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CHAIRMAN NORlviAN WATERS: Good morning ladies lemon. 

You 'ce1rtainly have a wonderful day in Los Angeles. I don't 

who's responsible for that but the Committee thanks This 

interim hearing of the Assembly Water, Parks & Wildlife Committee 

will now come to order. Before I proceed, I would like to intro e 

some of the members and the consultants. Clyde McDonald, the 

Consultant to the Committee; Jim Cramer of Ontario, extreme right 

Betty Johnson, Committee Secretary; Tom Bates and Lenny Goldberg, 

his aide. Glad to have you all with us. 

This morning we are going to hear testimony on two wate 

bills which have been introduced by Assemblyman Bates. We have 

approximately 17 witnesses who wish to testify today and in order 

to make sure that we have adequate time for the witnesses who will 

come later in the agenda I intend to limit the witnesses to approxi

mately 20 minutes and we'll break for lunch around noon. I expect 

we'll be done around 4:00 or earlier. With that, our first wi ness 

is Assemblyman Tom Bates, the author of these bills. He's going to 

describe in detail these bills to us. There's a slight change 

the agenda, but we'll announce that as we go along. 

ASSEMBLYMAN TOM BATES: Thank you very much. I appreciate 

the hearing of this Committee on these important pieces of legislation. 

I think the timing of this hearing is extremely important because 

we're now seeing the campaign against the Peripheral Canal startjng 

to heat up and we're also seeing the fact that Lieutenant Governor 

Mike Curb has announced that he's putting together a committee to 

look at the alternatives to the Canal and the $20 billion Canal 

package. This hearing is, I think, an opportunity to examine some 

of the alternatives I believe that the 
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I 
. ., 

We can't afford to tie up billions of taxpayers and ratepayer dollars 

on projects which are not needed. The future health and productivity 

of the California economy demands an end to such massive wastes of 

money. 

What do we propose in the bills? First of all, I'd like 

to talk for a moment about the basic principles underlying the legis-

lation before this Committee. The basic principles that are in these 

proposals arc traditional, market economics. As long as water prices 

to agriculture are kept artificially low, water will be misused. 

Establishing a market based pricing policy means much more efficient 

use of water since agriculture uses 85 percent of the water in this 

state. Increased efficiency will mean plenty of water for urban and 

industrial users. Economists are unanimous in their opinion that 

our water system is highly inefficient. The solutions are obvious. 

Eliminate taxpayer and ratepayer subsidies; allow for a water resale 

market and require rational, economic criteria for approval of new 

projects. 

The bills, specifically, say first, the benefits of new 

projects must at least equal their costs and that such analysis take 

place before new water projects are built. Second, it requires that 

a lease-cost-first approach be used for new inter-basin transfers. 

Specifically, it requires that conservation be considered as an 

alternative in water supply planning. Third, eliminate the current 

barriers to transfer of water through a water resale market. 

Currently, if a farmer does not use all the water he has a right to, 

he cannot sell the unused water, even if another user is willing to 

pay more than the water is worth to the farmer. So the farmer has 

little incentive to conserve and the system as a whole uses a great 
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California Water Fund for the purpose of water project construction. 

About $500 million from tideland oil revenue has been pumped into 

the water project, despite the claim that the state water project 

is self-sustaining. The money is supposed to be paid back, but 

in fact, it is recycled and recirculated back into more water project 

construction. The effect of such subsidy is to help make the water 

system free from the discipline of the market and leads to more 

construction than the water users would otherwise be able to support. 

The effect -- using the market is a much better regulation as a 

means to promoting conservation. Rather than establishing a cumber

some, bureaucratic requirement, market pricing of water will proviJe 

the incentive for better irrigation methods, more efficient use of 

land and better choice of crops. Ultimately, the farmer, the tax

payers, the ratepayers, and the consumers will be better off with 

these changes. The only beneficiaries to the current wasteful system 

are 'the huge agri-businesses that are currently located in Kern 

County and oil companies who also benefit by this current wasteful 

system. 

The testimony will elaborate on these points. The rea] 

question before this Committee is: Do we need a phenominally 

expensive system of plumbing to deliver more water? I contend we 

can eliminate the barriers to an efficient water system and deliver 

more water at less cost. The spending and the subsidy sprees of 

the 1960's is over and the old expensive policy such as give-away 

programs have to give way to the lean policies of the 1980's. I 

believe that the bills will add to the debate around the Peripheral 

Canal package and, in fact, will show people that it is more 

efficiently using the market approach and will provide water for 
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and as the issue will continually be discussed, there have been 

various proposals for different ways of phasing in a transfer 

11rogram, different kinds of restrictions on a trans r program 

and those are all issues which we will continue to consider. I 

think there are many different viewpoints about how such transfers 

will take place and I just want to clarify that the intent of tl1e 

legislation on transfers is to remove restrictions as much as 

possible and to open up the water resale market. 

Second, there has been a fair amount of discussion already 

with regard to the proportionate~ firmyield provisions of the 

bi.ll. One thing about the proportionate yield is that it is intenJed 

to he on an average basis over a long riod of time. The third 

thing ts that there have been other discussions as to other and 

perhaps more simple ways of eliminating the current subsidies that 

exist. We also have heard and will continue to discuss such licies 

as original state water policies which allowed for the sale of 

water rather than its delivery as surplus so it becomes a transfer 

policy rather-- as a simpler way of providing for the same thin!: 

which is full payment of costs and full recovery of costs. Some 

comment has been made about water resources planning by the State 

Water Board as opposed to the State Department of Water Resources. 

The intent there is to separate the planning functions from the 

development functions and that is the basic concept behind that 

section. The fourth issue just briefly to elaborate a little is 

tl1e question of tideland oil revenues and the use of tidelands oil. 

For the last 20 years or so, with some interruptions about $550 

million in tidelands oil subsidies has gone to the State Water 

Project. That will begin to be paid back. Future construction 
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the record before proceeding? 

MR. STORPER: Michael Storper, Friends of the Earth. 

MR. RICHARD WALKER: Richard Walker, Professor of Geo

graphy at UC Berkeley. 

