. The
ultimate goal of the analysis is the distribution of joint costs remaining after assignment
of the separable costs. In the Plant-In-Service Studies that are made by the Reclamation,
the separable costs are determined by multiplying the total current costs of each facility
by a percentage factors that were, in most cases, determined back in 1970/75. Significant
questions arise regarding the current applicability of the factors used and whether or not
the water and power contractors are treated equally in how the SCRB analysis is carried
out.

Generally, water-supply benefits have not been evaluated as part of the SCRB studies
done to date since Reclamation has assumed, in conducting such studies, that such water-
supply benefits would exceed the cost of any single-purpose alternative determined. The
SCRB methodology requires that the smaller of the estimated benefits attributable to each
Project purpose, and the alternate costs of achieving each, represent the amount that can
justifiably be spent on each purpose. On the other hand, the SCRB studies that have been
completed to date have utilized benefit studies for power, navigation, and fish and
wildlife. The practice of not evaluating the water-supply benefits, though possibly
administratively less burdensome, creates a process that does not allow for similar study
methodologies to be used in carrying out a SCRB analysis on the costs and benefits that
accrue to the water and power functions separately.

Furthermore, because Reclamation has utilized for years the practice of grouping all
water-supply functions within one general category of water supply, and then sub-
allocating the resulting allocation percentages to M&I, irrigation, and fish and wildlife
water supply, the practice has the effect of under allocating multi-purpose costs to the
water-supply function as a whole.

SMUD encourages, Reclamation to treat the power and water-supply functions in a
similar manner when determining the justifiable expenditures and subsequent distribution
factors in future SCRB analyses.

Fair Allocation of Multi-Purpose Costs

The CVP allocation process is a complicated methodology that uses data from various
sources that is then rolled up to establish a repayment obligation for the water and power
users. Not only do the allocation elements come from various sources, they also have
been developed at different times. Many of the components of the present allocation
algorithm depend upon factors that were developed in 1970 and 1975.
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As reported in the Contractors’ Proposal, the last major cost allocation study for the CVP
was completed in 1970. A short-form allocation completed in 1975 primarily updated the
prior 1970 data for the multipurpose facilities in “Base 1” including the Shasta, Trinity,
Folsom, Friant and Delta facilities.

In the 1975 short form allocation, the power plants used to determine the benefits and
single-purpose alternatives for the power project purpose were changed from fossil fuel
plants to nuclear plants. This produced a 116% increase in the justifiable expenditure
factor for power. In addition, the justifiable expenditure factor for water supply was
increased by 83% due primarily to the indexing of costs. Meanwhile, the factor for flood
control was left essentially unchanged except for the use of a different discount rate. The
end result was the shifting of allocation factors as shown in table below:

Comparison of CVP Allocation Percentages - Base I

Water F&WL Flood

Supply | Power | Enh’'mnt | Recreation | Control | Navigation | Total
1969-70 54.18 5.63 1.92 0 36.12 2.15 100.00
Reallocation
1975 Reallocation 55.79 21.81 0 0 20.49 1.91 100.00
Difference : 1.61 16.18 -1.92 (U -15.63 | -0.24 0.00

Issues Regarding Power Costs
With respect to power, the single-purpose alternative and benefit calculatlons were made

on the basis of entirely new operating criteria, not on the basis of indexing the cost of
employing the old criteria. This approach allowed Reclamation to consider not only
power generation technologies that were not available in an earlier time, but to also
consider environmental, regulatory, sociological, international political, and other factors
that influenced the selection and cost of alternatives. In other words, rather than evaluate
the type and cost of power alternatives that could have been constructed in the period
when the actual CVP facilities were constructed, Reclamation selected nuclear
technology — an alternative that was not even a possibility at the time of original
construction. The problems associated with such an approach need to be corrected so
that the power function is not allocated more costs than is appropriate.

