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Status Update on Senate Bill 1155 (Machado) regarding implementation of CALFED actions 

Description 

Background.  In June 2003, stakeholder and state/federal water project representatives in the Bay-Delta began 
discussions to resolve inter-project disputes and propose a series of water supply, quality, and environmental 
projects that would move CALFED from planning to implementation.  These initial discussions broadened to 
include meetings with Delta interests and state and federal fishery agencies, evolving into a proposal commonly 
referred to as the 2004 Delta Improvement Package.  Key features of the proposed Improvement Package include: 
expansion of State Water Project pumping capacity, improved operational integration of the SWP and the Central 
Valley Project, reductions in ocean salinity intrusion into the Delta, flow augmentation on the lower San Joaquin 
River, actions to reduce upstream salt loads, improvements in Delta water quality, development of a long-term 
Environmental Water Account, among others.  All of these actions are included in the South Delta Improvement 
Program (SDIP) called for in the CALFED Record of Decision. 

On Jan. 28, 2004, Senator Michael Machado (D-Linden) introduced SB 1155.  This bill would prohibit a public 
agency, including the California Bay-Delta Authority and Department of Water Resources, from assisting in the 
increase of SWP pumping from the Sacramento-San Joaquin Delta unless specified conditions are met. 

Status.  The Senate Agriculture and Water Resources Committee convened an informational hearing, which was 
designed to lay the foundation for SB 1155, on Feb. 17, 2004.  The subject of the hearing was "Restoring the 
Sacramento/San Joaquin Delta:  Where Do We Go From Here?"  The hearing included witness panels consisting 
of Delta export interests, Delta water users, environmental interests, and state/federal agency representatives.  
Vice President Tim Quinn presented testimony and represented Metropolitan on the Delta export interest panel.  
The first policy committee hearing on SB 1155 is on March 16, 2004. 

Bill Summary.  SB 1155 provides that certain actions must be completed prior to increasing the amount of water 
pumped from the Delta.  These actions include: 

• Develop and implement a plan to meet all existing water quality standards and objectives for which the 
state and federal water projects have responsibility; 

• Finalize a State Basin Plan Amendment and Total Maximum Daily Load (TMDL) for constituents that 
cause low dissolved oxygen in the San Joaquin River and begin implementation of source control 
measures; 

• Finalize a State Basin Plan Amendment and TMDL for salinity in the lower San Joaquin River and begin 
implementation of source control measures; 

• Complete a study and provide a recommendation to the California Bay-Delta Authority on the use of 
recirculation to meet Bay-Delta Program objectives; 

• Determine the scope and feasibility of restoring habitat and hydraulic needs on Franks Tract in the Delta 
to optimize improvements in ecosystem restoration, levee stability, and Delta water quality; 

• Adopt an Urban Water Management Plan Certification Process; 
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• Convene an independent review panel on appropriate measurement.  This panel shall provide guidance to 
help define appropriate measurement as it relates to surface and groundwater usage; 

• Complete a funding plan to dredge and install operable barriers to ensure water of adequate quantity and 
quality to agriculture within the South Delta; 

• Complete environmental studies for floodway improvements on the lower San Joaquin River to provide 
conveyance, flood control, and ecosystem benefits; and 

• Reconvene and complete the department’s open CALFED process to develop a project specific operation 
plan that addresses the potential impacts of increased pumping. 

Each of these elements is required to be developed through an open CALFED Bay-Delta process and conform to 
the CALFED Solution Principles. 

Staff Analysis.  Analysis of SB 1155 reveals that many of the issues and conditions described in the bill are 
currently being addressed in discussions between export contractors, state/federal agency representatives, and 
Delta interests.  Therefore, this legislation is premature.   

Other conditions mandated in the legislation are inconsistent with Metropolitan’s Board policy principles related 
to CALFED.  Key examples of this are: 

• The legislation is proposing to change the timing in the CALFED ROD related to the implementation of 
water supply and water quality projects; 

• The legislation would preclude implementation of the SDIP and the Delta Improvements Package now 
under consideration by the California Bay Delta Authority until “all” activities are met, which include 
those unrelated to the proposed increase in Banks Pumping Plant capacity or its potential effects; 

• The legislation would transfer the decision-making function of ensuring a balanced CALFED Program 
from the California Bay-Delta Authority to the legislature.  In 2003, the California Legislature 
specifically created the California Bay-Delta Authority Act to ensure this decision-making function 
remains with the governor appointed (and legislative confirmed) members of the Authority.  These 
members represent interests throughout the state; and 

• The legislation contains certain conditions that are:  (1) outside the control of the projects (e.g. setting 
basin plan amendments regarding TMDL for dissolved oxygen and salinity); (2) unrelated to the Delta 
Improvement Program or its effects (e.g. development of a certification process for urban water 
management plans); and (3) controversial and would take years to complete (e.g. proposed legislation 
regarding surface and groundwater measurement). 

Related information.  Recently, the State Legislative Analyst Office released a report on the CALFED Bay-
Delta Program that included a discussion of program financing and the beneficiaries-pay principles contained in 
the CALFED Record of Decision.  Staff will provide an analysis of the report and begin discussion of potential 
Board principles related to the beneficiaries-pay principle at the next Board meeting.  A copy of the relevant 
sections of the Legislative Analyst Office report is attached (Attachment 1). 