MR. STORPER: We're going to discuss some research that 

we've done on the state water system and review how it fits in with 

the provisions of AB 2249. 

MR. WALKER: I'll go first to present some of the numbers 

we've come up with and then we'll discuss a bit more of the impli

cations of that. I want to thank the Committee Chair for giving 

us this opportunity. We have done a report on financial transfers 

within the State Water Project. The jist of our findings is -

urban contractors of the Metropolitan Water District of Southern 

California are paying for water they never receive while agricul

tural contractors, chiefly in Kern County, are receiving water they 

do not have to pay for. In the process, millions of dollars 

annually change hands. The basic logic of this is fairly simple, 

except for a rather thick fog of numbers in the DWR financial 

accounts which we'll try and cut through a bit here. Now, how is 

this transfer effected? It's principally through the fiction of 

surplus water. Now what is surplus water? Surplus water is of 

two kinds. We start out with the entitlements, the contract 

entitlements being allocated to various contractors on the basis 

of dry-year yield of the State Project and that's called firm 

water. 

Now, in most years, six out of seven years on the average, 

there's more water than the firm yield. That's hydrologic surplus. 

This is not a rarity, this is a normal occurrence. In addition, 
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• 

Agency is the second largest with 26 percent and it ls down 

very quickly from there. Our focus is on those two agencies. 

Second, what have the deliveries been? And what have the surpluses 

been? Total deliveries thus far in those eight years is 12.1 

million acre feet. During that period Metropolitan Water District 

had entitlements of 4.7 million acre feet. The actual deliveries 

to Metropolitan Water District were considerably less than that; 

2.8 million acre feet or 1.9 million acre foot deficit. Meanwhile, 

Kern County Water Agency had an entitlement of 3.5 million acre 

feet and got 5.8 million acre feet for a net surplus of 2.3 million 

acre feet. Most of that surplus was entitlement water of Metro

politan Water District that the Met did not take and the rest was 

hydrologic surplus. Third, what should each contractor have paid? 

Now here we calculated what the fair share of payments would be if 

there were proportionate yield. If the contractors actually took 

the amount of water that they paid for or if they paid for the 

amount of water they actually took. Excuse me. Again, this is 

the allocation of fixed costs. That would mean that they would 

both pay Delta charges for Oroville proportionate to the amount 

of water they took. They would both pay a proportionate charge 

on the California Aqueduct as far as the Edmundson Pumping Plant 

which they essentially share. Whereas Metropolitan Water District 

would be responsible for the costs of the California Aqueduct 

south of Edmundson Pumping Plant. Now that's a simplified calcu

lation. It took DWR millions of dollars and several computers to 

come up with the numbers they have in their handbooks, we had about 

$2 thousand and one research assistant with a hand calculator, so 

we had to make some simplification. So we assume that water north 
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seriously underwritten by the Metropolitan Water users of the MWD 

service area. 

Now I might add as a note that I just had a chance to 

see the testimony to be presented by the Department of Water 

Resources and in it they essentially admit we're right. They say 

that if AB 2249 were adopted, the Kern County agricultural con

tractors would have to pay an additional $30 million per year 

today and that is very close to our figure which is in the $20-25 

million range, and moreover, they say they would have to pay up 

to $60 million extra dollars by 1985. That is simply a measure 

of the bargain deal that the agricultural contractors are getting 

on water today as a result of internal transfers, internal subsidies 

1n the State Water Project. 

Now I'll turn it over to Michael who will answer some 

further questions. 

MR. STORPER: Okay. I would like just to trace briefly 

some of the implications of this for the future of the State 

Water Project. We have be re us a plan contained in SB 200 to 

expand the State Water Project and plans beyond SB 200 to fully 

develop the project. The water industry generally in the DWR 

particularly claim that the subsidy situation that we have just 

documented is a temporary situation owing to a build-up, a slow 

build-up of entitlement to the point where somewhere around the 

year 2000 the agricultural contractor -- well sometime between 

1990 and 2000, the agricultural contractors will be taking full 

entitlement and sometime after the year 2000, a date currently 

unknown, MWD will be taking its full entitlement and at that point 

all of the surplus will be gone and all of the subsidies will be 
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I 

other and subsidies would be eliminated and that is the year that 

MWD takes its entire ultimate entitlement and it is a dry year. 

Those kinds of years happen on the average of one out of every 

six to eight. So your ordinary year in California is going to 

contain subsidies from the urban areas within the State Water 

Project to the agricultural area. If MWD conserves as DWR has 

planned, they would receive about 40 percent of the water out of 

the Project in the year 2000 and pay 48 percent of the costs. 

In an average year MWD would receive only 34 percent of the water 

but still pay 48 percent of the costs while the non-MWD primarily 

agricultural contractors, would pay 52 percent but receive 66 

percent of the water. There will be several sources of subsidy. 

MWD taking less than its 2 million acre foot entitlement and the 

surplus runoff which comes in most of the kinds of years that we 

have in California with its rainfall cycle. In a peak year the 

distribution is even poorer. Since the yield of the Project rises, 

MWD's demand is essentially fixed or unelastic and payment shares 

arc not adjusted, so MWD would receive about 32 percent of the 

water but pay 48 percent while the non-MWD contractors would re

ceive about 68 percent and pay only 52 percent. 

All this means is that the current project capacity and 

that which is planned to be added to it, because it is planned 

around the dry, firm yield scenario, will yield large surpluses 

in the future in perpetuity. 

Now, DWR claims this not to be the case, so let me 

address why I disagree with what they say. They say, as I mentioned 

earlier, that entitlements are rising and will soon eliminate the 

surplus. But again, this is only true if the Project never develops 
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• 

to sell, exchange, trade, distribute the water however they see 

fit in a market-like situation. What this means is that you have 

a more flexible allocation system for water in California so that 

water can go to the places where it can be most efficiently used 

from year to year. Now this would provide several benefits. 

first, the revenue from sales, for example, from the MWD to agri

cultural contractors, would be transferred to the people who pay 

for the State Water Project in the first place and that is in the 

case of the Metropolitan Southern California area. They are over

paying for the State Water Project. Why not devise a system where

by they can reap some of the benefits of those payments back? 