With the ongoing energy crisis occurring in California and throughout the electric utility
industry, Reclamation may now be tempted to assume that the cost and benefit
assumptions used in the 1975 “short form” cost allocation study are appropriate. There
are several factors that will make such an assumption inaccurate; these are: 1) the cost to
construct alternate power plants have not change significantly over the past few years, 2)
new power plants operate at a much greater efficiency level as compared to plants built in
the 1970s, and 3) the present energy crisis is but an unusual spike on a long-term trend of
power-supply costs. ‘
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[ Issues Regarding Indexing of Costs
Because the CVP was constructed over an extended period of time — from the late 1930’s

SMUD-5 through about 1981 — the allocation process requires that all components of a cost
allocation be placed on a common time frame. Reclamation chose to do this by indexing
forward to 1975 the costs of the water supply components and certain other aspects of the
allocation — although, interestingly, neither power nor flood control was indexed.

Issues Regarding Environmental Costs
The current cost allocation methodology does not adequately reflect the significant and

new environmental benefits that have been generated by re-operation of the project and
the associated enhancement and mitigation activities that have subsequently ensued.
Accordingly, the current allocation does not reflect the noteworthy diminishment of
benefits seen by the water and power functions. These shortcomings need to be corrected
in the current cost-allocation update.

The authorized use of CVP water supplies has been expanded to include environmental
enhancement as required under provisions of the CVPIA, the Endangered Species Act
SMUD-6 (ESA), and the Delta Water Quality Control Plan. Accordingly, in the Contractor’s
Proposal an attempt was made to reflect this re-operation of the CVP by factoring the
800,000 acre-feet of existing CVP water reallocated to the environment under the CVPIA
into the water-supply sub-allocation component of the existing allocation method. The
basis for treatment in the water-supply sub-allocation was based on the parameters set
forth in the CVPIA. The result was the allocation of project capital costs for the 800,000
acre-feet to the water and power users during the period 1993 through 2006—the period
when the environmental restoration (mitigation) actions are scheduled for completion.
[Beginning in 2007 and continuing through 2030, the costs associated with water used for
environmental purposes would be split between the water and power users (mitigation) as
a reimbursable project cost (37.5%), and to environmental enhancement as a non-
reimbursable project cost (62.5%)].

[ We recognize that the performance of a new cost allocation study is an expensive, and a
time consuming process; we are also concerned about continued use of the inappropriate
cost-allocation factors for determining the repayment responsibilities of the power
SMUD-7 function. Accordingly, we propose that Reclamation return to the 1970 SeparableCosts
Remaining Benefits cost allocation factors until such time as a new study is completed.
When a new cost allocation is conducted, we believe that the environmental enhancement
qualities of water dedicated under CVPIA, in addition to the fair allocation of multi-
purpose costs, should be considered as part of all future SCRB studies.

Determining A Date To Commence A Full SCRB Study

As stated before, we also recognize that carrying out a full SCRB study could be
expensive, time consuming and controversial. Given the recent history of Reclamation’s
attempts to conduct and successfully complete cost-allocation studies, we believe that
SMUD-8 now is the time for Reclamation to start planning and budgeting for a full SCRB study.
SMUD estimates that such a study will take million of dollars and several years to
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(continued)

complete, and therefore it is necessary to plan for and establish a target date as to when to
commence and complete such a study. SMUD supports Reclamation’s proposal made in
the “Recommendations” section of the Report to first make an evaluation to identify what
existing data is available for use, what new data would be required, and the level of effort
needed to perform the analysis required under a new cost-allocation study. Also, as
stated in the Report, SMUD supports Reclamation’s recommendation to involve other
agencies that would be expected to provide input to a new study, such as the Corps of
Engineers.

In summary, SMUD requests that Reclamation make the following changes to the cost-
allocation methodology to be used in the interim until a full cost-allocation study can be
undertaken, and completed:

1) Return to the use of 1970 data and associated cost-allocation factors with respect
to the power function.

2) Adjust the allocation factors for flood control and environmental restoration to
reflect the increased benefits that have accrued to these functions, and the
associated decrease in benefits to the water and power functions.

3) Index the 1970 data to the present time frame in a consistent manner for all
project functions.

