
’l’llt~ NATURAL HERITAGE FNSTITUTE’$
PEI:I~PECTIV-E ON CALI~D’S PROPOSAL FOR

"DEVIgLOPINC 3. DRAFT laREFEILR~D ALTERNATIV1~ PROGRAM"

This paper sets forth the Natural Heritage l nstitute’s (’NHI) reactions to the
"Final" August 5, 1998 draR of CalFed’s "Developing a Dra~ Preferred Program
Alternat ire"

Phased, incremental decisi0~,-makh,g with identified triggers and preconditions
seems more realistic than attempting an immediate "~Iobal solution’.’, given the current
-lack of progress in achieving a stakeholder consensus on a long-range program. Wd must
add, however, that more could be achieved in overcoming the eurrem impasses that have
developed around~ certain "irreducible" deal points through a ,~tisfactory program of
mutual assurances~whieh should not be beyond reach. For instance:

Tl~e impasse over the delta water transfer options.: Fishery impacts and source
water quality impairment caused by the south delta pumps might be ameliot:ated by
adding an additional point diversion at Hood and orchestrating the two diversion
points to avoid fishery’ impacts. Itowever, this {g a viable option only i£coupled with
adequate guarantees of two types: (1) guarantees that a dual conveyance arrangement
will not merely transfer or ~,acct’bato tla~ fishery piubl~m~ (as ~ ~nuit of im~t eas~ in
Water exports, for instance); and (2) guarantees that this will not lead to abandoning
delta agriculture ~o increasingly salinized water supplies. While difficult, crafting
such. guarantees should not b¢ imoossib!e.

The impasse over water supply reliability options: Agricultu~’e’s inaistenco upon        ..
increased surface storage confuses means with ends. Reliability of dry year supplies
can be achieved in a number 0fways. Starting with methods that are likely to be
faster, cheaper and more environmentally benign than surface storage options should
be preferable to all stakeholders, including agriculture, if accompanied by satisfactory
assurances that the. reliability targets will ultimately be reel These better options

~nclude. r,.. fully compensated water transfers from low-value to high value agricultural
uses coupled to groundwater banking (vunjuactiv¢ water management). This can be
done in a manner that assures current levels of agricultural profitability (probably
with less sectorai use of water). An impediment in defining the needed assurances is
lack of specificity as to the definition of agricultural water reliability We wonder
whether a core team of independent experts, certainly includingagricultural
economists, might not be able to make the kind ofpto~-ess in definin~ what is needed
to provide agrieultural water reliability as "the EILPP core team has made in defining
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’ 9what is needed to provide ecosystem restoration. In our wew, reliability is not more
water in tote, it is more water when it is othor,,vise scarce. That may require an
improvement in interannual storage, but it probably does not require more surface
re.~ervoirs.

tz The impasse over conjunctive water management in the Sacramento Valley:
.Designing a conjunctive use program with assurance that legitimate groundwater
rights will not be impaired is not rocket science. The problem here is more perceived
than real. Water ktw academies, not representing client interests, could solve thi~
problem readily.

One way to move forward in a phased manner without s~tting offalaim betls would
be to construct a bundle of iow-confllct initiatives that advance the interests of all
stakeholder sat~ors in a balanced fashion and which do not involve irretrievable
commitments toward ~y alternatives that are currently in controversy. This might be
done while �ominuln8 the technical work o~.z a ~¢xt putcntlal bundle of actions where the
existing controversy is amenable to technical resolution. By unraveling the knot loop by
loop, a gl6bal package might eventually emerge. In the meantime, momentum will be
created around feasible solution opportunities and the dimensions of~he Conflicts will be
redueecl.

An illustrative initial bundle might include the following elements:

Low ¢onflic~ delta restoration opportunities identified in the eollaborm.ion be~wee, n
NEI and the delta landowners and Delta Protectiort Commission plus agreement on
principles and process for a !ong-term delta restoration prOgram

The ERPP core ~cam a,e~ion list

Subsidence reversal aetibns                         ’

u Design era San !oaquin Valley conjunctive water managem~mt program

Design era Friant Unit reoperationoption t.o al!ow recovery of’the malnstem San
Joaquin giver.

a Agricultural water district buy-back and mediated transfer programs building out
from the SI,DMWA Waterl.ink pro[iram

Development of an emergency response p~:ogram tbr delta levees

Igstabi~shment era delta management entity

Allow Joint Point of Diversion with division of benefits. ~
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~uzg,esdons_for lmvrovin~ the Dra t Pro erred Prozram Alternative;

