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Explanation of EEWMA Table 8.1 Reconstruction:
Analysis of Annual "New" Supply Costs
and Isolated Facility Cost Internalization

(See attached analysis.)

The purpose of the attached Table 8.1 reconstruction analysis is to clarify total costs of scenarios

and facilitate cost comparisons between scenarios. Totals are juxtaposed against the total cost of the

unconstrained scenario, along with calculati.ons of the percentage change between the unconstrained and

preference-based scenarios. Note that the attached analysis shows costs for each stakeholder by region,

along ~vith totals across regions at the bottom of the table.

EDF concludes that EEW-MA’s Environmental scenario is not much more expens!ve than the

Unconstrained scenario. In fact, the Environmental scenario is more expensive than the Unconstrained

scenario in only two of the five regions. Withenvironmental preferences, costs increase by $2 million

an~uaIly in the San Francisco Bay Region and $130 million annually in the South Coast Region. Total

costs in the Environmental scenario across all regions are only slightly higher - 5.16% or an absolute

annual difference of $107m - than the total costs of the Unconstrained scenario. These extra costs could be

internalized if prices and costs reflected ecosystem damages. The internalization of environmental costs

may offset or more than offset any increases in costs over the unconstrained scenario. We note that in the

next draft of the EEW’MA, total costs of scenarios will be presented differently because water treatment

costs will be incorporated into sensitivity analyses only.

The attached analysis reconstructs Table 8.1 of the EEWz~,[A report in the following ways:

Correction of typos in the report and table
See the section labeled, "Notes," at the bottom of the attached analysis.

Calculation of total dry-year costs for all five regions of California
Table 8.1 in the EEWMA report does not present totals. The attached analysis calculates totals across

regions. Totals can be compared to each other and to the total for the unconstrained scenario.

¯ Calculation of percentage increase (decrease) of total costs of each scenario as compared to costs
of the unconstrained scenario
Table 8. I does not present any analysis to show how the costs of the preference-based scenarios

compare to the costs of the Unconstrained scenario. The attached analysis calculates the percentage

increase (decrease) of each preference-based scenario over the unconstrained scenario. Note, that the

Urban Delta Exporters scenario is less expensive than the Unconstrained scenario. The negative

percentage is inconsistent with the definition of"unconstrained," which assumes the cheapest mix of

supply options. However, the Unconstrained scenario does not include the isolated facility, which the

EEWMA report describes as cheaper, than "membrane technologies," used in the Unconstrained

scenario. EDF notes that, in the next draft of the EEWMA, total costs will be presented differently
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because water treatment costs will be incorporated into sensitivity analyses only. Also note that the

costs of the Urban In-Delta Diverters are the same as the costs of the Unconstrained because the Urban

In-Delta Diverters’ preferences are virtually similar to those of the Unconstrained.

Internalization of isolated facility costs
Only the San Joaquin Valley and Urban Delta Exporters scenarios include the isolated facility.. The

San Joaquin Valley scenario assumes that water users cover the entire cost of the facility. The Urban

Delta Exporters assume that 75% is covered with subsidies; the rest, by the water users. The attached

analysis internalizes $26m (25% of the cost of the facility, estimated at $104m) in the Urban Delta

Exporters scenario.
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EEWMA Table 8.1 Reconstruction1:
Analysis of A, nnual "New" Supply Costs2 and Isolated Facility Cost Internalization

Analysis of Angela Sheny, Envimnmenta! Defense Fund

[ Preference Stakeholders

Average and marginal in $/AF) co~t~ Co~t~ costs . Costs

{11 12~      13l [41 [51 (el [7] IS]       [9)      [10l Illl i12] (131 114) I151 i16] 1171 Ilal     Ital

Southcoast

Total Dry-year Cost                               1820 2075 255 14.01o/’ 1950 130 7.14~ 1713 -107 -5.88% 1906 86 4.73% 1661 -159 -8.74% 1820 0
Awr;Ige Supply Cost 792, 837 45 568"/, 815 23 2,90=/; 750 -42 -5.30% 807 15 1 89% 732 -60 -7.58% 792 0 0 00~

Marg}nal New Suppty Cost 1057 1609 552 52.22°/, 1151 94 8.89~/~ 1151 94 8.89% 1265 208 19.68% 1151 94 8.89°A 1057 0 0.00"/,

San Francisco Bay

Total Dry-year Cost 201 207 6 2.99% 203 2 1.00°/’ 171 -30 -14.93% 202 1 0.50% 174 -27 -13 43~ 201 0 0.00°/,

Average Suppty Cos1 820 " 825 5 0.61% 822 2 0.24% 769 -51 -6.22% 821 1 0.12% 761 °59 -7.20°A 820 0 0.00~

MarginaINewSup|>lyCost 1124 1332 208 18.51% 1162 38 3.38"A 962 -162: -i4.41% 1124 0’ 0.00% 906 -218 -19.40°A 1124 0 ! 0.00%

Sacramento River

Total Dry-year Cost 0 0. N/A N/t 0 N/A N/./ 44 44 N/A 61 61 N/A 0 0 I,~1[ 0 0 N/A
Average Supply Cost N/A NIA N/A N/A N/A N/A N/A 170 NIA N/A 260 N/A NIA NIA NIA I’,/IA N/A N/A N/A
Marginal, New Supply Cost N/A NIA N,/A NIA N/A N/A N/A 1240 N/A N/A 1240 NIA N/A NIA N/A NIA N/A N/A N/A

San Joaquin River

Total Dry.year Cost                                  2 , 7 5 250.00% 1 -1 -50.00% 93 91 4550.00% 61 59 2950.00% 2 0 0.00~ 2 0 0.~0%

Average S~pp~y Cost 125 125 0 0.00% 125 0 0.00% 525 400 320.00% 365 240 192.00% 125 0 0.00% 125 0 0.00%
Marginal New Supply Cost 130 130 0 0.00% 130 0 0.00% 1300 1170 900.00% 1300 1170 900.00% 130 0 0.00% 130 0 0.00~

Tulare Lake

Total Dry.yeg,r Cosl 52 52 O 0 DO" 28 -24 -46 15% 320 268 515.38% 317 265 509.62% 52 0 010,3% 52 0 0 00%
Average Supply Cos 130 130 0 0.00% 130 0 0.00% 335 205 157.69% 340 210 161,54% 130 0 0.00% 130 0 000%

..M_arai.n_a.(.NewSup_pl_~_Cost 210 210 0 0.00% 210 0 0.00% 1260 1050 500.00% 1260 1050 500.00% 210 0 0,03% 210 0 0.00%

OveralITotal Dry-year Costs 2075 2341 266 12,82% 2182 107 5.16 2341 266 12.82% 2547 472 22,75% 1889 -186 -8,93% 2075 0 0.00~
Coat of Isolated Faciltty3

26

Overall Total Dry-year Costs ~

I
Including Cost of Isolated Facility

2075 2341 266 12.82% 2182 107 5.16% 2341 266 12.82% 2547 472 22.75% 1915 -160.7.71%4 2075 0 0.0’0%

1. Note that the coals in the EEWMA repod do nol yet incrude any of lhe subsidies imbedded ~n the scenarios:agricultural price supp0ds. 75% of the isolated faci]ffy for Urban Delta Expoders. and matching active conjun,cftve use yields for the Environmental scenario.