Details supporting these requests have been provided in the Contractor’s Proposal, which
have been previously provided to Reclamation.

Thank you for considering our requests. = Your immediate response to the above
comments, suggestions and requests would be appreciated.

Sincerely,

Wj Famsoe

Edward J. Roman

Senior Power Contracts Specialist

Cc: . Craig Stroh, USBR
Howard Hirahara, Western
Jason Peltier, CVPWA
Matt Foskett, NCPA
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SMUD -1 The judgment of economists at the time of the last detailed cost allocation
studies in 1970 and 1975 was that water supply benefits would exceed
the cost of single-purpose alternatives. Since M&I benefits are normally
based on alternative costs, the most critical judgment at the time was that
irrigation benefits, which are based on farm income, would be greater
than the single-purpose alternative cost to provide an irrigation water
supply. The SCRB method provides for the use of such simplifying
assumptions where appropriate. Given the recent pattern of agricultural
returns, this simplifying assumption may not be appropriate for some
time periods if a new allocation study were to be undertaken at this time.

If a new cost allocation study were undertaken, it would consider all
benefits, including irrigation benefits, over the life of the project rather
than at a single point in time so that periods of agricultural prosperity
would be weighed with periods of diminished returns.

SMUD -2 The technique of grouping several water use functions together in the
water supply purpose then sub-allocating costs in proportion to water
deliveries is an accepted cost allocation method that has been used on
other projects within Reclamation, particularly for projects in which the
relative water supply uses change over time. As described in Chapter 11
of the Draft Report, this technique was used in the 1970 CVP cost
allocation study “so that adjustments for future changes in project
accomplishments could be more readily accommodated.”

The continued use of this technique would be reconsidered in any future
cost allocation study along with many other procedural options. It is not
necessarily the case that, by itself, the combination of water use functions
to the water supply purpose under-allocates costs to that purpose at the
expense of power and other project purposes. In fact, if water supply
benefits are actually less than the water supply single-purpose alternative
cost, then costs may be over-allocated to the water supply purpose,
thereby under-allocating costs to other project purposes.

SMUD -3 Reclamation would consider power benefits at the time that a new cost
allocation study is completed. They would be computed over the life of
the project and would recognize changing technologies and costs.

SMUD -4 Evaluation of benefit streams over the life of the project would tend to
“average out” any short-term aberrations in power supply costs. The
recommendation to continue using the 1975 joint cost allocation factors
was based on reasons stated in the Draft Report and not because of the
recent shortages in electrical energy or recent changes in fuel prices.
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SMUD -5 As described in the Draft Report, flood control benefits were not indexed
on advice of the Corps of Engineers, the source of the original benefits
analysis. Refer to a 1975 letter from the Corps of Engineers, included as
Appendix C to the Draft Report, for the rationale to support that
recommendation.

The 1975 update was undertaken to characterize the benefits at that time.
In light of that objective, the single-purpose power alternative was
completely reconsidered rather than simply indexing previous estimates.

SMUD - 6 See response to CVPWA — 2.

SMUD -7 The change recommended by the comment (use of the 1970 joint cost
allocation factors) was not an alternative considered separately in the
Draft Report. The Contractors’ Proposal included the use of 1970 joint
cost allocation factors and the creation of the environment as a water use
function and was evaluated as a complete alternative in Chapter VI of the
Draft Report.

SMUD -8 Reclamation notes SMUD’s support to begin an evaluation of data
requirements and agency coordination needed in the development of a
new cost allocation study.
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WWD-1

Westlands Water District

3130 N. Fresno Street, P.O. Box 6056, Fresno, California 93703-6056, (559) 224-1523, FAX (550) 241-6277
March 26, 2001

United States Bureau of Reclamation
Aftn: Mike Finnegan

2800 Cottage Way

Sacramento, CA 95814

Subject: Westlands Water District's Comments on the 2001 CVP Cost Allocation Study
Draft Report

Dear Mr. Finnegan:

Westlands Water District apprec;ates the effort undertaken by the United States Bureau
of Reclamation in preparing its 2001 CVP Cost Allocation Study Draft Report (Draft
Report). In particular, Westlands appreciates the level of attention that was given by
Rectamation to alternatives other than its own. However, we do not concur with several
of the conclusions reached by Reclamation as presented in the Draft Report.
Westlands requests that you reconsider the Contractors Proposal on these |mportant
po"‘ts e e U, o

Environment § En r :

Throughout the Draft Report, Reclamation claims the environment is not an end use In
the same sense that M&l, irigation and wildlife refuges are end uses. (See pages ES-
3, VI-7 and VI-0.)" Reclamation’s decision to ignore the end use characteristics of water
released for the environment is arbitrary. Reclamation fails to consider the degree to
which recent laws have reduced the amount of water delivered to CVP contractors,

In the Draft Report, Reclamation states “[e]nvironmental water released from CVP
reservoirs for instream environmental benefits could also be used for other beneficial
purposes, including irrigation or M&| uses, farther downstream.” (Draft. Report p. VI-7,
.emphasis added.) Reclamation, therefore, recognizes that, in some instances,
environmental water released from CVP reservoirs for instream environmental benefits
is not available for use for other beneficial purposes downstream. In fact, the current
policy implementing CVPIA section 3406(b)(2) provides the United States Fish and
Wildlife Service with the ability to direct that water released for the benefit of fish and
wildlife not be rediverted downstream. Such uses of CVP water for the environment are
undoubtedly end uses. Indeed, Reclamation's own analyses indicate that average
deliveries to south-of-Delta agricultural service contractars have been significantly
reduced as a result of water dedicated to environmental purposes under section
3406(b)(2). For this reason, recently negotiated Jong-term renewal contracts for these
contractors have created two categories of water, base and supplemental supply.

CAWINDOWS\TEMA2001 CVP Cast Alloeatian Sudy Draft Rapert (1).doc
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WWD-3

WWD-4

WWD-5

Mr. Mike Finnegan
March 28, 2001
Page 2

Further, aithaugh Reclamation claims costs may only be allocated to end use functions,
the 1970 reallocation adopted an allocation to water supply with sub-allocations to water
use functions based on proportionate water deliveries to each function. {See Table 11-2,
page 1-6.) These sub-allocations were nat necessarily end use functions. Even if
Reclamation does not recognize the environment as an end use, the costs associated
with that water may still be allocated to the environment through the water supply sub-
allocation process.

CVPIA Fish Wildlife as Project Purpose '

In the Draft Report, Reclamation states that “CVPIA reinforced the obligation of the CVP
to protect the environment by re-emphasizing the priority of meeting environmental
needs, but did not add the environment as a new project purpose.” (Draft Report pages
ES-4 and VI-8.) This statement is both incorrect and inconsistent with other sections of
the Draft Report. On pages I-4 and 1I-9, the Draft Report recognizes that:CVPIA section
3406(a) specifically amended the 1937 Rivers and Harbors Act to include mitigatian,
protection and restoration of fish and wildlife among the CVP's project purposes. The
initial project authorization in 1937 provided that the CVP “shall be used first, for river
regulation, improvement of navigation, and flood control; secand, for:irrigation, and
domestic uses; and third, for power® generation. CVPIA amended the previous
authorizations of the CVP to include fish and wildlife protection, restoration and
mitigation as project purposes with equal priority to irrigation and domestic uses, and
fish and wildlife enhancement as a project purpose equal to power generation.

Reclamation contends that “fish and wildlife considerations ... have long been a
responsibility of water projects developed by Reclamation ... as a result &f the Fish and
Wildlife Coordination Act.” (Draft Report pages ES-4 and VI-7.) Fish and wildlife
considerations may have long been a responsibility of Reclamation, but it was not until
1992 with the passage of the CVPIA that fish and wildlife protection, restoration and
mitigation were directed by Congress to receive equal priority as the other project
purposes. The Contractors request for the addition of the environment as an additional
water use for cost allocation purposes reflects the significant change in the status of
enviranmental uses of CVP water mandated by the CVPIA,