Policy 
In July 1999, the Board adopted Policy Principles directing staff to support legislation concerning CALFED that 
is consistent with Metropolitan's Bay-Delta Policy Direction Framework and the Statement of Needs 
(Nov. 15, 1999).  The Framework and Statement of Needs call for enhancement of water system capability 
through expanding pumping at the SWP Banks Pumping Plant and interchangeable operation between SWP and 
Central Valley Project facilities. 
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Fiscal Impact 
None 
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Legislative Analyst’s Office

CROSSCUTTING
ISSUES

Resources

CALFED BAY-DELTA PROGRAM:
AT A FUNDING CROSSROADS

The CALFED Bay-Delta Program (CALFED), a consortium of 12 state
and 13 federal agencies, was created to address a number of interrelated
water problems in the state’s Bay-Delta region. To date, there has been
little direct application of the “beneficiary pays” principle in allocating
the costs of this program, even though a funding gap of roughly $6 billion
is projected to exist over the program’s first seven years. We propose a
framework for applying this principle and recommend that the Legislature
take the following steps to implement this framework:

• Enact legislation adopting the beneficiary pays principle for
funding CALFED and providing guidance on its application.

• Enact a user fee on a broad group of Bay-Delta system water
users to partially support CALFED activities that jointly ben-
efit the public-at-large and this group of water users.

• Reevaluate the cost-sharing provisions for water projects under
current law.

• Enact legislation directing the California Bay-Delta Authority
to submit updated long-term financial plans as part of its an-
nual budget proposal to the Legislature.
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CALFED’S FUNDING HISTORY

CALFED Created to Address Bay-Delta Water Problems
The CALFED Bay-Delta Program. Pursuant to a federal-state accord

signed in 1994, CALFED was administratively created as a consortium of
state and federal agencies that have regulatory authority over water and
resource management responsibilities in the Bay-Delta region. The
CALFED program now encompasses 12 state and 13 federal agencies.
The objectives of the program are to:

• Provide good water quality for all uses.

• Improve fish and wildlife habitat.

• Reduce the gap between water supplies and projected demand.

• Reduce the risks from deteriorating levees.

After five years of planning, CALFED began to implement programs
and construct projects in 2000. The program’s implementation—which is
anticipated to last 30 years—is guided by the “Record of Decision” (ROD).
The ROD represents the approval of the lead CALFED agencies of the
final environmental review documents for the CALFED “plan.” Among
other things, the ROD lays out the roles and responsibilities of each par-
ticipating agency, sets goals for the program and types of projects to be
pursued, and includes an estimate of the program’s costs for its first seven
years. In the ROD, these costs are projected to total $8.5 billion for the
program’s first seven years (2000-01 through 2006-07). This amount has
recently been revised upward to $9.2 billion.

CALFED Overseen by the California Bay-Delta Authority. Chap-
ter 812, Statutes of 2002 (SB 1653, Costa), established a governance struc-
ture for CALFED. Of the most important elements of this legislation was
the creation of a new state agency in the Resources Agency—the Califor-
nia Bay-Delta Authority (CBDA)—to provide oversight and coordina-
tion of CALFED. Among the duties of CBDA are the annual review and
approval of long-term expenditure plans of the implementing agencies
and the preparation of a comprehensive program budget proposal.

Legislative and Other Direction Guiding CALFED Financing
The financing of the CALFED Bay-Delta Program (CALFED) has been

guided by funding principles found in the CALFED Record of Decision,
various statements of legislative intent, cost-sharing provisions for water
projects found in state and federal law, and state bond matching
requirements.
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There are a number of places in law that provide guidance regarding
the financing of CALFED. As discussed below, the ROD contains some
guiding principles, including the beneficiary pays principle. The Legis-
lature has also provided direction on a number of occasions regarding
how CALFED should be financed, namely in the annual budget act. Fi-
nally, state and federal law include cost-sharing arrangements for water
projects in general that are relevant to CALFED. In some cases, the cost-
sharing pertains to a certain type of project, such as local levees in the
Delta region. In other cases, the cost sharing is in the form of a matching
requirement for state bond funds.

Record of Decision Envisions a Federal-State-Local-User Funding
Partnership. The ROD allocates responsibility for paying the program’s
projected costs among federal, state, and local/private sources. In most
cases, the cost sharing reflects simply a 50-50 split between state and fed-
eral sources or a 33-33-33 split among federal, state, and local/private
sources. Thus, it was contemplated that each level of government, as well
as water users benefiting from the program, would all be major players
in financing the program. As will be discussed below, the program’s fi-
nancing to date has turned out rather differently, with the state picking
up a majority of the tab and the federal government lagging substan-
tially in its support.

Record of Decision Adopts the Beneficiary Pays Principle. The ROD
also states that “a fundamental philosophy of the CALFED Program is
that costs should, to the extent possible, be paid by the beneficiaries of
the program actions.” The ROD, however, provides few details as to how
this principle would be implemented. One exception where specific guid-
ance was provided is the ROD’s direction that a user fee be developed—
to raise $35 million annually—to support ecosystem restoration activi-
ties that benefit Bay-Delta water users.