There are several problem~ with the "proem element" [inkage~ th~ "n~d to
pro~ss toe.her" du~ng ph~ I. Some essential components ~� simply lc~ out, such
as subsidence reversal; some li~ages ~� inappropriate such ~ noah of delta conjunctive
use tim to noah of delta surface storage (these ~e ~mpeting, not ¢omplem¢nta~
options and groundwater storage ~mpet~g muck better than ~rfa~ ~ozage); and some
of the most impo~t "common elements" reflect flmost no pro~ss beyond the status
quo, Th¢ latter invlude water quMity improvuments, water e~oiency improvements,
water ~ansf~s, ~ oonjunctive water management.

u Levee ~stem integrity: The document ac~owI~ that the del~ l~vaeg are
~lnerabl¢ to ~ilure from ~hqu~es ~d floods ~d then proposes a Iong~te~
str~e~ to maintain them rath~ th~ a long-term strate~ to m~¢ them unncccssa~
(or at least less n¢cess~) through subsidence reversal. P¢~¢mal reliance on
. ~ismically ~l~erable and ~$h-maintenance ea~hwor~ in ~e delta is not
sumainablo or cost~ff~tive. A f~ better vision is maintenance of levee System
integrity as ~ imerim step in a long-range progr~ ofsubsiden~ rever~l. It is the.
latter that should be empha~i~ as a linked prepare element.

o Subsidence r~¢rsai: This d~afi would include ~ elemeat
but shi~ away ~m a ~mmitment to subsideneeT~er~l and rebuilding the delta
island Iandibrms. T~t is a big job and will rake t~e. But the isle is where, how,-
how much, and ~w long, not whmher thi~ should be ac~mplished. ~stofing much
of the delta to ~ level is ultimately n~es~ no matter what ~x ofland uges~
shallow water habitat~ ~d a~IturM ~S~--evolve over tim~, Thi~ io neco$~ to
liberate the delta ~om the pe~emal threat of catastrophic lsv~ ~ai!ure and m~e it
mstainab!~ ~r~h~ long-ran. A ~turo not dependent upon p~ual maintenance of
the tev~ system would al~ ~ less expensive. A more reNistic time~ame for the
Iong-te~ implementation pha~e would be 40-50 ye~s rather than "30 or more
ye~s", to allow for t~ ~uhsid~ reve~l techniques to nm to ~mplN~n. This
mcommend~ r~tor~ion timelino is roughly temptable to th¢ ecosystem decline
tlmeline that ha~ ¢lap~ since the construction vf the major water projects.

~ Water supply rellabili~: The do~ment’s "t~ee.pm street’ to reduce ~ict
~d meet wat~ m~ply reINbility goals includes reducing "~e mismatch between
~pply and beneficial u~s’. Leaving ~ide the l~ge problem of en~romenml
p~icipat{o~ m~k~s ~e the way ~uppl$ and demand ~� brought into balanee for
~onomic goods. If there is a mismatch be~ea supply and demand in ~e system
(for co~mptive ware0, i, is simply because the price for w~er i$ less th~ the
m~ket clewing price. That is the classic ~’erse eff~t of subsides. ~e solution is
m increa~ the value o~water ~ the consumptive ~ors. ~st c~ be done without
increasing the cos[ of water from the publicly deveio# s~ply sy~ems by instituting
a ~n~ioning wmer ~ket. Not~ly, ~e CalF~ prowam has y~ to describe what
will ~ done to r,move the cu~ent barri,rs to nimket
concrete su~tions in that reg~d below.
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Water transfers: The w~ter tra~lsf’c~ ~ection fails to deal with the fundamental
constraints to a workable water market;

(1) The lack of’tra.r~fer facilitation m~hanisms. Water district.q need to be
encouraged to ~ as a mMiator or broker for the ~ms~ar of water
d~tri~ bounders. Only water districts ~ play th[~ role for a ho~t
and in~i~t{onal mains, ~ncludla~ the "common p~l" tr~atmenl ofcomra~
watc~ ~upp]ies and 0vefcoming the ~an~c~ion costs a~iat~ w~th multiple
layers of review and approval;

(2) The ~p¢ of water mo~ e~ily ~lva~e~ ~om on-farm appIlcatlon~eep
percolation--is inelisible for trmsfer under ~ent law. Most of the ~oundwater
rcchar$c in the C~ntral V~cy is from ~ sm Fa~ water. ~us, it is p~ of
the publicly developed water supply. And this ~oundwater is a ve~
&action ot~e supply side ofth~ water ~u~ion. lute~afin~ t~s potion 0£ the
supply system into a m~ket could produce ~ubst~tiat efficiency benefits.