CVPIA Cost Allocation

In rejecting the Contractors’ proposal, Reclamation argues that because “Cangress was
specific in addressing the allocation of costs of refuge water supplies in the CVPIA, but
made no mention of associating costs with the dedication of 800,000 acre-feet of water
or of allocation of such costs®, those costs are completely reimbursable. (Draft Report
pages IV-13 and VI-11.) However, Congress’ lack of direction regarding costs
associated with CVPIA section 3406(b)(2) does not prevent the Inclusion of a portion of
such costs as non-reimbursable as proposed by the Contractors. Reclamation’s
interpretation of the CVPIA in the Draft Report fails to consider that CVPIA section
3406(b)(2) directed a reallocation of existing project resources, while the other

CYWINDOWS\TEMPA2001 CVP Cost Allacation Sudy Oraft Report (1).doc
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WWD-6

WWD-7

Mr. Mike Finnegan
March 26, 2001
Page 3

provisions of section 3406(b) and (d) directed the Secretary to develop and implement
new programs for the CVP. The costs associated with these programs were considered
new costs and, therefore, required Congress’ direction as to the allocation of those
costs,

Restoration is not Mitigation under CVPIA

On page VI-6 of the Draft Report, Reclamation rejects the Contractors' allocation of the
costs associated with the environmental water account as partially reimbursable and
partially non-reimbursable. Reclamation argues that because CVPIA section 3406(b)(2)
does not state that any of the 800,000 acre-feet of water is dedicated for enhancement,
the costs associated with that water should not be partially reimbursable. Reclamation
states "the dedicated water is primarily for habitat ‘restoration’ purposes - a term that
suggests mitigation not enhancement.” (Draft Report p. VI-6.) Reclamation’s argument
is predicated upon the assumption that the terms restoration and mitigation are used
synonymously in the CVPIA. This assumption is erroneous. |f Congress had intended
the habitat restoration purposes in CVPIA section 3406(b)(2) to be mitigation actions,
Congress would have used the term mitigate rather than restore. In CVPIA sections
3406(b)(4) and (5), Congress directed the Secretary to develop and implement
programs ta mitigate for fishery impacts associated with certain operations of the CVP.
By using the terms restoration and mitigation in different sections of the CVPIA,
Congress clearly did not intend the terms to be synonymous. Reclamation's
supposition that restoration as used in CVPIA section 3406(b)(2) is mare akin to
mitigation rather than enhancement contradicts Congressional intent. “

Further, in describing the purposes of the CVPIA in section 3402, Congress listed (a)
protecting, restoring and enhancing fish, wildlife-and associated habitats in the Central
Valley and Trinity River Basins, and (b) addressing the impacts of the CVP on fish,
wildliife and associated habitats, as separate and distinct purposes ‘of the Act.
Therefore, it is evident that when Congress used the term “restoration” in CVPIA, it did
not intend that restoration activities would be limited to mitigating the impacts of the
CVP on fish and wildlife. Since the passage of CVPIA, Reclamation has implemented
restoration projects that did not mitigate impacts to fishery resources resulting from the
CVP.

Two recent examples are the restoration activities on Butte Creek and Clear Creek.
Reclamation has proposed acquiring water rights to restore the Butte Creek fishery.
However, damage to the Butte Greek fishery did not result from impacts of the CVP as
there are no CVP contractors on Butte Creek. Reclamaticn has also proposed removing
a dam on Clear Creek to improve fish passage. This restoration action will not mitigate
any CVP impacts on the Clear Creek fishery as the dam proposed for removal is not a
federal facility. If Congress intended Reclamation to only pursue restoration activities to
address impacts to fishery resources caused by the CVP, these two restoration projects
would vioiate the CVPIA.