The CALFED Implementation Plan (a companion document to the
ROD) also references the development of a “user fee” to partially sup-
port CALFED program costs and provides a policy rationale for the ben-
eficiary pays principle. In addition to CALFED agencies considering this
policy to be equitable and fair, the plan states that having beneficiaries
pay for programs encourages more careful review by beneficiaries of their
water needs and of program costs in relation to the benefits they receive.
In addition, public funds are spent more cost-effectively to the extent that
the implementation of the beneficiary pays principle encourages the ex-
amination of a broader range of alternatives to meet program goals.

Legislature Has Provided Direction Regarding CALFED Financing.
While neither the CALFED governance legislation (Chapter 812) nor other
legislation lays out a comprehensive framework for how CALFED should
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be financed over the long term, the Legislature on a number of occasions
stated its intent regarding CALFED financing. These include budget con-
trol language in the 1999-00 and 2000-01 Budget Acts stating that benefi-
ciaries of surface water storage projects that proceed to construction
should reimburse all prior planning expenditures made from the Gen-
eral Fund. Similarly, in the Supplemental Report of the 2002-03 Budget Act,
the Legislature directed CALFED to draft a financing plan for potential
surface storage facilities consistent with the beneficiary pays principle.
Finally, the 2003-04 Budget Act includes a statement of legislative intent
that CBDA submit a broad-based user fee proposal for inclusion in the
2004-05 Governor’s Budget, consistent with the beneficiary pays principle
specified in the ROD. (We discuss the status of CBDA’s user fee proposal
later in this write-up.)

Federal and State Cost-Sharing Provisions for Water Projects. There
are various provisions under state and federal law that provide for a shar-
ing of costs among federal, state, and local/user sources for the construc-
tion and operation of certain types of water projects. Some of these provi-
sions reflect cost-sharing arrangements that were established several de-
cades ago. As will be discussed later, the Legislature may wish to re-
evaluate the appropriateness of some of these provisions, including their
application to financing CALFED-related projects. This is because if ap-
plied to the financing of CALFED projects, some of these cost-sharing
provisions might deviate significantly from the application of the benefi-
ciary pays principle. Figure 1 highlights a number of the cost-sharing
provisions under current law.

State Bond Matching Requirements. In addition to the cost-sharing
provisions discussed above, a number of state bond measures, or their
implementing legislation, providing funding for CALFED projects either
require, authorize, or encourage matching funds. For example, Chap-
ter 240, Statutes of 2003 (AB 1747, Committee on Budget), provides that
the Proposition 50 grant and loan project solicitation and evaluation guide-
lines may include a requirement for matching funds. As a result, match-
ing funds are currently “considered” in the selection of CALFED’s Propo-
sition 50 ecosystem restoration and watershed grants and are a require-
ment of the Proposition 50 water use efficiency grants.

As regards Proposition 13 bond funding, the bond measure in gen-
eral encourages, but does not require, matching funds for grants in
CALFED’s ecosystem restoration, groundwater storage, conveyance, and
water supply reliability program elements. In many cases, the CALFED
implementing agencies have chosen only to consider the availability of
matching funds in their Proposition 13 grant selection rather than require
the matching funds. However, Proposition 13 grants under CALFED for
conveyance, water use efficiency, and capital projects to control nonpoint
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source pollution are subject to matching requirements. Finally, CALFED
agencies consider without requiring matching funds in their selection of
Proposition 204 ecosystem restoration grants.

Figure 1 

Federal and State Cost-Sharing Requirements 
For Water Projects 

Type of Project  Cost Allocation 

Federal Law  

• Federal construction of water supply 
projects by USBRa and Corpsb 

• 100 percent nonfederally funded; 
except in case of Corps-constructed 
irrigation projects, 65 percent federal 
share, and 35 percent nonfederal 
share 

• Federal construction of flood control 
projects by Corps 

• 65 percent federal share, 35 percent 
nonfederal share 

• Federal construction of 
environmental restoration projects 
(mainly Corps) 

• 65 percent to 75 percent federal 
share, 25 percent to 35 percent 
nonfederal share 

• Central Valley Project Improvement 
Act environmental mitigation 
projects 

• 37.5 percent federal share, 
25 percent state share, 37.5 percent 
local share (for most projects) 

• Operations and maintenance of 
federally constructed projects 

• 100 percent nonfederal share 

State Law  

• State Water Project (SWP) planning, 
construction, and operations and 
maintenance of SWP projects 

• 100 percent to SWP water users 
(including costs to repay bond 
financing) 

• Construction of federally authorized 
flood control projects 

• Of the nonfederal share, 50 percent 
to 70 percent state, 30 percent to 
50 percent locals 

• Delta levee improvements • Up to 75 percent state, 25 percent 
locals under the delta levee 
subventions program; 75 percent to 
100 percent state, 0 percent to 
25 percent locals under “Special 
Projects” program 

a U.S. Bureau of Reclamation. 
b U.S. Army Corps of Engineers. 
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State Funds Have Contributed Most to CALFED
The CALFED Bay-Delta Program (CALFED) has largely been funded

by state bond and general funds, with substantially lagging federal and
other nonstate support. Our review finds that there has been little direct
application of the beneficiary pays principle in developing CALFED’s
budget proposals up to now.