2. Total dry-year cost for Urban Delta Expoders in the Southcoasl region reflacl the number given in Table 8 1 even though the corresponding lext in Section 7.4.2 iedic~les a different amount.
Roger Mann of Resource Management and Economics confirmed Ihat there is a typo ~ Seclion 7 4.2 of the repod, which states that Ihere is a $159m "increase" over the unconstrained sconado. The repod should have stated the! there is a $159 "decrease".
Also note that Rotter Mann seape~led a typo in Table 8 t. which presenls Tolal Dry-year coal f~ the Urban I,n-Della Diveders as $195m. Table 8.1 shou~l have shown a value of $201m.

3. Costs io Table 8 I of the EEWMA draft do not include the isolated faci,lity Costs of the Urban Delta Exporters. who specify that 75% of the costs are paid with subsidies; 25% by the Urban Delta Expoders.

The repod uses a $104m estimate of the annual cost ot an isolated facltity, as explained on p. 6-9. $104nl caicuioled as ~ average of estimaled annual costs of a 5.000- and 15.000-cfs facili,ty at $82 6m and $124.9m~ respectively. 25% of $104m is $26rn
4 The Urban Delta Exporters scenario is "cheaper" than the Unconstrain,ed scenario baca,use the Urban Delta Expodera include the isolated facilily and the Unconslrained scenario uses "membrance lechnologies".

The EEWMA calculates water treatments coals with the isola,ted facility as lower than wHh "men, bran° lechnofogies".
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The California State Water Project (SWP):
A Preliminary Investigation of Financing and Subsidies

Draft, August 1998

Christopher LaFranchi

1. Introduction

Methods used to finance SWP infrastructure have and continue to partially determine the
scope and magnitude of such developments and concomitant environmental impacts.
Financing methods influence the way costs are recovered and water prices, both of which
act to affect the demand for water and the infrastructure developed to supply itI.
Contracting principals -- dictated by financing methods -- determine which costs are
accounted for and how they are allocated. Water prices and cost allocation structure send
signals to reduce or enlarge the size and number of developments. Consequently, finance
has influenced the way water infrastructure development has changed California’s
landscape and ecosystems.

This working paper focuses on two aspects of SWP financing that may have influenced
the above-cited development~: methods used to account for project costs; and, the way
taxpayers helped fund such projects, especially when subsidies were involved.

Overall, this work is part of an on-going effort to establish a clearer picture of the true
costs of supplying water to California, who has paid how much thus far into the full
development scheme, and benefits received. It focuses on three objectives: 1.)
summarizing and describing SWP capital/operating finance; 2.) describing how
contracting principals and legal mechanisms put into place at the onset of the project
established cost allocation, influenced water prices, and did not require consideration of
at least some project outcomes that have significantly transformed California’s landscape;
and 3.) estimating possible financial subsidies associated with the project.

In terms of the CALFED process, it supports discussion of the "benefits-based approach"
that plays a role in the program’s effort to develop an equitable and comprehensive
solution.

2.    The Financial Status of the SWP

Following is a profile of SWP financing derived primarily from O’Connor (1994) and the
State of Califomia Department of Water Resources (DWR, 1997) -- Bulletin 132-96.

Several related issues are listed in Appendix C.

C--1 i 6225
(3-116225



Passing by narrow margin in 1960, Proposition I resulted in development of the SWP, a
system of 27 lakes and reservoirs, about 700 miles of canals and pipelines, and 27
pumping and/or power plants, Of California’s yearly average developed supply of 36.5
million acre feet (MAF), the SWP annually supplies about 2.8 MAF on average (in
contrast, the CVP supplies, on average, about 7.5 MAF annually). Calitbmia receives a
total of about 63.7 MAF of water each year. The remaining 27.2 MAF is described as
"dedicated natural flow" (O’Connor, 1994).

Currently, 29 contractors receive SWP water entitlements; however, the entitlements of
two interests make-up the bulk of total entitlement volume. Agricultural interests in Kern
County and the Metropolitan Water District of Southern California are entitled to just
over 1 and just over 2 MAF, respectively.

All project costs fall into two categories: capital costs and operating expenses. Capital
costs are one-time costs associated with funding one or more elements of SWP
infrastructure. About 75% of capital costs are debt-financed using bonds (See Appendix
A for bond sale schedule); the remainder are funded by a California Water Fund
(generated by leasing state land) and "other" sources (described in Figure 1 below). All
principal and interest payments (debt service on capital costs) are treated as an
operating expense.

Between 1964 and 1996, 12 different bond series have been floated to finance SWP
capital development (see Appendix A for interest rates, dates of sale). Operating
expenses consist of money needed to service debt on bonds sold to finance capital, and
recurring costs associated with normal operation and maintenance of water storage,
conveyance and associated power-generating infrastructure.

Figure 1.
SWP. capital financing -- about $5.1 billion (as of 1993)

SOURCE: AMOUNT (billions): SHARE:
California Water Fund 0.51 10%
Initial Project Facility Bonds 1.45 28%
Power Revenue Bonds 1.16 23%
Water System Revenue Bonds 1.21 24%
*Other 0.74 15%
*Other includes:

¯ Proceeds of Davis-Grunsky Act Bonds;
¯ Federal Payments for SWP capital expenditures; and
¯ Appropriations for capital costs allocated to recreation,

(source: O’Connor, 1994)

Operating Expenses (including debt service)

2
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As of 1996, the DWR has financed almost $9 billion in SWP operating expenses. Two
pie charts and attached text illustrate breakdowns of expenses and project revenues.
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Figure 2

SWP Water Project Expenses -- 1952-1996 (about 8.954 billion)

Breakdown of Project Expenses

interest OM&P
37% 39%

replacement reserves
principal special reserves1 ~o

11% cap[tal/misc, operating 6%
6%

(source: Bulletin 132-96: Table 15-2)

DEFINITIONS --
OM&P: project operations, maintenance and power costs
replacement reserves: deposits set aside for replacing existing SWP facilities -- 40.8 million
spent as of 1994 for replacement costs
special reserves: related to revenue carryover from prior years used for construction in current
year (see p, 248 of the bulletin for details
capital resource and miscellaneous operating expenditures: costs paid up-front by some project
participants who opted to pay their share of construction costs without using debt instruments
principal: original debt-financed sum (about 5.1 billion)
interest: interest paid on original debt-financed sum

4
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Figure 3

.... SWP Water Project_Re.venues -_!9_5_271996 _(.~b_o_ _u.t__9..2_3_5_b_il__l.i_o_n) .......