The agricultural contractors who need water could under this 

system negotiate contracts for say several year periods, four or 

five years in a row with the contractors who have large surpluses 

instead of being dependent on unstable surplus water supplies under 

the current system. So that the benefit for agriculture could 

actually be more stable, larger supplies of water. The unit price 

of surplus water to agriculture would rise compared to the unit 

price of surplus water currently but the unit price of this surplus 

water 1n agriculture would very likely be far below the price of 

that water than if you build SB 200. So this is potentially a much 

cheaper source of water for agriculture as well. Agricultural 

contractors would also have a disincentive to underestimate their 

entitlement needs in planning future water projects. This means 

that they would no longer be able to plan by underestimating en

titlement and trying to rely on large surpluses which in the past 

has produced this subsidy situation. Now this was envisioned in 

the initial design of the State Water Project I want to mention. 
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water t make up deficiencies." 

was that it was changed 

Kern County Water Agency. 

A renegotiation of the s lus water provisions was effected which 

prohibited the DWR from ere t the contractors with surplus 

for their capital costs went 

that deliver s lus water. 1 

sign of the ate er Pro ec 

of at Assemb es s t 

s c 1 a return to a tern 

sys em l 

s ano 

I want to 

t be tied o t 

contractor 

e s. 

e ent 

o 1 ing the facilities 

was envi ioned in the original 

's precise the purpose 

to 

was or1g 

ut 

cl 

ements. 

2249. It's 

y ended. 

oportional yield 

payment should 

is to the share 

oject is built 

out ecause 

I mentioned 

ent 1 

Is earlie 

ts are ilt at irre lar rate. 

won t develop its full entitle-

ment 1 er ar 20 0 ile t ricultural contractors 

w it somet b e r 2000. what 

t p s are at t ultimate 

re r e us e e 
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Well , from an economic standpo , you 't go out s , I 

only need. to use the living room and dining room of this house 

today, so my mortgage 1S only go to cover 1 1 room and 

dining room and eventually en I have several il I am going 

to need all of the bedrooms so then I'd like to extend my mortgage 

payments to cover the whole house. A house, 1 a water project, 

is a long-term, durable, f d capital investment. So the 

very beginning you plan around some concept about what your optimal 

ultimate usage is going to be. Well that's clearly what all the 

water contractors have done. MWD thinks that ultimately it's going 

to need 48 percent of the State Water Project so it should be paying 

for it right now. To the extent that they get more water when they 

need it in the interim you allow them to redistribute it on that 

market mechanism. So the point is that you wouldn't, both from 

an operational standpoint and from an equity standpoint, you would 

not want to adjust the proportional shares from year to year just 

because there's this schedule of build-up. The Project will operate 

far beyond the point at which all the entitlements are built to 

their ultimate point. It should also be noted, however, that if 

DWR had its way and the contractors were actually paying propor

tional to what they have received in the last ten years, MWD wou d 

have paid about 30 percent of the State Water Project, not the 

48 percent it's been charged. In other words, even DWR's recom

mended system hasn't been implemented and that just has exacerbated 

the subsidies. 

So I guess I would sum up by saying that in response to 

the proportional yield proposal is never that it's not a good 

system basically or that it's not equitable. Most people admit 
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that you should pay for what you receive. The complaints by the 

water people and by the DWR are always 

the contracts are set in stone, noth 

ings like, it's unworkable, 

can ever be changed. Well 

that's clearly not the case if you look at the fact that the sur

plus water system was changed from its original design. It's a 

question of political will really to do it and what we see is that 

there is a drastically inequit le system here. The majority of 

the people in this state are paying 

political will, will be there when 

r other people's water and the 

pe le find out about it. 

It is in the interest, it seems to me, of policymakers of this 

state to grab this bull by the horns and do it before it really 

turns into the scandal that it is. 

CHAIRMAi': WATERS: Thank you. Are there any quest ions? 

Mr. Bates. 

ASSEMBLYMAN BATES: Yeah. Michael and Richard, 

we that the subsidies occur, we know t they're in place 

right now and both my testimony and your testimony is the extent of 

at which inevitably leads to waste. Can you have any estimates 

f what could be saved by t 

eliminating the subsidies and el 

the market system in place by 

ing waste? 

MR. STORPER: Well, ..... DWR its testimony today, 

eculated that in 1985 agricultural contractors would be paying 

$b0 llion more a 

yield system were 

let's say at least 48 

to pc le of t 

savt s right there. 

it would prov 

ar ir capital costs if the proportional 

lemented. $60 million would ...... well 

rcent of that $60 Ilion -would be accru 

alit rn li rn a. re's a 

The ultimate sav gs, r, would come in 

reased efficiency and an ent 
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and that's actually something that Professor Walker is going to 

address, is what is the future of the State Water Project look like 

if you have a proportional yield system and you have an incentive 

for efficient evaluation of the way to meet water needs. 

ASSEMBLYMAN BATES: I guess my question is more to the 

point, how much water would you estimate would be generated by 

using the current water that we have in agriculture using it more 

efficiently through a market mechanism. Would it in fact create 

new water that would be available by eliminating the waste and .... 

MR. STORPER: Oh, there is no question that there would 

be large transfers of water from the Metropolitan Water District 

to the agricultural areas of the valley and quite possibly on the 

market system transfers from other areas of the state as well. 

This has been estimated by some other people who have done research 

on it to be at a minimum 2 million acre feet a year by the year 

2000. That was done by Gardner and his colleagues at Davis. 

ASSEMBLYMAN BATES: By going the market approach it's 

conceivable we could generate as much as 2 million acre feet with

out building any new projects? 

MR. STORPER: Oh yeah. There's no doubt. Now again, 

it's important to clarify that not all of that would come from the 

MWD, obviously because MWD doesn't have that kind of water to 

transfer, the transfer system as a whole with appropriate economic 

incentives behind it would clearly generate very large quantities 

of water for agriculture. 