State Has Been the Major Contributor to CALFED, by Far. Although
the ROD envisioned CALFED being financed over time by roughly equal
contributions of federal, state, and local/user funding, the state has been
by far the major funding source for the program’s first four years, pro-
viding over $1.5 billion, or almost 60 percent, of funding. Figure 2 shows
the imbalance of the contributions of these three funding sources.

Figure 2 

CALFED Funding, by Source 

2000-01 Through 2003-04 
(In Millions) 

Year State Funds Federal Funds 
Local/User 

Fundsa Total Funding 

2000-01 $342.3 $51.2 $118.6 $512.1 
2001-02 380.6 67.6 138.4 586.6 
2002-03 299.0 70.9 309.9 679.8 
2003-04 489.3 55.4 292.3 837.0 

 Totals $1,511.2 $245.1 $859.2 $2,615.5 
a Includes revenues from Central Valley Project Improvement Act Restoration Fund (funded by water 

users), State Water Project contractor revenues, and local matching funds mainly for water recycling 
grants. There is additional local funding of an unknown amount that supports CALFED objectives, but 
is not currently tracked by the California Bay-Delta Authority unless it is in the form of matching funds. 

Almost all of the state funds supporting CALFED have been taxpayer-
supported “general-purpose” funds, namely monies from the General
Fund and bond funds. Apart from a relatively small contribution from
State Water Project and Central Valley Project contractor revenues, no
user fees have supported the program. The local funding support for the
program, while significant, largely reflects a match for state bond funds
mainly for water use efficiency projects.

Consequences of Lagging Nonstate Support. We find that the lag-
ging nonstate support for CALFED has affected the amount of funds avail-
able for the program’s various elements very differently. As shown in
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Figure 3, the biggest gap between funding anticipated in the ROD and
actual funding during CALFED’s first four years is found in the drinking
water quality (funding shortfall of 73 percent), levees (68 percent), sci-
ence (52 percent), and water transfers (57 percent) program elements. (The
funding gap for levees and science in future years will be partially ad-
dressed by Proposition 50 that provides funds explicitly for these two
program elements.) Other program elements—water use efficiency and
ecosystem restoration in particular—have had access to substantial state
bond funds in order to make up most of a funding deficiency due to lag-
ging nonstate support.

Figure 3 

CALFED 
Funding Requirements Versus Actual Funding 

2000-01 Through 2003-04 
(Dollars in Millions) 

 Years 1-4a Funding  Shortfall 

Program Element Requirementsb Actual  Amount Percent 

Ecosystem Restoration $764.0 $693.5 -$70.5 -9% 
Environmental Water Account 217.9 168.1 -49.8 -23 
Water Use Efficiency 1,033.0 851.9 -181.1 -18 
Water Transfers 4.9 2.1 -2.8 -57 
Watershed 175.0 103.3 -71.7 -41 
Drinking Water Quality 311.0 82.7 -228.3 -73 
Levees 269.0 86.0 -183.0 -68 
Storage 485.7 279.3 -206.4 -43 
Conveyance 200.8 125.1 -75.7 -38 
Science 210.0 99.9 -110.1 -52 

Water Supply Reliabilityc — 78.8 78.8 — 
Oversight and Coordination 51.0 44.8 -6.2 -12 

 Totals $3,722.3 $2,615.5 -$1,106.8 -30% 
a 2000-01 through 2003-04. 
b Pursuant to Record of Decision. 
c Could include conveyance, water storage, water use efficiency, water transfers, and Environmental 

Water Account expenditures. 

Little Direct Application of the Beneficiary Pays Principle. Our re-
view finds that during the course of the program’s first four years, few
funding decisions appear to have been made by the CALFED adminis-
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tration that involve an intentional, direct application of the beneficiary
pays principle. (There are a few exceptions to this. For example, CALFED’s
water conservation grant program has developed a new process in which
each grant application is reviewed to determine the local and state share
of the benefits and costs.)

While CBDA indicates that the program has followed cost-sharing or
matching requirements in current law or state bond implementation
guidelines, it is unable to say if existing practices are consistent or incon-
sistent with the beneficiary pays principle. Rather, the CBDA anticipates
making this determination when it completes its analysis of the program’s
benefits and beneficiaries later in the spring.

As a consequence of the above, almost all of the state funds support-
ing the program have been taxpayer-supported funds, without there be-
ing an explicit accounting of the extent to which the program’s benefits
were received by individuals or groups of beneficiaries, as opposed to
the public-at-large.

CALFED’s Funding Future: An Enormous Gap to Be Filled
Actual and expected funding sources have been identified for only

about one-third of CALFED’s funding requirements for the program’s first
seven years.

Funding Is Uncertain for About Two-thirds of Estimated $9.2 Bil-
lion Program Costs. The CALFED program is clearly at a funding cross-
roads. As shown in Figure 4, CBDA has identified actual and expected
funding to support about $3.1 billion, or roughly 33 percent, of the
program’s funding requirements for the program’s first seven years be-
ginning in 2000. (Expected future-year funding includes remaining state
bond funds and continuation of base-level state funding from sources
other than bonds, such as the General Fund. No future-year federal fund-
ing has been assumed by CBDA. However, while it is likely that some
federal funds will materialize in future years, history would suggest that
this funding is unlikely to be substantial.) Accordingly, this leaves about
$6.1 billion, or 67 percent, of the program’s estimated costs without an
identified funding source to pay for them.