Breakdown of Project Revenues

rrisce]laneous
capital resources revenues

9%
recreation costs

interest ear~’~s
4%

revenue bond proceeds
5%

OrovSe-Thermalito
3%

Federal payments
1%

water contractor payments
77%

(source: Bulletin 132-96, Table 15-2)

DEFINITIONS --
capital resource revenues: includes federal payments for SWP capital, appropriations to
recreation, payments from LA Dept. of W&P for Castaic Power development, advances from
water contractors, appropriations prior to the Bums-Porter Act, and investment earnings (capital
resources account, unexpected revenue bond proceeds) -- more information on p. 242 of the
bulletin
federal payments for proiect operating costs: payments made according to agreement (1961)
between California and the United States providing for DWR to operate and maintain the San
Ltris Joint-Use Facilities -- more information on p. 245 of the bulletin

(continued on next page)
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recreation costs: appropriations made under the Davis-Dolwig Act for operating costs allocated
to recreation.., specifically, monies from the General Fund necessary for enhancement of fish
and wildlife and recreation -- more information on p. 245 of the bulletin
local payments under Davis-Grunsky: payment for 52 million in loans dispersed up to 1994
revenue bond proceeds: classified as special reserves
interest earnings: interest earned on unexpended proceeds form sale of go bonds, operating
reserves and other short-term investment earnings on SWP revenues
Oroville power: these are payments (from PG&E, Southern California Edison, and the San Diego
Gas and Electric Co.) under the Oroville-Thermalito power sale contract
miscellaneous: "’all other operating revenues’"

Figures 2 and 3 present the breakdown of expenses and revenues up to 1996. Table 1
below contrasts revenues and expenditures through 1995 with projected expenses and
revenues from 1995 to 2010.

TABLE 1
SWP Expenses and Revenues

current and projected expenses
total operating expenses and debt service project expenses: 4.63
(1952-1995): payment of debt service: + 4.32

total 8.95 billion
total (projected) expenses and debt service project expenses: 9.53
(1952-2010): payment of debt service:+8.42

total l 7.95 billion
estimated annual payments for operating 500 to 700 million
expenses and debt service (1994-20 I0):

current and projected revenues
total operating revenues (I 952-1995):          water contractor payments: 7.06

miscellaneous revenues: 1.39
capital resource revenues: +0.79
total                   9.24 billion

total (projected) operating revenues (I 952- water contractor payments: 16.90
2010): revenue bond adjustments: (0.53)

management adjustments:(0.50)
miscellaneous revenues: 1.70
capital resource revenues: +0.79
total                  t 8.36 billion

net revenues
1952-1995 | 281 million
1952-2010 ~                               413 million

application of net revenues
1952-1993 CWF repayment: 233 m.

used for capital expenditures: 49 m.
1952-2010 CWF repayment: 296 m.

used for capital expenditures: I 17 m.
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(source: Bulletin 132-96, Table 15-2) ]

Figure 4 below is a profile of the planned debt service repayment schedule associated
with bonds issued to finance reimbursable costs (see the next section for a description of
reimbursable and nonreimbursable costs). The primary source for this profile is Table
15-11 of Bulletin 132-96. Planned debt service is forecasted to occur over a 65 year time
horizon (1964 to 2029) -- 1996 is year 33 of this period. At the end of that period, total
principal and interest payments (bond-financing only) will amount to about $4.4 and $6.3
billion, respectively (about $10.7 billion total). In 1996, about $1.1 billion of principal
and $3.5 billion in interest had been paid (about 4.6 billion total).

Figure 4

Annual Debt Service Payments (past and projected)

350000

300000

250000

200000 ~ Total

Principal

150000 ."-," ......... Interest

100000
~~i       l

50000 ;
..\

Year

3. SWP Contracting Principals and Cost Allocation

The former Govemor E. Brown’s contracting principals, described in chapter 2 of
O’Connor (1994), established the financing framework for the SWP in 1960. They
determined several elements of water development including:
¯ the terms for repayment of capital costs;
¯ which costs are accounted for and how such costs are derived;
¯ how costs are separated into reimbursable and nonreimbursable;
¯ methods used to allocate costs among project beneficiaries (also known as project

purposes); and
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¯ the basis tbr contract negotiations that affect the prices water contractors pay.
Allocating and repaying capital costs

The th~st of contracting principals is that those who benefit from the project should pay
for the project -- a theme consistent ~vith the stated objective of the CALFED Bay-Delta
program and exemplified by principal one:

1.     Charges for water must insure the return to the State of all reimbursable
project costs, with interest, and must at the same time provide for equitable
allocation of costs to the individual contractors.

Dividing costs betxveen reimbursable and nonreimbursable has significant consequences
in terms of allocating costs between the private and public sectors. Also relevant to the
public sector is that the principals require the return of costs with interest, but not
necessarily at market interest rates.

The principals define the entities that receive benefits from the project and thereby are
required to pay back its costs. Three beneficiaries -- called project purposes -- include
water users (water supply and power generation), recreation and fish and wildlife, and
flood control beneficiaries.

A portion of capital costs is allocated by the DWR to each purpose using a complex set of
criteria (that have not been revisited in more than 15 years). Costs associated with
recreation and fish and wildlife, and flood control are paid for using public funds and
therefore termed nonreimbursable. Costs allocated to water users are termed
reimbursable and subject to repayment. To date about about 75% of repaid capital costs
are reimbursable, 25% nonreimbursable. At the end of the debt service repayment
schedule, however, this ratio is projected to be approximately 90% and 10%, respectively.

TABLE 2
Cost Allocation Among Project Purposes:

total reimbursable and non-reimbursable capital costs

(source: Bulletin 132-96, Table 15-3, p. 184)
PROJECT PURPOSES          incurred plus future**           percent of total**

expenditures (thousands) (incurred plus future)
water supply and power $4,840,431 90.6
generation
flood control $78,180 1.5
recreation and f/w enhancement $198,402 3.7
other* $224,656 4.2
*unassigned costs such as planning costs, joint costs assigned to the federal government, and costs to Davis
Grunsky act program
**note: these columns presents the expected percent of total capital costs allocated to each of the project
purposes whenfullpayment is achieved. Presently, water supply and power generation accounts for about
75% of payments made as of about 1993.
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Allocating the "cost" of environmental impacts

In the process of allocating costs to beneficiaries, the DWR chose to recognize some
project results (by attaching costs/benefits to them) and assume away others. For
example, the DWR appropriated capital/operating costs to recreation (a nonreimbursable
cost paid for ~vith public funds), acknowledging the recreational benefits created as a
result water infrastructure development.