MR. WALKER: Mr. Chairman, I would like to say a few 

more words about future project planning in light of our testimony. 

Pursuing now this question of future project planning 
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an f t acy s I want to look at 

year term pro-

j c on e a pro-

0 t question 

of wat r e 0 0. issue re 

a ar i a s 0 state water 

'7 ar on e av a e . That's I plann occur 

~ yield. own est es of 3.1 

1 on acre et 200 1 on ac et from 

1 cal out on acre et of 

ent tlements State e ect), 400,000 acre 

e t lo 50,000 acre et generated by 

L.A. munic est te by MWD for the 

year 000 3.6 mil t wo d appear to 

e Wl a need for 
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re s ement IS 

l are 

lation of 
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acre et 

ar count. On 

0 itiona supply 
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Will it be there in the year 2000? It looks like there is a very 

good chance of that if not perfect reliability. First of all on 

the side of run-off there never been a critic year the 

historic record, a critical year at the same t in the Colorado 

River basin as in the Sacramento River basin so you rarely would 

have an overlap of shortage, of critical shortage any year in 

those two basins. Southern Colorado River has been running quite 

high lately with ample storage and its own managers of the Colorado 

River system estimate that normally there will be a surplus well 

into the two thousands. There is even possible excess storage in 

the Colorado River, the nature of the land rmations where the 

reservoirs are and also there will be more run-off than is pre

dicted because not all use in the upper basin and lower basin is 

.... consumptive use ...... is excess water goes back into the river. 

Now MWD has first priority on that kind of surplus should it occur. 

So there's a very likely possibility of extra Colorado River water 

there. Another side of the question is will the other states take 

all of the water that they have coming to them under the Colorado 

River compact and under 1964 Supreme Court decision. MWD assumes 

they will and that they 11 be cut down to only 400,000 acre feet 

by the year 2000. It is almost certain that those states will not 

have the facilities by that time to use that water or even by the 

year 2020. I can quote no better authority than the California 

Water Atlas which has the name of our governor very prominently 

featured on its title page which says that there is no prospect 

of full utilization of Colorado River water even by the year 2020. 

Now, the third source of Colorado River water is the California 
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share itself. California has .... is 1 it to firm water yield 

Supreme Court 

It assumes that 

of 4 1/2 million acre et under the ruling of 

over 15 years ago. assumes worst. 

all the cuts of California water, virtually all the cuts will come 

from its share. Now why is that? This is a strange th The 

State of California now gets over 5 million acre feet. When it 1s 

cut back to 4 1/2 million acre et why should all of that come 

out of MWD? Right now agri tur users in Imperial, Coachilla 

and Palos Verdes Valleys t over 4 million acre feet a year. 

MWD takes about 800,000 acre feet. Why should MWD suffer a cut of 

SO percent of its water while they will simply go down to just a 

bit under 4 million acre et or a very small percentage reduction. 

That's because in 1931 MWD in an act of great largess agreed to 

give away its rights to rm a percentage of firm water yield on 

the Colorado River. This is a so called Seven Party Agreement of 

1931. That agreement is said to be set in stone but of course it 

is just an agreement amongst agencies, it could be changed. Could 

MWD get that extra 1/2 million acre feet the 1 7 years, the 1 

7 years? That would s1mp require a cut ricultural 

use Colo bas the Cali rnia of 12 percent, 

1 out of eve 7 ars. Tha 's not a very severe cutback. MWD 

c pay amply for that water. Let me g you just a few figures 

on MWD alre p $60.00 an acre ot by our calculations 

for water it never receives. 

ml it's lre pay 

Now 

veral thousand acre feet a year I 

$60.00 an acre foot just to 

cost of 200 wat r is est cd sidize Kern 

anything $200-$400 an acre ot consi ably higher. 
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Imperial-Coachilla Valley p about $4.50 an acre foot only to the 

Colorado River storage system of the federal government. The 

current return on an acre of alfalfa, that is just its market 

value per acre foot of water in California is $67.00 and it~s only 

slightly $7.00 more than MWD pays in its subsidy per acre foot to 

Kern County. The cost of water saved from the recent effort to 

line the Coachilla Canal, a portion of the Coachilla Canal which 

leaks quite a considerable amount, about a third of the water goes 

down it each year a couple hundred thousand acre feet, they will 

save an estimated 140,000 acre feet at a cost of several million 

dollars. It works out to about $45.00 an acre foot. That is a 

price that MWD could easily afford to pay. It could easily afford 

to pay the return on alfalfa grown in those areas and take the 

water and use it in a dry year and then in the ordinary year it would 

be available again for agriculture. So, in conclusion .... 

MR. STORPER: It can only afford to pay that if you have 

a proportional yield system that allows those revenues first to be 

returned to the MWD and that's how the key to MWD being able to 

take advantage of other local water supplies is first readjust

ment of its economic situation within the State Water Project and 

its therefore only that way that MWD could develop the payment 

capacity to get more of that Colorado River water. They are all 

linked together. 

MR. WALKER: So in conclusion there is no severe problem 

for the Metropolitan Water District in meeting its water needs for 

the year 2000. MWD appears to agree with us. In fact they are 

now I understand engaged in a ...... at least the staff is ..... . 
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engaged in negotiations and has written up an agreement to yield 

out its critical year water, State Water Project, to Kern County 

which is an amazing thing and it's exactly what they did in 1976-

1977. Their critical water yield, it was given up to the valley 

and it is what they do in the Colorado Water, is give up a great 

deal of water they could otherwise have. So if MWD is willing to 

give up this water it would seem to be an admission that it doesn't 

really need State Water Project water critical years and can 

depend on the Colorado River. 

CHAIRMAN WATERS: Pardon me, Senator Garamendi? 

SENATOR JOHN GARAMENDI: Why don't you finish this? 