THE BUDGET PROPOSAL

The budget proposes $68.6 million in state funds for the CALFED
Bay-Delta Program in 2004-05, of which $12 million is from the General
Fund and the balance mainly from State Water Project funds and bond
funds. This is a decrease of $454 million, or 87 percent, from estimated
state expenditures in the current year. This decrease largely reflects the
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administration’s decision to defer to later in the spring the submittal of
most of the Governor’s 2004-05 resources bond proposals. Contrary to
legislative direction, the budget does not propose funding from a new
user fee. Rather, the administration indicates that it intends to submit a
framework for long-term finance “options,” including a user fee, later in
the spring.

Figure 4 

CALFED 
Funding Requirements Versus Expected Funding 

2000-01 Through 2006-07 
(In Millions) 

CALFED Funding  Shortfall 

Program Years Requirementsa 
Actual/ 

Expected  Amount Percent 

2000-01 through 2003-04 $3,722.3 $2,615.5 -$1,106.8 -30% 
2004-05 through 2006-07 5,431.5 441.1 -4,990.4 -92 

 Totals $9,153.8 $3,056.6 -$6,097.2 -67% 
a Pursuant to Record of Decision. 

Figure 5 (see next page) shows the breakdown of CALFED expendi-
tures in the current year and as proposed for 2004-05, among the program’s
12 elements.

Current-Year Expenditures. As shown in Figure 5, the budget esti-
mates CALFED-related expenditures from state funds of $522.6 million
in 2003-04. Of this amount, $14.7 million is from the General Fund, with
the balance mainly from Proposition 50 ($349.9 million), Proposition 13
($71.6 million), and Proposition 204 ($50.1 million) bond funds.

For the current year, the largest state expenditures are in the ecosys-
tem restoration ($136.3 million) and water use efficiency ($112.7 million)
programs.

Budget Proposes $68.6 Million of State Funds for 2004-05. As shown
in Figure 5, the budget proposes $68.6 million of state funds for various
departments to carry out CALFED in 2004-05, a decrease of $454 million,
or 87 percent, from the current year. Of this amount, $12 million is pro-
posed from the General Fund, with the balance mainly from State Water
Project funds ($33.4 million) and various bond funds ($20.3 million). This
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Figure 5 

CALFED Expendituresa 

(In Millions) 

Expenditures by Program Elements 2003-04 
Proposed 
2004-05 

Ecosystem restoration $136.3 $11.9 
Environmental Water Account 42.1 0.8 
Water use efficiency 112.7 5.2 
Water transfers 0.6 0.6 
Watershed management 30.0 1.3 
Drinking water quality 2.8 0.5 
Levees 22.0 1.9 
Water storage 30.9 7.9 
Water conveyance 30.9 21.5 
Science 28.6 7.9 

Water supply reliabilityb 77.2 1.8 
CALFED program management 8.5 7.3 
 Totals $522.6 $68.6 

Expenditures by Department   

Water Resources $286.7 $53.7 
California Bay-Delta Authority 146.1 9.4 
State Water Resources Control Board 85.3 1.5 
Fish and Game 4.1 3.8 
Forestry and Fire Protection 0.2 — 
Conservation 0.1 0.1 
San Francisco Bay Conservation  

And Development Commission 0.1 0.1 
 Totals $522.6 $68.6 

Expenditures by Fund Source   

Proposition 50 $349.9 $15.6 
Proposition 13 71.6 3.1 
Proposition 204 50.1 1.6 
General Fund 14.7 12.0 
State Water Project funds 33.4 33.4 
Other state funds 2.9 2.9 
 Totals $522.6 $68.6 
a State funds only. 
b Could include conveyance, water storage, water use efficiency, water transfers, and Environmental 

Water Account expenditures. 



Crosscutting Issues B - 27

Legislative Analyst’s Office

substantial expenditure reduction largely reflects the administration’s
decision to defer to later in the spring the submittal of most of the
Governor’s proposals to spend resources bonds in 2004-05.

As Figure 5 indicates, CALFED expenditures are spread among seven
agencies. The largest expenditures are found in the Department of Water
Resources ($53.7 million) and CBDA ($9.4 million). The largest state ex-
penditures are proposed for water conveyance ($21.5 million) and eco-
system restoration ($11.9 million).

Budget Does Not Include a User Fee Proposal. The 2003-04 Budget
Act stated legislative intent that the Governor’s 2004-05 budget proposal
for CALFED include a broad-based user fee consistent with the beneficiary
pays principle. However, the budget as submitted to the Legislature does
not include a user fee proposal. Rather, CBDA is currently developing a
framework for financing CALFED over the long term that will include a
number of finance options. The CBDA anticipates such a framework being
ready for legislative review later this spring.