CAWINDOWS\TEMP\2001 CVP Cost Allocation Suay Oraft Repart (1).doe
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Consistency with Past Cost Allocation Methods

Within the Draft Report, Reclamation asserts that continuation of the Existing Allocation
wauld not cause abrupt changes in repayment responsibilities and would allow future
changes to be made without having to reverse a change implemented at this time.
(Draft Report p. VI-9) However, Reclamation’s position fails to acknowledge that the
WWD-8 existing allocation, when implemented in 1975, caused an abrupt change in repayment
responsibilities. In addition, this allocation is now the “baseline’, from which other
allocation proposals are now being compared. Undoubtedly, any allocation proposal
that attempts to fix the problems associated with the Existing Allocation will not be
viewed favorably in this context.

Also set forth in Criterion 4 is the goal of selecting a methadology that is not subject to
modification — or reversal -- if the changes to the cost allocation method were reversed.
Westlands believes that the Existing Allocation would be more susceptible to future
modification requirements than the Contractors' Proposal. The Existing Allocafion uses
assumptions that have subsequently become invalid, and fails ito incorporate
subsequently authorized projects. These include the omission of a inflation index for
flood control benefits, the use of a nuclear power facility as a proxy for the Power Cost
WWD-9 Allocation, and the lack of a Cost Allocation for Salinity Control, which is a project
purpose authorized by the CVPIA. Other invalid assumptions that center on
Environmental Water Allocations are discussed frequently in other sections of this letter.
The Existing Allocation is based on a 1975 Interim Study that only fully recalculated the
benefits and costs to Irrigation contractors. Costs and/or benefits to other project uses
were not readjusted. Because of this, the Existing 1975. Allocationi may be more
inconsistent with future changes than the last consistent Cost Allocatnon that was
completed in 1870.

Adjust CVP Capital Repayment in Response to Changes in Project Ogeragions

In accordance with the specific instructions of CVPIA, 800,000 acre-feet of Project yield
is dedicated annually to environmental purposes. The Contractors’ Proposal simply
adjusts the cost allocation within the existing methodology to allocate costs to new
water uses. Within the Draft Report, removal of this environmental water supply is
referred to as "a somewhat arbitrary amount” and as “an additional water supply.” (Draft
WWD-10 Report p. IV-13 and VI-10) In fact, this environmental water is neither "somewhat
arbitrary” nor “additional water.”" This environmental water supply allocation is set at an-
exact amount for each year, which reaches a maximum of 800,000 acre-feet.
Moreover, this environmental water does not represent an additional water supply, but
represents water taken away from other water users. No new source of water was
created by the CVPIA.

C:\WINDOWS\TEMP\Z001 CVP Cost Allecation Sudy Draft Rapart (1).doc
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In closing, Westlands requests that Reclamation make changes to the interim cost
allocation methodology based on the Contractars’ Propasal included in Appendix A of
the Draft Report. If Reclamation does not have the authority to make these changes,
then Westlands urges Reclamation to take any required actions, including
Congressional approval if necessary, to accomplish this action.

We ook forward to working with Reclamation to resolve these matters.
Sincerely,
/ ‘

Dave Ciapponi ]
Assistant Gengral Manager. - ————- R
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WWD -1 CVP water deliveries and water rights may be affected by various legal
mandates. This owes to the conditional nature of water rights generally
and to CVP deliveries in particular. However, the fact that water
deliveries are subject to change due to changing legal responsibilities is
not justification to reallocate project costs. More specifically, the CVPIA
does not direct a reallocation of costs on the basis of dedicating 800,000
acre-feet of water for environmental restoration purposes.

The extent to which changes in operations affects accomplishments of the
CVP should be identified in light of all project purposes and the
conditional nature of CVP water rights and not merely be limited to
changes in water supplies available for delivery. A new cost allocation
study would have to consider all past and current accomplishments of the
CVP and do so in the light of the legal points made in this report.

WWD -2 The water supply sub-allocation distributes repayment responsibilities for
costs allocated to the water supply purpose in proportion to actual and
estimated future deliveries to project water users, including irrigation,
M&I, and wildlife refuges. It is recognized that return flows from these
uses can contribute to stream flows, however because the water can be
measured upon delivery, it has been identified as an “end use” in the
Draft Report. Such end uses of water are the most reliable and direct
approach to sub-allocate water supply costs. If end uses are not utilized
to sub-allocate water supply costs, the basis for such a sub-allocation
would not be clear. For reasons discussed under Evaluation Criterion 2 —
Adjust Repayment to Changes in Project Operations, an annual quantity
of 800,000 acre-feet is not considered a justifiable basis for an allocation.