(3) The cutr~t r~lato~ st~cture v~ually =~ures ~� the o~y m~ket~ that
will emerge will be for water (where there is li~le feliabUJty of supply) not water
rish~ (which do ~v~ d ~vli~bility).

(4) Cu~ent institutional.~ements ~ke it difficuk £oc buyers to g~ ~c~ss to
conveyance or stor~e for water which they may ~rch~

Thied pa~ impacts of transfer; "Prot¢~o~’ ~om third p~ impacts
use~l or r~i~tic qu~ificadon on a wate~ ~ransfer fram~ork. E~no~¢
will be m~imized if water transfers ~me out of low value a~¢ultur~, which
happens to be con~ntrat~ where water is ch~p and/or the ~� of crops grown
only m~nally profitable, Thus, c’,e~ia Io~Iized ~no~es and ~mmu~ties will
be dispropo~i0nately affect~ by a state.dewater trans£er ~amework. That is not
bad, k is g~d, Avoiding the impacts is not a r~ional obj~tiw, The goal should be
~, provide tr~sidonai ~[s~c~to e~ passase into a more sust~nable e~nomic

Water use e~iene~ p~g~m: By relying on the AB ~616 pr~am and
t~eal assi~ce pro~, t~s Ca~ed element es~ntiaily fails to mow beyond
th~ sta~s q~. ~ is a s~riou~ di~ppoimmem, which und~in~ cn~ronmcnt~
panidpation~ the A~cM~r~ Water M~agement Council.

Calm ~ws ks role in water use efficiency improvements as prodding "as~rances
that costreffe~v~ efficiency me.urea are implemented".. The problem is that at the
cu~ent p~c~ of ~gatlon ~vater, w~ch in som~ �~s a~ subsidized ~d in
refle~ no ~um of value to the public which o~s t~s wa~r, there is no~ a lot of new
t~hnology or t~ludqu~ tlmt is cost-justified ~m the st~dpoint of the i~gator,
although ~bst~tial efficiency improvements may he w~t~ ~om the ~dpoint
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of alternative uses of that water. This is why prescribing "best management
practices" has auoh limited potential and why, ultimately, ~he value of the water in
alternative uses must provide the incentives for l~rger investments in water
conservation technology and technique. That is to say, water markets are the key to
water efficiency improvements in agricfilture, for the benefit of agriculture, a.~ well as
the other sectors. Until Coifed recognizes the economic dimension of water use and
�on~ervation, it wi!l remain locked in a vle,,v of water effle[cney that stalls out ~ the
"status quo’.

The water transfer and water use efficiency linkage: The document treats these as
discrete items whereas, for agriculture at least, they are actually two sides of the same
coin. Our empirical work v, dth C.VP contracting distrlcts confirms that market
incentives are the essential driver of efti¢iency improvements in agriculture.

Conjunctive Use: Both Of tl~ese dim~nsiona (;an be: addra.~ed through a conjunctive
use program, which involves the purposeful storage of developed water in
groundwater basins for use in drier y~,rs, CalFed only dimly glirrt~)s,s the potential
here. By limklng conjunctive use to locally controlled projects in the. San Joaquln.
Valley, the program t~oref~oeg most ofth~ poIantM water supply r~liability
improvements that tltis technique can provide. The groundwater fights objections to
Sau[aumntu component can be addressed through a properly tailored program. And,
while volunt .aXy partMp~tion itt storing groundwater is ~t prerequisite., central"
orchestration (rather than local control) is the key to ~stem-wide benefits, North of
delta conjun~ive use is made cbntiageat on north of’delta surface storage. But
conjunctive use i~ likely to eliminate+the need for surface storage md would be
cheaper, quicker and cnvlronmcntaJly preferable;

8uria~:e storage: This section wouldjusti~ additlonal’surtkce storage by resort to
the classic "multiple-benefit" rationale. As usual, the ancillary benefits are largely a
pretext. A coajun~ive u~ program can provide much of’the same flood control
taenefit~ without axtdifional reservoirs, fl~t w~.ter recreation i$ cert~.inly not in shorl
supply in a state with some 1800 reservoirs, and additioml surface storage is not
needed [’o~.~ �~ujunctiv~ us~ program. Indced,-ad~litional ~rfacc goraf~e probably
defeats conjunctive.use ~nitiatives.

The ideR of conditioning surface .¢torage on certain "snl~.-pRth" tdggar.� ~ ~
point but does not far enough. A better linkage would be ~t requirement that the
alternatives lhat m-~ l~k¢ly to p~rf’orm b~ttrr ~t~{n~t ~o~t, ~tvir~nm©ntal aad temporal
criteria be exhausted before surface storage iswarrant~d~ This would not eliminate
the surface storage option, but would make it a strategy of last resort.