Legislative Evaluation of Budget Proposal. In the sections that fol-
low, we present a funding framework—based on the beneficiary pays
principle—to guide the Legislature’s evaluation of the Governor’s bud-
get proposal for CALFED and its consideration of how CALFED should
be financed over the long term. We think that the Legislature’s policy
direction to, and oversight of, CALFED is enhanced by having the rel-
evant policy and budget committees, in each house, jointly consider
CALFED budget proposals at oversight hearings as was done in past
years. Among other issues, these joint hearings should be a forum for the
Legislature to be informed of the programmatic implications if federal
support for CALFED continues at its laggard pace and of CBDA’s plans
to address this problem. To the extent possible, we think that the Legisla-
ture should articulate its expenditure priorities for CALFED. This would
help guide a redistribution of funds among program elements that might
become necessary should funding assumed by the budget not materialize.

THE FUTURE: A RECOMMENDED FUNDING

FRAMEWORK FOR CALFED

In the sections that follow, we recommend a funding framework for
the CALFED Bay-Delta Program (CALFED), involving the beneficiary
pays principle. This framework should assist the Legislature in
evaluating the California Bay-Delta Authority’s forthcoming report on
CALFED financing options. In addition, we think that the
implementation of the beneficiary pays principle can assist in addressing
CALFED’s substantial projected funding gap.
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Statutory Adoption of the Beneficiary Pays Principle
We recommend the enactment of legislation that adopts the

beneficiary pays principle as a policy for funding the CALFED Bay-Delta
Program (CALFED) and provides guidance on its application. In
particular, we recommend that the legislation require that the General
Fund be reimbursed for planning costs of surface storage projects that
proceed to construction. We also recommend that the legislation provide
parameters for using state general-purpose funds to support CALFED
activities.

Adoption of Beneficiary Pays Principle in Statute. Although the
Legislature has made statements of intent (such as in budget act language)
consistent with the application of the beneficiary pays principle in fund-
ing CALFED, it has not adopted this funding principle as a statutory
policy to guide CALFED’s funding on an ongoing basis. We think that
there are major benefits from applying this principle to CALFED fund-
ing-related decision making. Not only will this result in a more appropri-
ate allocation of the program’s costs to those who benefit from the pro-
gram, but it will also serve as a foundation to begin addressing the sub-
stantial projected funding gap facing the program. The application of the
beneficiary pays principle serves to refine the rough 33-33-33 cost alloca-
tion (to federal, state, and local/user sources) found in the ROD. The 33-
33-33 allocation was more of an indication that the program’s costs would
be shared, with the intent that costs would be allocated more specifically
to program beneficiaries on an activity-by-activity basis.

We therefore recommend the enactment of legislation that adopts the
beneficiary pays principle for funding CALFED and provides guidance
regarding its application. We think that providing this guidance will be
important for a couple of reasons. First, if this funding principle is not
defined, there is a substantial risk that stakeholder gridlock would result
when CALFED attempts to apply it on its own, due to inevitable dis-
agreements among program beneficiaries about the extent to which costs
should be allocated to them. Second, as noted by the California Business
Roundtable in a report on financing water infrastructure, there is a ten-
dency to over-allocate the costs of water projects to the broad public ben-
efit, perhaps because it is easier to do and it avoids difficult decisions
about allocating costs to specific beneficiaries. However, this tendency
should be avoided, particularly in light of the significant drawing down
in recent years of bond funds available for water projects.

Fairness and Administrative Simplicity Should Guide Application
of Beneficiary Pays Principle. We recommend that the legislation pro-
vide a framework for the application of the beneficiary pays principle
that is guided by principles of fairness and administrative simplicity. By
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fairness, we mean that costs imposed on beneficiaries should be reason-
ably proportional to the benefit received by them. In the sections that
follow, we discuss a framework that we think would be fair and admin-
istratively cost-effective to implement.

Categorizing Activities by Directness of the Cost-Benefit Connec-
tion. The legislation should recognize that there is great variability among
CALFED activities in the directness of the connection between an activity’s
costs and the benefits received by clearly identified, well-defined benefi-
ciaries. We think that the administrative workability of implementing
the beneficiary pays principle would be improved if the legislation re-
quired CALFED’s activities to be broadly categorized on a spectrum ac-
cording to the directness of this cost-benefit connection. We recommend
that there be three broad categories on this spectrum as follows.

When Private Parties Should Pay. At one end of the spectrum would
be activities where there is a very direct link between a cost and a well-
defined, discrete group of private beneficiaries. A case in point would be
the construction of a surface storage project that benefits an easily identi-
fied, discrete group of water users. It would be consistent with how the
state currently funds the SWP to require full cost recovery for such projects
from these direct project beneficiaries.

It is important to note that of the projected funding gap for CALFED
programs discussed earlier, the largest portions by far relate to the stor-
age and water use efficiency programs (over $3 billion of the gap). Projects
under these programs typically have a well-defined, discrete group of
private beneficiaries. Therefore, as these projects are finalized over the
coming years and the beneficiaries are identified, the implementation of
the beneficiary pays principle would result in the costs being allocated to
these private beneficiaries.

As part of implementing the beneficiary pays principle in the storage
program, we recommend that the legislation require that the General Fund
be reimbursed for any planning costs that it has already funded for sur-
face storage projects that proceed to construction. This would be consis-
tent with legislative practice in prior budget acts. We think that establish-
ing this practice in statute would ensure that this policy of reimbursing
the General Fund will be followed consistently in future years. We esti-
mate that, to date, the General Fund has funded about $23 million of
CALFED’s surface storage planning activities.