MR. WALKER: In fact the need for the SB 200 package in 

the medium term future is probably nil from the point of view of 

Metropolitan Southern California. MWD simply has to assert its 

right to state water, to proportionate yield, to begin some 

conservation efforts and not to assume all is lost in the 

Colorado. Indeed it should reclaim its rights to the California 

share of the Colorado River firm yield. Now I want to turn to 

ricultural water supply the Kern County water area in the 

year 2000. Would you like to ..... . 

SENATOR GARAMENDI: Yes, I think this is an appropTiate 

po In your discussion of the Imperial ITrigation DistTict's 

water losses you said foT seveTal million dollars they could line 

t ir canals and save $150 - $148 thousand of acTe feet of wateT 

MR. WALKER: This is alTeady being done, there lS already 

a lining project on a portion of the canal. 

SENATOR GARAMENDI: You came up with a cost of some 
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$67.00 per acre foot. 

MR. WALKER: $45.00 an acre foot I believe is the figure. 

I have it written down. 

SENATOR GARAMENDI: That's a one-year cost. 

MR. WALKER: No that's an annualized cost. A capital 

cost equivalent. It would be the same way you calculate cost of 

the water yield from a dam or anything else. 

SENATOR GARAMENDI: Okay. I was curious how you arrived 

at that calculation. Is that the total amount of water that can 

be saved in the .. , ... the Imperial Irrigation district? 

MR. WALKER: No. No that's a very small portion. That 

is their first ef rt to implement any water savings seriously 

that I know of. 

SENATOR GARAMENDI: I was reading the document that the 

Imperial Irrigation District put out and they were claiming that 

they could save perhaps as much as 400,000 acre feet of water. 

MR. STORPER: I don't know if you are aware of this but 

there is a landowner down on shores of the Salton Sea that 

petitioned the DWR to investigate why his land was getting flooded 

out by the increasing size of e Salton Sea. DWR's southern district 

came back and said, low and behold, it's because there is waste of 

agricultural water and excess run-off why couldn't we implement 

some ...... why couldn't for example the MWD put up some money for 

conservation measures and take the water and it would obviously 

prdvide benefits by saving good agricultural land as well. 

MR. WALKER: I think the figure was nearly a million 

acre feet ..... 

SENATOR GA~~MENDI: Has the final report of that MWD 
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document been issued? 

MR. STORPER: DWR? 

SENATOR GARAMENDI: Excuse me, DWR. 

MR. STORPER: Yes it is issued. 

SENATOR GARAMENDI: The final report? 

MR. STORPER: The final. ..... I'm not sure whether it 

was the draft or the 

SENATOR GARAMENDI: My rstanding is that the final 

ort is scheduled to be issued sometime June 15th. 

MR. STORPER: Oh, very interesting. 

MR. WALKER: So I'm simply indicating there that there 

is a savings potential at a reasonable cost. Alright just to 

finish up quickly here on agricultural water supply. This seems 

to be ...... this is the area ...... if MWD does not need SB 200 then 

it must be in the agricultural areas. Certai y something has 

to change there if we move to proportionate yield system. Now 

rn County agriculture been weaned on subsidized water as our 

res arch indicates and so it has developed a irly large thirst. 

is can only continue if the project continues to be too large 

t re are surp es and if MWD continued to be willing to 

rwri te the costs of ove il ng, se I I will ...... or 

200 will continue the situation well into the Twenty-first 

Now if the subsidy ends, if the proportionate yield system 

1s t we go to, what are Kern's options? Well the first option 

sounds very grim is that would cut back on acre , they 

c ld learn to live without irrigation water dry or critical 

years. would not be the end of the world but obviously that 
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would have some negat 

things they could do. 

impact. 

First t 

Now alternative are 

could invest in more projects to 

augment supply. We're not s t is asible simply 

that it would only be fair efficient if the agricultural users 

pay the proportionate share of the costs of additional facilities. 

Third, they can invest in water savings equipment, more efficient, 

irrigation equipment, more labor, more experiments, new varieties 

new practices. There has not been really enough research at all . 

They could underwrite some of that and fourth they could pay r 

water transfers for those with more abundant supplies and less 

productive uses. That could either be from northern areas in the 

Sacramento Valley, in fact Kern County has already been looking 

for people who are interested in selling water up there and they 

have found people who are interested though there are problems 

under the existing legal amework. Second, they could ship water 

from the Imperial Valley. Simply they could take MWD, they could 

buy MWD's critical water yield and MWD could then buy Colorado 

River water from the Imperi Valley. Also there could possibly 

be some transfers from Central Valley Project. Now we have not 

said ...... and I want to emphasize this ...... either that there 

should be necessarily no more water development under AB 2249, 

that Kern County agriculture is terrib inefficient or should not 

exist or it's terribly ef cient in use or that Kern County 

agriculture is marginal. All we said that it is up to Kern County 

to prove everything it claims about its productivity which is 

probably considerable and that agriculture can pay its way. If 

so they can go ahead and expand. But we have said, first, that 
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Kern County has not been paying its way and the people of Southern 

California can fairly ask that it do so. Second, that there are 

three ways of developing more water only one of which is building 

more projects. Conservation and transfers are also methods, not 

costless but still important methods that can be cheaper than 

projects, and third that there is some economic surplus water in 

is state. Now this is not the same as DWR's surplus but surplus 

in the sense that much water could be found through more efficient 

use and transfer from one use to another at a cost below that of 

most new projects. 

CHAIRMAN WATERS: Senator Garamendi. 

SENATOR GARAMENDI: In your discussion of the .options 

available to Kern County under your proposal you stated the four 

reasons ...... four options .... . 

MR. WALKER: Right. 

SENATOR GARAMENDI: ..... that Kern County could utilize 

to meet the critical dry ar where th would be without water. 

You did not discuss the option of storing water in their under

gr water basins which I thought was one of the reasons they 

were supposed to get water the rst place. 

MR. STORPER: One of the things they could do with 

water that they would be willing to purchase from other users 

the transfer system would be to ect it into the ground 

draw it back during the irrigation season. We did not mention 

t it's one of the ways you could use it and it would be a 

ve good way cons 

t re right now. 

ring the state of ground water basins down 

- 3 0 - ' 



MR. WALKER: s ' ground water re rm would really 

necessary for the whole policy. 