Essential to constructing the optimal s~quence and mix of solutions is specifying the
problem. It will remain impossible to have a rafiiand d~bate on how best to me~t the
"water supply reliability" objective of CalFed until that Obje~iv¢ is specified with
some precision. It would be: a mistakg to attempt to do that in terms of some fixed
quanti~y of deliverable water or dry year water because "demands" will remain a

5

13--006825
G-006825



£FNT RY’.    NAT.HFRTTAGF    TN£T. ~ .q-    .q-.qR iR:.R3; 4JR PRR h.5.R.~ => .qlRR.54.Q7Rh; #7/R

function of cost and of supply alternatives. It wilt therefore remain highly dynamic
and debatable throughout the implementation term oft.he Cal Fed program. More
realistic is to specify cectain reliability improvements o~er the statu.~ quo that make
’ the CalFed package "worthwhile" for the consumptive sectors. The solution sets for
these.goals could then be assessed and compared against environmental, cost and
temporal criteria. Additional surface storage is not likely to compete well in this
arena.

Conveyance: ’t’ymg a delta conveyance facility, if it is judged in later phases to be
the superior alto’native for fishery protection, to construction of new regional surface
storage is pernleious. This suggests that the environment can not g~t a Iish-~iendly
delta diversion fix unless more dams are built to counteract the benefits. This is
particularly offensive since increased storage does nol n~cessitate additional dams.

Water quallt~: On page 15 the document states that "CalFei5 will rely extensively
on existing Ideal and regional water quality improvement activities"..~tually, it
looks like CalFed is relying on these aetivitie.~ exe.h,.~iv~.ly Whe~’~. i.~ the "vahm
added" of the CalFed program for the Water quality objective?

The "beneficiaries pay" principle: The document needs to°r~concile its cat[ for
both a "bertefits-based approach" and a "publiclprivat,~’ cost split in the financial
agreement to b¢ achieved in Phase I. In general, we believe that broad public l~enefi~S
such ~s environmental restoration are appropriate for public financing whereas
consumptive water supply benefits ~hould be financed by the �ontainer. However,
this formula does not recognize the distinction between mitigationfor environmental ¯
dat’na~: dt~dy t~au~trd by water diversion~ (e.g., VA.M~P or AFKP) mad
environmental enhancement, What share of mitigation should be borne by the
diverters, and what share by the public? Resolving this issue is a key to avoiding the
type of showdown that emerged this year with the governor’s.bond propo~l.

We note also that the proposnl for "%rediting for other parallel efforts or contributions
tO Category III" should not confer a credit for water provided under the VAMP     .
agreement that i, paid for out of the Restoration Fund. Thus, th~ SJKG-A would have
to contribute to the CalFed solution in proportion to the supply reliability
improvements it receives, in ot~r view.

Adiptive management:.: Page 5 proposes four elements o£adaptive managemenL
The~e at;tually look lik.~ elements of’phased managemem. While pertinent to
adaptive management, a key element is not given sufficient prormnence. In our view,
a key ingredient of ~daptive management is adaptation of the management
arrangements in response to improved information This is really a matter of degree
in that regulations and management criteria are never really immutable. The problem
is that under the status quo, the ability o£reb*ulators ~tnd managers to r¢spond tO
improved knowledge is hampered by debates over th, reliability and interpretation of
the data, the large process requirements, and the accompanying transaction costs and
delays. If adaptive management is to be an,improvement on the status quo, the heart
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of it must be a system where improved knowledge translates into improved
management in a manner that is relatively trampar~tt, pt~diotable, routia¢, immediate
and automatic. That type of mechanism is much harder to construct than performance
go~ds, models, and monitoring programs. Yet, without the respons~ mechanism,
"adaptive management" vdll amount to little beyond tinkering around the edged of"
the status quo.

Environmental water,purchases: The a.dequaoy of the proposal for a $20 million
water purchase fond depends on whether the fund is capital or annual expense money.
If the former, it’s annual water purchase value is only about $2 million. That will not
buy much water in today’~ market (about 20,000,50,000 acre feet Compare,.d to the
I00,00t3 acre feet suggested in the document). The basis £or the l&O,000 acre feet
eslimate of environmental watzr need is not justified. Its relati0nto the 800,000 acre
feet o£ CVP yield for the environment under the C3,rPIA is also not. made clear. An
idemified and reliable source of funding is essential. Recapturing excess profits from
water transfers to er~te a purchase fund warrants ¢ortsideration.
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