When the Public-At-Large Should Pay. At the other end of the spec-
trum would be activities where the primary beneficiaries are the public-
at-large. For example, certain of CALFED’s ecosystem restoration activi-
ties would likely fall into this category. For such cases, general-purpose
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funds, such as the General Fund and bond funds, are appropriate fund-
ing sources.

We think, however, that circumstances exist where legislative policy
may dictate that state general-purpose funds should help fund an activ-
ity, even though a strict application of the beneficiary pays principle would
point to a narrower group of beneficiaries as the appropriate payers. For
example, the primary direct beneficiaries of a groundwater storage project
may be a particular local community, but the project in question may not
be cost-effective from a purely local perspective or the local community
might be economically disadvantaged and unable to afford the project.
In such cases, there may be a state interest in seeing the project proceed,
thereby providing the potential for using state general-purpose funds.
Similarly, a case might be made for the use of general-purpose funds to
“jump start” the use of a new water conservation technology. Accord-
ingly, we recommend that the legislation set policy parameters for when
state general-purpose funds are appropriate to support CALFED activi-
ties even though a strict application of the beneficiary pays principle
would suggest otherwise.

Many of CALFED’s Activities Have Shared Public-Private Benefits.
Finally, in the middle of the spectrum—where we think a large number
of CALFED activities would fall—would be activities where the benefits
are shared between the public-at-large and a large, but definable, group
of water users. Because of the very nature of shared benefits, it is difficult
to separate out and quantify with precision the benefit to the private ben-
eficiaries. However, this should not mean that the private beneficiaries
are absolved from any responsibility for sharing in the costs for activities
from which they directly benefit. Rather, we think that these are cases
where the activity should be funded by a combination of general-pur-
pose funds and user fees levied on Bay-Delta water diverters. (We dis-
cuss our recommendation for such a user fee in greater detail below.)

A good candidate for this “shared benefits” activity would be much
of what is carried out in CALFED’s Environmental Water Account (EWA)
program. As we noted in our Analysis of the 2002-03 Budget Bill (at page B-
24) and in our January 2001 report, Environmental Water Account: Need for
Legislative Definition and Oversight, the objectives of the EWA program are
two-fold. They are to: (1) minimize reductions in water deliveries from
the state and federal water projects (or compensate water users for such
reductions) and (2) enhance endangered species protection and recovery.
We think that water users should pay for at least some of the program’s
costs because they clearly benefit from EWA to the extent it makes water
supplies more reliable. However, it is appropriate for the program’s costs
to be shared with the public-at-large given the benefits to endangered
species protection and recovery.
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Enact a User Fee on Bay-Delta Water Diverters
We recommend the enactment of legislation imposing a fee on a broad

group of Bay-Delta water diverters to pay an appropriate share of costs
for CALFED activities that benefit them. In order to implement this new
fee, it may be necessary to amend existing reporting requirements related
to water rights.

As discussed above, many CALFED activities provide benefits that
are shared between the public-at-large and a large, but discrete group of
private beneficiaries. A share of these activities is appropriately funded
by a user fee. The CBDA is currently developing a user fee proposal for
legislative consideration. Below, we present findings and recommenda-
tions to assist the Legislature in evaluating the forthcoming fee proposal.

CALFED Activities Often Benefit Bay-Delta System Water Diverters
as a Group. Our review finds that water users that take (“divert”) water
from the Bay-Delta system, as a broad group, benefit significantly from a
large number of CALFED activities that also provide benefits to the pub-
lic-at-large. (Water is diverted from the Bay-Delta pursuant to the state’s
system of water rights.) A sharing of costs for these activities, using gen-
eral-purpose funds and revenues from a user fee, is appropriate. There is
precedent under federal law for such a fee. Currently, most users of wa-
ter and power from the federal Central Valley Project pay a user fee that
pays for environmental restoration activities.

The CBDA is currently evaluating what portion of each of its pro-
gram elements benefits Bay-Delta water diverters as a broad group. This
information is necessary to determine the portion of CALFED’s costs that
can reasonably be allocated to this broad group of beneficiaries. Until
this information is available to the Legislature, it is difficult to assess the
potential amount of revenues that could be raised from the user fee. How-
ever, we note that the ROD anticipated that a user fee raising $35 million
annually for ecosystem restoration would be in place by 2003-04.

Our review finds that, to a large degree, the benefits of CALFED to
the Bay-Delta water diverters as a group are in the form of increased
water supply reliability. For example, ecosystem restoration expenditures
for fish habitat improvements can facilitate the easing of restrictions on
pumping water from the system, thereby making water deliveries more
reliable. This is because the amount of allowable pumping (and thus the
amount of water delivered) is constrained by the existing condition of
the fish habitat and the cumulative impact on that condition from addi-
tional pumping.