Environmental effects or "costs" of water facility construction were not allocated by the
DWR to direct beneficiaries of the project -- at the project inception or thereafter. The
following quote from O’Connor (p. 24) illustrates how these costs were assumed away
when the project was conceived:

"’It is important to note, however, that the DWR separates the costs after it has
made the decision to build the particular facility. That is, the DWR does not
consider the environmental effects of building the facility when allocating costs
among purposes. Take, for example, when the DWR allocated costs for Oroville
Dam. The DWR "s calculations on the benefits to fish and wildlife did not take
into consideration the fact that building the dam would hcrve an effect on the then
existing environment. Nor did anything require them to. However, if the DWR
had netted the effect on fish and wildlife of building the dam with the benefits, the
DWR would likely allocate less costs to fish and wildlife. "

Such project results are, in part, irreparable and involve costs that could be incurred
indefinitely. As part of the CALFED process, public funds are now being allocated to
address the environmental effects from SWP development.

Although these effects were not accounted for at the project inception, there are actions
and expenditures which serve to implicitly account for impacts and costs associated with
them:

1 .)    It is now necessary to allocate resources to attributes of the environment that,
prior to SWP development, did not require such allocations;

2.)    Public/private funds are used to pay the cost of allocating such resources to
attributes of the environment; and

3.)    Public/private funds are being used to mitigate the environmental costs resulting
from initial SWP development costs that were assumed away, and for environmental
costs associated with normal SWP operation.

There are two identified ways in which direct beneficiaries (water contractors) are paying
to prevent/mitigate environmental costs: 1 .) by paying some portion of costs associated
with changes in engineering and operational controls designed to avoid damage to the
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environment; and 2.) contributing some portion of the expenditures allocated by the
DWR to mitigation activities-’.

Contracting principals and the price of water

Contracting principals define the composition of" water charges employed to recover the
cost of" providing water to contractors. Contractors pay the sum of" fixed costs (that do not
vary with the volume of water deliveries) and variable costs (charges per unit of water
delivered). About 20 to 30 percent of’water charges are variable and 70 to 80 percent are
fixed (O’Cormor, 1994). Consequently, most of the cost paid by contractors for SWP
water is not related to the portion of their entitlement they receive in a given year. This
means that while the total cost of water increases with each additional unit delivered, the
average price per unit goes down proportionally much more. Hence, water contractors
who want to pay the lowest per unit price for water are encouraged to receive as much of
their entitlement as possible.

Several other points made by O’Connor (1994) are notable:

contractors often sign for more annual entitlement water than they expect to receive --
even though the DWR allocates 70 to 80 percent of the contractor’s bill based on
contractual entitlements (implying that either entitlements have intrinsic value or that
some contractors are paying more than others for an equivalent amount of water);
contractor’s bills exhibit an upward trend that is generally not matched by increased
water deliveries.

4.    Subsidies

Background

Initial findings suggest three sources of subsidization: 1 .) subsidized interest rates
associated with general obligation bonds used to finance the project; 2.) the California
Water Fund (CWF) -- also known as the Tideland Oil Revenues; and 3.) so-called "other"
sources.

" Expenditures include funds to implement fishery projects to replace fish lost at the intake facilities since 1986, and
$15 million allocated for additional projects to compensate for substantial fisheries losses prior to 1986, according to
Chapter 5 of Bulletin 132-96. It could not be determined from the bulletin whether these costs are recovered and, if so,
how costs are allocated among project purposes. Also, mitigation activities are ostensibly limited to fisheries and do
not attempt to address other forms of environmental damage (e.g., habitat loss, etc.)

1o
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General Obligation Bonds

GO bonds are tax exempt and backed by the full faith and credit of" the federal
government. As such they reflect interest rates that were consistently lower than market
rates.

About 75% of SWP capital costs (about $4.4 billion) are financed using these bonds. The
anticipated repayment schedule is over 65 years, according to Bulletin 132-96 (the
repayment schedule for each bond series varies from about 25 years to about 60 years).
Even a small bond point spread produces a substantially different interest payment
because it involves a large sum financed over 65 years.

Table 15-11 of the bulletin dispiays annual debt served on bonds sold through June of
1996. Under "Grand Total" it indicates that a principal of about 4.4 billion will be paid
back by 2029 with an interest payment totaling about 6.3 billion. Table 15-9 presents
bond sales and project interest rates, by date of sale. A project interest rate of about 4.6
percent is defined as an amount determined by dividing cumulative interest costs by
cumulative dollar-years and expressed as a percentage.

To estimate the subsidy, a repayment schedule was recreated using the annual debt
service schedule on bonds from Table 15-11 of the Bulletin.(see Appendix B). Using the
schedule for bond sales, annual principal remaining was derived for the 65-year
repayment period. Hypothetical market interest rates of 6 and 8 percent were then
applied to the debt servic.e schedule. Total interest payments for hypothetical rates were
calculated and are compared to the total interest payment for the SWP.

TABLE 3
Estimate of Financial Subsidy Associated with Issuance

of General Obligation Bonds*

4.6% 6% 8%
(project interest
rate)

total interest $6.11 billion $7.94 billion $10.58 billion
payment
difference between -- $1.83 billion $4.47 billion
government
sponsored bonds
and hypothetical
market interest rate
*based on a principal remaining schedule that is in turn based on the past and projected repayment
schedule for bonds issued between 1964 and 1996

11
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The California Water Fund (CWF)"Other" Sources

California Water Fund, generated by leasing state lands for oil production, is subject to
repayment -- but without interest.

The fund’s 504 million represents about 10 percent of the total source of SWP capital
funds. Forgone interest is the subsidy provided. Interest that would have been paid on
the CWF was estimated using the same method employed to estimate financial subsidies
associated with general obligation bonds (using the same debt service schedule).
Assuming an interest rate range of between 4.6% (the "project" rate) and a hypothetical
market rate of 7%, total estimated interest payment amounts to $0.76 and $1.1 billion,
receptively. This suggests that SWP capitalization has been subsidized by roughly one
billion dollars in forgone CWF interest payments3.

The opportunity cost of the public funds, while not a financial subsidy, is notable4.