WWD -3 As noted in the Draft Report, the CVPIA reinforced the obligation of the
CVP to protect the environment. Other laws enacted prior to passage of
the CVPIA, and many outside of CVP authorizations, have also affected
the operation of the CVP.

The CVPIA modified the priority of previously established authorized
purposes of the CVP, but did not provide direction to re-allocate costs
based on that reprioritization. This issue is discussed at length in Chapter
VI of the Draft Report under Evaluation Criterion 2 — Adjust Repayment
to Changes in Project Operations. That section discusses Reclamation’s
long-standing responsibilities to address environmental considerations in
the development and operation of the CVP and describes several
legislative actions prior to the CVPIA that established fish and wildlife as
an authorized purpose of the project. It also addresses the nature of CVP
water right obligations, including requirements to meet in-stream and
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Delta environmental needs before water would be available for diversion
to CVP water users.

WWD -4 See response to WWD — 3

WWD -5 Given the attention to detail in the allocation of costs for other provisions
of Section 3406, Reclamation considers it significant that no reallocation
was mentioned with respect to water dedicated by Section 3406(b)(2).

WWD -6 As discussed in detail in Chapter VI of the Draft Report under Evaluation
Criterion 2 — Adjust Repayment to Changes in Project Operations, the
CVPIA does not state that any of the 800,000 acre-feet of water is for
enhancement. The dedicated water is primarily for habitat “restoration”
purposes — a term that suggests mitigation, not enhancement. The Draft
Report also points out that Section 3406(b)(3) requires the implemen-
tation of a program to acquire additional water to supplement that
dedicated by Section 3406(b)(2). This suggests that the CVPIA did not
contemplate that the dedicated water would meet all the environmental
goals enumerated in Section 3406(b)(2). Since mitigation, protection,
and restoration would precede enhancement, and since the CVPIA
anticipated that additional water would be needed to mitigate, protect,
and restore fish and wildlife and their habitats, it is unlikely that any
portion of the 800,000 acre-feet would be used for enhancement.

WWD -7 Reclamation recognizes that the fisheries and related wildlife resources
associated with Central Valley rivers and streams are interconnected.
Because of this interconnectedness, in some cases it is considered more
effective, in terms of cost and potential impacts to CVP water deliveries,
to focus mitigation and restoration actions on streams that are more
accessible by target species than those with CVP facilities that block
access to upper watershed areas. The Anadromous Fishery Restoration
Program, implemented pursuant to the CVPIA, identified several
locations on non-CVP controlled streams where actions to restore fishery
resources that have been impacted by the construction and long-term
operation of CVP facilities appear possible. As noted in the comment,
implementation of some recommended actions has begun.
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WWD -8 Consistency was one of seven evaluation criteria applied to the
alternatives considered in the Draft Report. While it is true that any
adjustment in the allocation of costs may affect water rates, Reclamation
does not find adequate justification within the Contractors’ Proposal to
support a reallocation of costs and corresponding change in water rates,
at this time. If a new cost allocation study is completed and it
demonstrates that changes are needed in the allocation of costs, those
changes would be made at that time.

Reclamation stands by its conclusion that it is better to continue with the
existing methodology than implement changes that could be proven
inappropriate if and when a new SCRB or other benefits-based cost
allocation is completed.

WWD -9 The treatment of flood control and power benefits in the 1975 allocation
was not invalid at the time, given the then-current recommendation of the
Corps of Engineers and the state of the power industry. A new cost
allocation would need to quantify benefits over the life of the project,
considering past years and future years, rather than at a single point in
time. This approach would tend to “average out” the effect of short-term
conditions, both favorable and unfavorable, for all project purposes.

WWD - 10 See response to comment CVPWA — 2.
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