We think that there are similar benefits to Bay-Delta water diverters
as a group in other program elements as well. These include the EWA
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(discussed earlier), watershed, and drinking water quality programs. We
note, however, that some expenditures in the drinking water program
benefit a well-defined subset of beneficiaries, and therefore would be in-
appropriate for funding from a fee assessed on a broad base of Bay-Delta
water diverters. For example, the beneficiaries of expenditures related to
the North Bay Aqueduct are limited to the two counties receiving water
from the aqueduct.

How Inclusive Should the Fee Base Be? A major issue for the Legisla-
ture to consider in structuring a user fee is whether to include all, or just
a portion of, Bay-Delta water diverters in the fee paying base. The issue
here is one of balancing fairness with administrative cost-effectiveness.
While fairness would dictate that all diverters who benefit should pay a
fee, it must be noted that there are literally thousands of water diverters
in the Bay-Delta system, meaning that it is unlikely that it is administra-
tively cost-effective to collect a fee from all such water diverters. Accord-
ingly, it may be practical to assess the fee only on larger diverters defined
as having a right to some threshold level of diversion.

Water Rights Reporting Requirements May Need to Be Amended.
Finally, it should be noted that while there is currently good information
on an annual basis about water deliveries from the state and federal wa-
ter projects, the reporting on other (“non-project”) water diversions of
Bay-Delta water is much less reliable and is much more sporadic. For
example, under current law, many water rights holders are required to
report on their water diversions to the State Water Resources Control Board
only every three years. In addition, the reliability of these reports has
been seriously questioned. Therefore, if a user fee based on Bay-Delta
water diversions were to be enacted, there would likely be a need to amend
current water diversion reporting requirements to require more frequent
reporting as well as adopt measures to encourage more accurate reporting.

Reevaluate Existing Statutory Cost-Sharing Provisions
We recommend that the Legislature reevaluate existing statutory

cost-sharing provisions for water projects for their consistency with the
beneficiary pays principle, and make any necessary amendments.

As shown in Figure 1 (see page B-21), there are a number of provi-
sions under current state law that allocate costs for water projects. Some
of these provisions clearly apply the beneficiary pays principle—namely
the provisions guiding the financing of SWP. However, we think that there
are other cost-sharing provisions that should be reevaluated by the Leg-
islature for their consistency with the beneficiary pays principle.
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In particular, we recommend that the cost-sharing provisions for fed-
erally authorized flood control projects be amended to better reflect the
extent of the local benefit from these projects. We discuss this recommen-
dation further in our “Department of Water Resources” write-up in this
chapter. In addition, we think that there is an opportunity to apply more
of a benefits-based approach in funding Delta levee projects than is done
currently under statutory cost-sharing provisions. Specifically, the ben-
efit to local agencies from levee projects is often likely to be higher than
that dictated by the statutory cost-share structure. In addition, although
these levees can provide water supply reliability benefits to a discrete
group of water users, these water users do not contribute under the exist-
ing cost-share structure. The Legislature may therefore wish to consider
amending the existing cost-sharing provisions to more accurately reflect
the local and water user benefits from these levee projects.

Establish Financial Planning Requirements for CBDA
We recommend that legislation creating the California Bay-Delta

Authority be amended to add specified financial planning requirements
to the authority’s responsibilities.

As mentioned above, Chapter 812 (the CALFED governance legisla-
tion) lays out the responsibilities and authority of CBDA. While CBDA is
required to report annually to the Legislature on the status of program
implementation, it is not required to develop and update a long-term
financing plan for submittal to the Legislature. (However, CBDA is cur-
rently developing a report on financing options that it plans to submit to
the Legislature later this spring.)

We think that the Legislature’s evaluation of the administration’s
annual budget proposal for CALFED would be significantly aided if it
could consider the proposal in the context of a long-term financing plan
for CALFED. We therefore recommend that Chapter 812 be amended to
direct CBDA to develop a financing plan for submittal to the Legislature
that (1) lays out CALFED’s funding requirements over at least a five-year
period and (2) identifies the funding sources anticipated to meet these
requirements. The financing plan should be updated on an annual basis
to account for refinements to expenditure projections and to update for
actual funding contributions that have been received. Since CBDA is cur-
rently developing financing options to address CALFED’s long-term fund-
ing requirements, we think that our recommended planning and report-
ing requirements should not add significantly to CBDA’s workload.


	meeting: March 9, 2004 Board Meeting
	item#: 10-3
	attach: Attachment 1, Page 1 of 17
	attachpg2: Attachment 1, Page 2 of 17
	attachpg3: Attachment 1, Page 3 of 17
	attachpg4: Attachment 1, Page 4 of 17
	attachpg5: Attachment 1, Page 5 of 17
	attachpg6: Attachment 1, Page 6 of 17
	attachpg7: Attachment 1, Page 7 of 17
	attachpg8: Attachment 1, Page 8 of 17
	attachpg9: Attachment 1, Page 9 of 17
	attachpg10: Attachment 1, Page 10 of 17
	attachpg11: Attachment 1, Page 11 of 17
	attachpg12: Attachment 1, Page 12 of 17
	attachpg13: Attachment 1, Page 13 of 17
	attachpg14: Attachment 1, Page 14 of 17
	attachpg15: Attachment 1, Page 15 of 17
	attachpg16: Attachment 1, Page 16 of 17
	attachpg17: Attachment 1, Page 17 of 17