3 An alternative estimate of the interest subsidy can be obtained by looking at the rebate schedule in the draft

environmental documentation for the Monterey Agreement. Apparently, the repayment is an estimate of the monetar3,
value of the interest on the fund’s 504 million.

4 For example, if the fund had been invested somewhere else and earned, say, 7.5"/,~ it would now be worth about 6.81

billion. Note that in 1993, about 176 million of the fund had been repaid -- toward a sum that, if invested, could have
been worth almost 7 billion to the public today.
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"Other" Sources

Moreover, "other" sources of capital funds (O’Connor, 1994) account for about 15% of
the total source of capital funds. In this case the "’other" is: Davis-Grunsky Act Bonds,
Federal payments for capital expenditures, and appropriations for capital costs allocated
to recreation. Therefore. capital costs of the SWP (about 5.1 bil!ion) were offset by as
much as 25% by these "~other" sources and the CWF-- all for a cost to water users of
about 176 million, as of 1994.

With reference to the "other" sources, federal payments and appropriations are public
funds not subject to repayment. The Davis Grunsky Act monies, although subject to
repayment, contain inherent subsidies. The act consists of 130 million reserved from the
1.75 billion made available through the Burns-Porter Act (monies are paid from the
California Water Resources Development Fund and the CWF -- breakdown unknown).
Loans were made at the current interest rate, prior to 1967, and fixed by the legislature at
2.5% thereafter. The maximum repayment period was set at 50 years; however, initial 10
year deferments -- with the accumulated interest amortized over the repayment period --
were granted to some agencies. A quantitative estimate of this potential public subsidy
was not made.

References
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APPENDIX A

BONDS SOLD (through June 30, 1996)

thousands of $

Date of Sale                        Principal     Interest
(each daterepresents aseries)

1964                           1,582,400    2,387,246
1968                           244,995     246,552
1973                              139,165      283,872
1980                            106,510      205,123
1982                                                           423,817            604,254
1983                              74,855       118,657
1983                                                      46,695              84,798
1983                              156,773      232,447
1983                                                           59,335               106,357
1986                            437,917      600,737
1987                                                            1,082,556         1,427,419
1996                           32,000      40,903

TOTAL                                                     4,387,018         6,338,365

(source: Bulletin 132-96, Table 15-11)
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APPENDIX B

Bond Debt Service Schedule

thousands of S

ACTUAL HYPO. 1 HYPO. 2
4.62%     6%     8%

Year Total Principal Interest P remain, tremain, laccum, laccum, laccum.
64 3333 0 3333 1582400 6338365 73122.7 94944 126592
65 11114 0 11114 1582400 6335032 73122.7 94944 126592
66 16742 0 16742 1582400 6323918 73122.7 94944 126592
67 26912 0 26912 1582400 6307176 73122.7 94944 126592
68 41636 0 41636 1827395 6280264 84443.92 109643.7 146191.6
69 57909 0 57909 1827395 8238628 84443.92 109643.7 146191.6
70 66436 0 66436 1827395 6180719 84443.92 109643.7 146191.6
71 76180 0 76180 1827395 6114283 84443.92 109643.7 146191.6
72 83520 1260 82260 1826135 6038103 84385.7 109568.1 146090.8
73 92628 2530 90098 1962770 5955843 90699.6 117766.2 157021.6
74 94610 4400 90210 1958370 5865745 90496.28 117502.2 156669.6
75 96442 6475 89967 1951895 5775535 90197.07 117113.7 156151.6
76 98482 8555 89927 1943340 5685568 89801.74 116600.4 155467.2
77 101593 11835 89758 1931505 5595641 89254.85 115890.3 154520.4
78 108032 18475 89557 1913030 5505883 88401.12 114781.8 153042~
79 113908 25235 88673 1887795 5416326 87235.01 113267.7 151023.6
80 114630 19315 95315 1974990 5327653 91264.29 118499.4 157999.2
81 121800 22935 98865 1952055 5232338 90204.46 117123.3 156164.4
82 143647 37170 106477 2338702 5133473 108071.4 140322.1 187096.2
83 185514 42530 142984 2633830 5026996 121709.3 158029.8 210706.4
84 181011 33385 147626 2600445 4884012 120166.6 156026.7 208035.6
85 184842 46365 138477 2554080 4736386 118024 153244.8 204326.4
86 187122 42095 145027 2949902 4597909 136315 176994.1 235992.2
87 198724 45565 153159 3986893 4452882 184234.3 239213.6 318951.4
88 202737 44855 157882 3942038 4299723 182161.6 236522.3 315363
89 231885 76981 154904 3865057 4141841 178604.3 231903.4 309204.6
90 213587 54255 159332 3810802 3986937 176097.2 228648.1 304864.2
91 230206 58705 171501 3752097 3827605 173384.4 225125.8 300167.8
92 240256 75165 165091 3676932 3656104 169911 220615.9 294154.6
93 239212 72080 167132 3604852 3491013 166580.2 216291.1 288388.2
94 337432 169191 168241 3435661 3323881 158761.9 206139.7 274852.9
95 228186 65139 163047 3370522 3155640 155751.8 202231.3 269641.8
96 252196 69270 182926 3333252 2992593 154029.6 199995.1 266660.2

(Continued on nextpage)
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APPENDIX B
(continued)

Projected Schedule...
ACTUAL     HYPO. 1 HYPO. 2

4.62%    6%    8%
Year Total    Principal Inte~st P remain. Iremain. laccum, laccum, laccum.

97 259505 80837 178668 3252415 2809667 150294.1 195144.9 260193.2
98 257170 83010 174160 3169405 2630999 146458.2 190164.3 253552.4
99 256235 86590 169645 3082815 2456839 142456.9 184968.9 246625.2
0 255424 90545 164879 2992270 2287194 138272.8 179536.2 239381.6
1 254828 94930 159898 2897340 2122315 133886.1 173840.4 231787.2
2 253213 98930 154283 2798410 1962417 129314.5 167904.6 223872.8
3 243353 94622 148731 2703788 1808134 124942 162227.3 216303
4 243036 99515 143521 2604273 1659403 120343.5 156256.4 208341.8
5 241117 102980 138137 2501293 1515882 115584.7 150077.6 200103.4
6 240127 107460 132667 2393833 1377745 110619 143630 191506.6
7 239368 112375 126993 2281458 .1245078 105426.2 136887.5 182516.6
8 254125 132960 121165 2148498 1118085 99282.09 128909.9 171879.8
9 254240 140241 113999 2008257 996920 92801.56 120495.4 160660.6