CHAI Yes, Mr. Cramer. 

ASSEMBLYMAN JIM CRAMER: Just so I clearly understand 

what your underlying statement is. You're saying that if you 

charge more for the cost of water in Kern County or major users 

such as that you e ct one of three things to happen. One, 

a more efficient use of the water. Two, sort of euphemistically 

saying with a char to some other k of crop, you know for its 

production or you just 't use water. Is that the underlying 

thing that you are say to me as you talk out riculture 

in California? 

MR. STORPER: One other option would be that they could 

opt .to construct new water projects as well. What we are really 

saying is that it's up to them what our duty is to make them 

pay for what they get and then let them decide what they can 

afford. 

AS 

transferred to any ot 

here are t to 

expect that not to be 

r consumer as that cost occurs? I mean 

otect me Southern Cali rnia and I 

much appreciate I assume that at some point in time I'm 

till going to end up p 

MR. STORPER: 11, most of ...... you're getting 

into a very big subject there wh is how does the cost of water 

impact the cost of food and other 1 tural commodities. Hard 

to say. There are a lot of levels between the production of a raw 

agricultural commodity and when it reaches you in the supermarket 

or in a clothing store in t form of cotton. You can't know 
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advance because there .... for example, they could go to a· 

more efficient production technique which would of et the higher 

cost of water. So there is no way definitively to predict what 

the impact would be, but given that it's a competitive economic 

system you would assume that some efficiencies would be achieved 

and that the full cost of increased water would not be passed 

ong directly to the consumer. 

ASSEMBLYMAN CRAMER: But as we make and as you plead to 

us to make a major policy decision or excuse me a change of 

direction of substance this can't be speculated just as the 

statements .... as I listen to you saying that well maybe we can 

get Colorado River water as a supplement for Southern California 

needs or maybe we can take from the Imperial Valley or a lot of 

other speculative things and before I make a policy judgment or 

substantial major policy change I'd want to be satisfied that the 

long range planning avail le for these th is firm. 

MR. STORPER: 

we is that re 

p le of Sout rn 

proportional yield system 

I suspect that those 

1 what we can promis however, what 

d be millions of dollars a year saved 

li rnia by being able to go on the 

t is definite a bird in the 

finite sav s are ...... well those 

sav1 s are more definite than any speculation one could make 

out increases in prices of commodities from Kern County. The 

o r thi that to point out is that Kern County production 

certa could just serve hern California or California only. 

It goes all over the world. should we, California, and 

particularly the pe le of Southern California, be subsidizing 
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the whole rest of the world in the form of the agricultural pro

duction by providing cheap input. It just doesn't make any sense. 

st of that benefit is 

returned. 

leak out to o er places and not be 

CHAIRMAN Are you through Mr. Cramer? 

ASSEMBLYMAN CR.Ai\1ER: I think that the importance of 

agriculture in Cal 

debate here today. 

rnia it's obvious is not the basis for a 

MR. STORPER: No absolutely. No one here is attacking 

e benefits that Cali ia agriculture provides to the state's 

economy, but it is the rest of the entire state to have 

California agriculture be as efficient and competitive as possible 

and the example of Detroit is a good one here. A permissive 

environment for any 

in the short from an e 

blows for an indust 

things they need to p 

and that may not 

by 

try doesn't pay off in 

c st int. So if 

artificial depressing 

it ultimately comes 

long-term interest of 

the long run only 

cushion the 

the prices of 

back to haunt them 

the state's 

economy and I th that most of economic forecasters would 

agree with that cone ion. 

CHAIRMAN WATERS: Senator Garamendi and then we are 

going to move al to the next witness. 

SENATOR GAR.i\MEND I: General question. The gures and 

information that you provi d are of great interest. Have you 

written .... do you have written testimony and are these figures 

available in written form? I don't trust my notes. 

MR. WALKER: Yes, they are. 
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MR. STORPER: Yes, we'll provide 

copy of our papers. 

e committee with a 

SENATOR GARAMENDI: condly, your figures appear to be 

based on the existing capital outlays. Do you ave figures that 

are based upon the capital outlays that might be assumed under 

SB 200? 

MR. STORPER: We don't have them worked out in precisely 

the way we do for the past because e costs of SB 200 are moving 

very ..... 

SENATOR GARAMENDI: Very imprecise. 

MR. STORPER: ..... You don't know what it's gonna cost. 

SENATOR GARAMENDI: Then all of these figures are 

historical figures based upon money that has been spent and do 

not include any of the potential additional costs associated with 

SB 200 and all of its facilities. 

MR. STORPER: Ri I gave those percentages of pay 

ments versus yield and t se you know if you tiplied those 

ainst the real costs you'd get the re figures in the future. 

It is clear that the subs ies the future will many, many 

times higher than what we documented r the last 10 years 

because se facilities cost many times what s already been 

t in place. 

SENATOR GARAMENDI: The amount of money that has been 

invested, capital outlay o the California water project to date 

1 roximate how ? 

. WALKER: $2.5 billion I believe. 

SENATOR GARAMENDI: If we used some of the later 
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estimates that DWR is presently using for the cost of SB 200 I 

think it's somewhere around $5 billion. 

MR. STORPER: Well, they are estimating $5 billion 

in costs for those facilities that they expect to complete by the 

year 2000. That's not the cost of SB 200 package. The cost of 

the whole package if you add it up goes considerably beyond $5 

billion. 

MR. WALKER: It goes over $20 billion. And that's DWR's 

own figures. If you just carried them out to the end of the 

project and not stop at year 2000. 

SENATOR GARAMENDI: Well let's just assume the year 2000 

for a moment. That's a twofold increase over the figures that yDu 

arc using. 

MR. WALKER: Also for a per acre foot yield would be 

much less efficient. You'll get about half of the water out of 

the second stage. 

SENATOR GARAMENDI: Thank you. 

CHAIRMAN WATERS: Okay. Thank you very much. 

MR. STORPER: Thank you. 

CHAIRMAN WATERS: Phillip LeVeen, an agricultural 

economist from Berkeley. 