10 253631 147195 106436 1861062 882921 85999.68 111663.7 148885
11 252726 154275 98451 1706787 776485 78870.63 102407.2 136543
12 251832 161880 89952 1544907 678034 71390.15 92694.42 123592.6
13 217115 136055 81060 1408852 588082 65103.05 84531.12 112708.2
14 212396 138110 74286 1270742 507022 58720.99 76244.52 101659A
15 195217 127905 67312 1142837 432736 52810.5 68570.22 91426.96
16 182479 121555 60924 1021282 365424 47193.44 61276.92 81702.56
17 170169 115457 54712 905825 304500 41858.17 54349.5 72466
18 156286 107585 48701 798240 249788 36886.67 47894.4 63859.2
19 146814 103940 42874 694300 201087 32083.6 41658 55544
20 146635 109470 37165 584830 158213 27024.99 35089.8 46786.4
21 137441 106000 31441 478830 121048 22126.73 28729.8 38306.4
22 130884 104930 25954 373900 89607 17277.92 22434 29912
23 104526 84160 20366 289740 63653 13388.89 17384.4 23179.2
24 97383 81885 15498 207855 43287 9604.98 12471.3 16628.4
25 72300 61635 10665 146220 27789 6756.826 8773.2 11697.6
26 52398 45035 7363 101185 17124 4675.759 6071.1 8094.8
27 45332 40280 5052 60905 9761 2814.42 3654.3 4872.4
28 32667 29610 3057 31295 4709 1446.142 1877.7 2503.6
29 32917 31295 1622 0 1652 0 0 0

SUMS: 6111724 7935587 10580782

C--116240
C-116240



APPENDIX C

The following issues are relevant to finance principals, although they may not be directly
addressed in this paper:

¯ there is a relatively great geographical variation in the way water is distributed and
priced in California;

¯ as state-wide water demand increases, supply is contracting;
¯ development of some proposed water infrastructure may not be viable without use of

public funds;
water shortage in the state is exacerbated when the demand for water grows and the
price does not reflect the true costs of extraction, impoundment, and conveyance
(researchers at the University of California at Davis are currently estimating the
shadow price of water);

¯ when water itself is not priced, or when the cost of’water does not represent the cost
of extraction, impoundment, and conveyance, price signals that would exist when
supplies are becoming depleted do not act to curtail demand;

¯ water entitlements that prevent direct competition for a scarce resource inhibit the
most efficient use of already developed supplies (e.g., if entitlements were stripped
and all interests competed on a level playing field for available supplies, the prices
paid by some water agencies with entitlements would be much higher).
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HART SENA~ OF~IC[ BUILDING
SUITE 112

WASHINGTON, DC 2051~505
(202) 224-3553

senalof@boxer.=anate.gov

August 24, 1999

Lester Snow, Executive Director
CALFED
1416 9th,    #i155
Sacramento, CA 95814

Dear Mr. Snow:

I am writing to ask you for clarification with respect to a
serious matter that has recently been brought to my attention.

As you know, I have long been an active supporter of the
Central Valley Project Improvement Act, the Bay-Delta Accord, and
the whole CALFED effort to develop a forward-looking, multi-
objective and comprehensive plan for California’s water future.
I have repeatedly called for all parties to "stay at the table"
and continue to work toward a mutually agreeable solution. I also
have opposed particular p~cojects, such as Auburn Dam and the
Peripheral Canal, both of which I believe to be unnecessary,
polarizing and environmentally damaging°

It has been my impression that CALEED was in basic agreement
with these views. Auburn Dam has been explicitly excluded from            ,
consideration as a surface storage project by CALFED. A~nd, in the
December 18, 1998 Revise4 Phase II Report CALEED had set out a
seven-year planning process which explicitly deferred any
decision on a peripheral Canal until a carefully devised study
program, assessing water quality, fishery improvement and other
factors, had been completed. The media has widely reported that
consideration of a Peripheral Canal is terminated for now, and
you have been quoted as saying it is not part of the preferred
alternative.

The recent June 1999 Revised Phase II Report, however,
states that, subject to certain conditions, "a pilot screened
diversion [of significant size and which I am told is on the
alignment of the Peripheral Canal] would be constructed" and that
its operations would then be evaluated in years five to seven of
the CALFED Program.

Could you please clarify for me whether CALFED intended to
change its position on the Peripheral Canal and Delta conveyance
between December and June? If no change was intended, please so
state and indicate that the December 1998 agreement with respect
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Mr. Lester Snow
August 24, 1999
Page Two

to the Peripheral Canal is still operative. If there has been a
change, please inform me what the basis is for that change and
describe the ways in which the relevant stakeholders were
informed and consulted about this change.

Thank you for your prompt response to this inquiry. As you
know, comments on the pending EIS/EIR are due in late September
and hearings are underway on the plan. It would help all
involved to know what CALFED’s views are on this matter as soon
as possible. Please direct your response to my San Francisco
office, ATTN: Sam Chapman.

~ rely,    ~

United States Senator

cc: Regional Administrator Felicia Marcus, EPA
Interior Secretary Bruce Babbitt
California Resources Secretary Mary Nichols
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 ommitt¢  on

Executive Dieter
CArD Bay-D~lta Program
1 ~ l ~ NinO Street, Suite 1155
Sacramento, CA 95814

Dear Lester:

[ know that you are aware of the recent press reports that the CALFED documents released on June
25, 1999 indicaXe that CALFED is strongly considering policies that may lead to construction of a
significant conveyance facility between Hood and the Mokelumne River, beginning perhaps as early as
year 5 of Stage I. Specifically, the "Preferred Program Alternative" discussion on page 109 ot~ the
"Revised Phase II Report" identifies "a screened diversion of up to 4000 ct’s" as a component of the "
Conveyance Program. This project is referr~ to in several other locations in the C~ documents
as a diversion at Hood or a "pilot screkned diversion" (PSD).

I understand that no final decisions have been made, no funds have b~en committed, and that many
conditions and findings would have to precede construction of such a facility. However, the financial,
environmental, and political implications of building such a large canal in this area og the Delta are
substantial and troubling.

Obviously, the comparisons of. the PSD to the t’irst reach of a Peripher’,d Canal (of any size) are
inevitable if for no other reason than the proposed can’a] alignments are quite similar. If CALFED is
proposing construction of any new diversions and conveyances from the Sacramento River, of
whatever size. I want to be sure I have a clear understanding of exactly what projects are on the table,
and why CALFED planners believe construction might be justified. As exemplified by the proposed
~,000 cfs pilot screened diversion, it appears decisions on conveyance projects are being driven
primarily by the desir~ of CALFED planners to satisfy drinking water agency d~mands for increased
supplies, including substantial amounts of Sacramento River fresh water.

This letter identifies significant issues "affecting CAI.a~D’s decision to include the 4,000 cfs "pilot
screened diversion" (page 130, Revised Phase II Report, June, 1999) as part of" the "Pr~t’erred Program
Alternative". I have referenc "ed the CALFED documents to indicate how it is possible to conclude that
CALFED policie~ appear to many to virtually presume the construction of a large water diversion and
conveyance facility on the Sacramento River near Hood, and perhap~i even to the Peripheral Canal.

I request your written respon~ to these concerns no later than September 15, 1999.

C--11 6245-
C-116245



Mx. Lester Snow
August 26, 1999
Pag~ 2

I. CALFED’s June, 1999 reports clearly show that construction of a 4,000 cfs diversion at
Hood is planned for Stage 1, assuming certain conditions are met. The capacity of this proposed
c,’ma] is significantly }arger than the largest water supply canals serving the largest Bureau of
Reclamation Prqiect..~ (for example, the Central Arizona Project), and it is n*arly as large as the
capacity of the Delta-Mendota Canal (4,600 efs).

1.1 How was the diversion rate of 4,000 cfs determined? What agencies and/or
stakeholder representatives participated in selecting this diversion rate?

1.2 By what specific method would CALFED measure whether the Hood diversion could
be constructed without "adv#rsely affecting fish pop~dations," within the meaning of
paragraph 3 of the North Delta Improvements section on paget 130 of the 6/99 Revised
Phase H Report? Does thi~ language mean, for example, that if any developm~nta!
stage of an endangered species would be entrained or Injured by a Hood diversion that
neither that diversion nor the remainder of the Peripheral Cazlal (al~o called the
Isolated Conveyance Facility) would be constructed?

1.3 Please explain exactly how the Hood diversion would improve the North Delta.

1.4 Of what specific benefit would the Hood diversion be to drinking water quality ?
Please provide copies o fall expert opinions and supporffng documents with references
to page numbers.

1.5 What is the ant~lpated cast of a 4,000 cf~ North Delta Improvement lh’lot Project
Hood diversion, Including fish screen and, if applicable, puanpx? Please show all
individual cost item: and the bas## for these calculations.

1.6 Specifically locat~ the endpoints and alignment of a 4,000 oft Hood diversion, provide
plot maps and exaa property descr~tion~ including all Coun4y Recorder parcel
numbers, identify the current owners of the property, and ~ta~ whather, in what
manner, and at what cost they have mad# or would mal~ this property available to
CALFED or to a construction agency acting pursuant to a CALFED directtv~.

1.7 Specifically locate the ~ndpoints and alignment of the Isolated Conveyance Facility,
provide plot maps and exact property descriptions including all County Recorder
parcel numbers, idenafy the current owners of the proper~, and state whether, in
what manner, and at what cost they have made or would make this property available
to CALFED or to a construction agency acting pursuant to a CALFED directive.
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Mr. Le.ster Snow
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1.8 If there is any signtficant difference between the endpoin~ and/or alignment of the
4,000 cfs Hood diversion and the endpoint and/or alignment of the first segment of the
Isolated Conveyance Facility, describe those differences in detaff and provide maps
which specifically depict those differences.

1.9 Please describe specifically the sources for all monies CALFED intends using to
evaluate, plan, and construct the 4,000 cfs Hood diversion, including fish screen and,
if applicable, pumps, and state the dollar amount anticipated from each source and
the fiscal year of each expected receipt and expenditure.

1.10 Describe the specific measurement process CALFED intends to use to determine
whether or not there has been "fi~heries recovery" within the meaning of the Isolated
Facility Component section on page 131 of the 6/99 Revised Phase H Report and
identify the document and page where this methodology appear~ in the EIS/EItL -.

2. The 4,000 c.fs pilot conveyance facility was not identLqed as part of the Draft
Implementation Plan and Revised Phase II Report dated December 18, 1998. That document
contemplates a facility half the size of the June, 1999 project, and it is shown a.s an evaluation, not as a
gon t uction t roiect for Stage 1:

"9. Evaluate whether a 2,000 cfs screened diversion from tim Sacramento Rt er
at Hood to the Molcelunme River can be constructed to improve or maiatam
central Delta water quality, without compromi~ing fish protection acl~ieved by
operation of the Delta Cross Chatmel Or creating other adverse fishery impacts. ’"
(pages 110-1 //. Revised Phase II Report, December/8, 1998).

2.1 Who made the decision between December I8, 1998 and June, 1999 to ~ the size
of this facility? How wa~ it decried that the project "would be constructed"
begtnning perhaps as early as Year 5 of Stage 1, rather than simply "evaluated?"

2.2 Wa~ BDAC consulted regarding thes~ decision~? Which stakeholder groups,
inclgd/~g repre~elttatives of urban drinldng water supply agencies, were consulted,
and when were meetings or conversation8 conducted?

3. Information provided to Congregsional offices and staff following the release of the
CALFED Draft Programmatic Environmental Impact Statement/Environmental Impact
Report (June, ] 999) failed to highlight the 4,000 cfs pilot screened diversion project. In fact, a
document distributed to Congressional staff entitled "Recent CALFED Program Refinements". da~ed
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Mr. Lcster Snow
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lunc 23, 1999, identified eleven distinct and substantive changes that were made between December
18. 1998 and }’une, 1999, but the 4,000 cfs pilot screened diversion at Hood wa.q not included in this
list.

3.1 Why were the substantial changes to this facility between th~ December and June
drafts not identified or discussed when the June, 1999 documents were released?

4. The decision to proceed with construction of the 4,000 cfs screened diversion pilot project
will be based in large part on whether CALFED at "rains its own drinking water goals:

"If the Water Quality Program measures are consistently not achieving drinking
water quality goals, and the evaluation demon~tr,~tes that a screened diversion of
up to 4000 cfs would help achieve those goaIz without adversely affecting fish
population~; [sic] a pilot screened diversion would be cor~rtructed. " (Page 109,
Revised Phase 11" Report, June, 1999}                                              --

This requirement creates a clear linkage between CALFED’S own drinking water quality
goals and constt~ction of the 4,000 efs pilot screened diversion and naturally invites questions on
the validity of this linkage and whether CALFED’s measures will or will not achieve its drinking water
quality goals.

5. Appendix "D" to CALFED’s 6/99 Water Quality Program plan and other portions of the
Jtme, 1999 documents contain a Stage I source water target for bromide of <50 mic.rograms
per liter. According to Footnot~ "//" on page D-8 of the Water Quality Program Plan, this
target for bromide levels at the drinking water intakes was recommended by a pa.uel of
experts convened by the California Urban Water Agencies (CUWA)

5.1 Why iu~ CALFED decided to focus almost exclusively on source water constituent
levels rather than on treatment measures which could also afford protection of the
quatay of dri~dng wut~r?