PHILLIP LeVEEN: My name is Phil LeVeen and I am an 

agricultural economist. I have ..... hold a Ph.D. in economics 

from the University of Chicago. I studied under the revered 

Milton Friedman. Premarket enterprise-type people who now run our 

federal government and the ..... my current activity is Director of 

Public Interest Economics which is a non-profit research foundation 
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mainly located h on. 

leted a study for Ford Foundation 

revi 

I have recent 

the politica , e c, and legal impediments to rational 

re ource water development throughout the west of the 

fi ngs t t I have come to in eva ing the more general problems 

of western water resource development apply even more specifically 

li ia. 

Assembly bill 2249 would, i 

ortant obstacles t we alre 

lemented, address some 

identified this morning 

and I'm here primarily to underl some of se more general 

terms than the pre ous two witnesses and to try to call the 

committee's attention to some of the very neral cesses and 

perhaps deal with semblyman Cramer's concerns about water prices 

and d prices. 

\va er 

e tor 

t 

all of 

xarn 

a we 

r 

re 

t me just begin by saying because of the s1ze oi 

resource lopment jects there lS p ably no other 

of state's or nat on's ec is more reguiated. 

resource devel t s been at perhaps of 

our acti ties I t come to really 

the e of se re at ions and to consider deregulation 

are consi r is same k 0 cone t throughout many of 

eaucratic act ities. titut markets and 

isms to provi entives to e future water 

r 

me 

e 1 t are go g a long way towards this kind o[ 

e at on. 

et me a coup e of comments first about overall 

wate res evel t s as t s place in 
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California at least in the past and suggest why this planning 

contains some very serious flaws and how this bad kind of planning 

leads I feel to overdevelopment of .... premature development of 

water resources to the detriment of the state's economy. We had 

I think all of us today in 1981 looking back on the last 10 years 

of rapidly rising energy crisis have seen the dynamic adjustments 

that an economy can make when it is affected by rising energy costs. 

These same kinds of energy costs rises should have influenced the 

prices of water indicates that ground water this has been the case 

but in the case of much of the surface water that's been .... that 

is delivered in California energy costs which are a major component 

of costs have not been incorporated. Energy cost rises have not 

been incorporated. This is because the current policy is to main

tain very cheap low energy costs and to pump irrigation water 

from land of the state to the next. These days are coming to an 

end. We can no longer charge irrigators 2 1/2 mils r kilowat-

hour when the cheapest alternatives may be 20 to 30 times higher 

than that. And as we build new projects and have to pump more 

water it will be at these new higher costs that we are going to 

incur and this is going to be reflected in water prices. New 

projects we've been told already are very expens An array of 

projects that was described at an Asilomar Conference on California 

Water Problems in the Future indicate that a new water project 

development will cost between $100.00 and $500.00 an acre foot 

depending upon which of the projects is selected in the future. 

At a $100.00 per acre foot for water very few farmers will be able 

to farm many of the crops that they now farm, that is if they 
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act to pay that $100.00 an acre 

an .... only if this wate ice 1s some 

t. this is just 

subsidized to these 

user will it 

livered water. 

ss 1 to pro it ly use new water project 

I t t lS s a key c 1 ration with 

out subsidies that Storper Walker e j s t scribed and 

if n t Kern County is re ired to pay full costs of new water 

resource velopmen as we s 0 p 1 cost of added 

encr costs which are it next 10 to 20 ars. In 

nu we are going to see ve r id rise wate prices 

to se producers. At t s new hi es of water we are 

going to discover all kinds of 

users of energy have made over 

ustments just as we discovered 

last 20 years ... ~ excuse me 1n 

the last 10 years. We cannot determine today all those adjustments. 

are with a 

h tr d to ant c 

high ene costs it 

t utilitie 

believe t y. 

t of te Resources 

e st 1 

wa e 

ttee 

ces 

een 

as well, 

same 

evaluat 

re wate d 

ice of water 

be s 

e 

I 

amic stem when .... if in 1972 we 

reactions t 

been very di 1 

r te 

artme 

d be made to 

t to do so. We 

ure 

.... t Depart-

r 

le p 

overstated 

ly tropolitan 

ture demand, 

t 

partie ated 1n a small ad hoc 

artment er sources 

t ac ices have not in-

ir jections. That would be 

s 1 wat 

just as it might 

lities to project energy demands 
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when the price of oil was $3.00 a barrel. 

jumps from $3.00 to $40.00 a barrel, just as I 

price 

price of 

amatic ter ill ove next 1 ars we' 

re-evaluations s ss. 

The artment of er Resources s re f 

c 

se 

1 ts. I should 

justify the need 

extrapolation of past 

costs of delive er to 

1 of 

water are b 

re renee o e 

ts th 

i t c 

ed 

r within a tural economy lS s 

oc r

the ma 

rs source of d 

themselves are put 

t as energy costs r se 

lot of pressure a lot of rent 

reasons. Higher transportation costs r example are having a 

major impact on the 1 to ing operations California. 

In reasingly, more mor of 1 sto t used to be fed 

in California 1s now bei d midwest e fini d 

meat is being b 1n s . is is a much more e icient 

1 ernat to Zl t c 

co ts of transportation. 

crease with re o ve 

milar t 

t ble 

re g 

of t 

t 

reas 

will pro 

on i 

Cali rnia which will reas 

to other parts of the country b 

d must be trans orted 

portation. 

lose its omparative advant 

ause o the 1 distanc s that 

increas cost f that trans 

es that are to occur. None 

of them have 

water demand. 

se are al 

t been rporated into the planning of 

So we are c le it seems to me at t is point in time 
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of making the same kinds o massive stakes that some of the 