5.2    Why does CALFED characterize ~ source water goal~, which would measure not the
quality of po.,’t-treatmeta drinking water but in.Delta constituent l~vel~, as drinking
water goals and drinl~’ng water quality targets?

5.3 Has the Environmental Protection Agency promulgated any standard.l or criteria for
bromide leveb at the intaket of water supply systems?
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5.4 Are the Drinking Water Quality Targets for Parameter~ of Concern~ which are li~ted
in Appendix D of CALFED’s 5/99 Water Quality Program Plan Report, the same a~
CALFED’s drinking water quality goals referred to in paragraphs 2 arut 3 of the

North Delta Improvements section on page 130 of the 6/99 Revised Phase H Report?
if not, set forth those drinking water quality goals, and Mentify the documents and
pages where they are they listed in the EISIEIR.

5.5 Describe the specific measurement process CALFED would use to determine whether
or not it has mad# "adequate improvement~ toward CA.LFED’s drinldng water quality
goals" within the meaning of paragraph 2 of the North Delt~ Improvemenl~ section
on page 130 of the 6/99 Revised Phase II Report, and identify the document and page
number where this methodology appears in the EIS/EIR.

5.6 Describe the specific measurement proces# CALFED would use to determin~
Water Quality Program measure~ "are consistently not achieving drinl~’ng water
quality goals, ’" within the meaning of paragraph 3 of the North Delta Improvements
~ecrion on page 130 of the 6/99 Revi~ed Phase 11 Repor¢, and ident~’fy the document
and page number where this methodology appears in the EIS/EIR.

5.7 State why in the Isolated Facility Component section on peg# 131 of the 6/99 Revised
Phase H Repor~ constituent parameters are set forth for total organic carbon and
bromide while neither parameter wa~ previoasly stated in the parallel section of the
December 18, I998 Draft of tho Revised Phase II Report. Explain the origin of these
consrituent parameterx and how they were der~’ved.

5.8 State whether or not the con~stituent paranteter~ for total organic carbon and bromide
which appear in the Isolated Facility Component section on page 131 of th~ Revised
Pha~ II Report and ar~ r~ferr#d to in that section a~ "measurabl~ water quafi’ty
goala,’" ar~ among th~ "drinking water quali~ goals," ref#rred to in paragraph~ 2 and
3 ofth# North Del~ lmprovement.� ~eclion on page 130 of the 6/~9 Revi~ed Pha4e H
Report. If not, start CALFED’~ q~exifi~ drinking ,ater quality goal~ for total
organic carbon and bromide, id#ntif-y th~ document and pag~ number of the F~IS/EIR
where they art set forth, and stat~ th~ origin of thes~ drinidng water quality total
organic carbon and bromid~ goals and how they were derived.

6. CALFED’s June, 1999 Water Quality Program P~an concludes (page 3-46) that it is
unlikely that the bromide target can be met:
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"it appear~ unlikely that Water Quality Program actiona" can be expected to
greatly reduce bromide cvncentrations in drinking water supplies from the
Delta."

Thus, the acknowledged inability, of CALFED’s own Water Quality Program measures to
meet one of CALFED’s most-discussed drinking water goals makes it almost a certainty the
diversion project will be constructed, assuming that it can bc constructed and oFerated "without
adversely affecting fish popul~ttions."

6.1    Why has CALFED linked construction of the 4,000 cfs pilot screened diversion
project directly to ~chieving source drinking water quality goals for bromide that
cannot be met?

6.2 Was the linkage between source water protection and the 4,000 cfs pilot screened
diversion project reviewed and approved by stakeholder representatives and/or BDA C
before it was included in the EI$/EIR as part of the "Preferred Program Alternative?"

7. CALFED’s own documents show that bromide source water target levels are not necessary
to protect drinking water quality. Bromide is an abundant and harmless constituent of sea water. It
~s not bromide which raises health concerns, but rather some brominated byproducts formed when
Delta waters are disinfected through chlorination or ozonation. For this reason. EPA’s criteria under
the Safe Drinking Water Act describe levels forpost-treatment tap water brominated constituents,
not for naturally occurring bromide. Extensive discussion of the bromide and disinfection issues are
included in the CAI.,FED Bromich~ Report, included as Appendix E to me J’une, 1999 W~ter QuaIity
Program Plan.

7.1 Given the infeasibiIfi~ of controlling naturally occurring bromides in Delta waters,
why has CALFED established stringent targets for bromide rather than promoting the
use of alt~rnativs treal’mentx to diminish the disinfectant byproducts themselves?

7.2 Ha~ CALFED considered abandoning its attempt at setting source water targets for
bromid~ and in~tead considered funding or other incentives to implement treatment
alternatives that would assist in meeting post.treatmsnt tap water criteria?

7.3 Stats whether or not CALFED will expend any funds to research and implement
advanced water treatment technologies, including ultraviolet irradiation, during
Stage 1, and if so iderwlfy the document and page number of the EI$/EIR where this
intention is set forth, and for each fiscal year state the dollar amount, source of funds,
and specific manner in which the fund~ are to be used. [f CALFED will not expend
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funds for this purpose, please explain how that posilion was arrived at. Has CALFED
engaged in discussions with several urban water districts that reportedly are
contempla~ng substantial efforts at expanded treatment a~ a feasible means for
addressing water quality target4?

As is evident by this letter, the public concerns about the Pilot Screened Diversion exist on two serious
levels. The emphasis on source water quality as a trigger for such a controversial project appears
unrealistic given CALFED’s own documentation that strongly sugg~ts the impossibility of meeting
bromide goal Therefore, the "option" of the PSD, or as some view it, a mini-Peripheral Canal, has the
appearance of a foregone conclusion. Some understandably view such ;, construct as a cynical
maneuver to guarantee failure and thus justify the isolated facility.

Secondly, there ate the serious and justified concerns that ~hc sudden appearance of such a volatile
proposal late in the CAl..FED process, with little or no apparent consultation with deeply interested and
affected interests in Wa.shin~on and in California, does serious damage to CALFED’s credibility and
undermines its claim to be a stakeholder driven process.

I remain convinced that a strong CALFED prosram can serve as a workable and effective means for
identifying options for the long term resolution of California’s water quality and quantity issues, while
retaining a full commitment to enforcement of existin8 state and federal laws. I look forward to your
timely response to the questions raised herein which will help preserve the integrity of the CALFED
process and explain how this controversy developed and how we can assure that it do~s not do severe
damage to the futur~ of CALFED.

Senior Democrat

Copies to: Hon. Bru~ Babbitt
Hon. Patricia Benek¢
Hon. Mary Nichols
Hon. Tom Hannigan
Hon, Carol M. Browner
Fell ci a Marcus
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