Detroit auto makers made t decided not to build smaller 

cars 5 or 6 ars ago. We, I think, have to recognize that our 

thinking is basically premised on 1950 and 1960 conomic realities 

r er than 1980, 1990 economic realities whi are vastly 

different. This can I think lead to a whole series of massive 

things which will then not a ct the users of water but 

everyone in the state one way or ano r. I th that if we 

work to encourage more reasonable economic criteria for eValuating 

future water project developments such as se sketched out in 

2249. Some of these kinds of mistakes could be avoided. 

Cost benefit analysis can help to identify the alternative 

methods of development the ssible kinds of changes that we can 

expect over the next several years and to termine when it is we 

should really be building projects. It may well be that some 

sort of major water resource development is still .... will still 

be economically vi le at some time the e. If world 

od demand rises rap y iv od pr1ce relative to ener 

costs other costs so t ct afford 

$100.00 an acre ot of wate 

co 

it d seem to me of 

course a new water resource lopment may ecome economically 

justifi le. But that isn't the case to it doesn't 

ar to the case of 

so are energy costs and 

Yes, food prices are higher 

costs of water resource develop-

me t. 

suffic 

I am on 

rat o of od pri e to water cost has not r1sen 

ly to justi these k of devel s. t me ilc 

subject of prices water costs address this 
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p lem that is frc b up if we 't build new water 

resource projects somehow we are all go to be paying $50.00 r 

our watermelons. ing rspect rn County is a 

11 part of the icul ural economy of na on. It is even 

a relat ly small part of the icultural e of C ifornia. 

There are 9 million irrigated acres in California rough rn 

County represents about 10 percent of that tot Kern 

is not going out of production as a result of not ilding new 

is would misle ing to say it was I projects. I think 

ink that the more al economic reality is to recognize 

this and I think I am very sympathetic with farmers because they 

alone in our economic system almost today are what we 1 

neo-classical economics as, "price takers". They cannot influence 

the price of their crops in the marketplace. What termines 

the pr.ice of their crops the marketplace is simple supply and 

demand. This 1s not true of General Motors, it is not true of 

seed dealers, it is not true of the fertilizer dealers or the 

tractor dealers r al wi It is not true of the 

od processors. Because have to t 

marketplace are in a ct compet 

price that exist 

th producers 

all over the World. If a farmer Kern County is now growing 

cotton and his costs were to rise there is no way he could force 

those higher crops onto the marke lace. If he did he would 

simply lose his market cause is competing w1 farmers all 

over the rest of California, over the rest of this country 

1 over the rest of the world. He represents a very tiny portion 

of the total food or r that is being grown. There re, the 
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ult e cqsts of increasing water prices will be borne by current 

water users in agriculture. I think that explains they are so 

avidly in favor of new projects. What this means ultimately is 

adjustment mechanisms that will be accomp higher water 

prices in agriculture will be somewhat lower incomes in Kern 

County to the extent that they cannot deflect these rising costs 

rough more efficient irrigation techn s or profit exchanges 

ultimately what it will mean is t agriculture of land 

prices in Kern County will fall relat to what they would have 

otherwise done. So I think that we are de ing with the main 

impact of restricting water resource development on the state's 

economy will be in terms of the wealth of the landowners them

selves. A relatively small group of people many of whom are 

large corporations. 

This will in other words, I el, have no measureable 

act on food prices in the marketplace. Let me say a little 

e about what I think the key re is in terms of how we can 

rove the economic planning for the future. Obviously requiring 

cost benefit analyses none of which have ever been conducted on 

c State Water Project is important. To my knowledge there has 

never been, as Tom Bates said earlier, a comprehens study of 

t overall economic benefits of the State Water Project. There 

were some pr te analyses done at the introduction of the 

original State Water Project in late 1950's. None of them 

owed t the project was justified. I ink if we were to do 

a e oactive analysis we would find those results were to hold. 

i in fact users are required to prove that these benefits 
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of proposed resource development are greater than whatever the 

alternatives from meeting that are and that those benefits are 

great enough to offset the costs then I think resource develop

ment should go ahead. But until we have got to that point I 

don't think we are .... we should encourage more resource develop 

ment. 

The position I am articulating here is consistent 

with that of virtually every reputable water resource economist 

in the nation. This is not some strange idea that has suddenly 

been fostered. If you go back to the literature of water resource 

development you will find that economists starting with some UCLA 

economists Jack Herschlifer and DeHavilland in 1958 were advocating 

the very same principles at that time as I am saying to you today 

and which are represented in his bill. This is an idea whose 

time has come and mainly because the economic situation that we 

face today has so drastically changed. We no longer can afford 

very expensive projects which do not pay off. They do not pay 

their way. This is true a variety of ways that we are .... 

in a variety of areas that we're dealing with and we, I think, 

have to recognize these realities and they will be brought into 

this process through implementing this bill. Thank you. 

CHAIRMAN WATERS: Thank you very much. Before we pro· 

ceed I'd like to introduce Dave Kelley from Hemet. Glad to have 

you with us Dave. Did you have trouble finding this place too? 

We've got a slight change in the agenda here. We are going to 

to John Burnham. He is an economist formerly with Metropolitan 

Water District and then we'll have Stu Pyle from the Kern County 

Water Agency following him. 
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over 16 years w litan er District from 
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ca e. I to say that views I am expressing are my own 
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of course do not reflect those of the MWD. I str ly support 

ho parts f the bills be e you t will require more o the 

osts of water to b pa water users dire tly as part of 

r ar t tb bi ovi s 

eg d to Wat r o ect a o rovidcs 

t to agencies T cs t r 

i 1 customers. tr or s movement is a classic 
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an it costs the entire communi to it Under se 

c rcumstances waste is i able. More money is being us th 

hould be more wat be us it ld and more 

is being ent. If full cost of water to the 

community were 0 t user directly his water bill 

is could not happen cause idual st s using 

orne thing co t be omes more n t fit derives 

it. Jn the case of idual domestic users this is a 

jective eva tion. In the case of 

they have their accountants 

that po t has been reach 

ir e 

when 

s sses 

t tell 

ld e. 

em 

ichever you are stop using a c i water is case, 

at the proper time in one of two you ei st using i 

entirely by foregoing benefits that wou be derived from 

or you find a substitute, the case of water that would he 

menns of re ling some industries or by waste water reclamation. 

I believe that 1 cost pricing is the ideal way of insuring 

onservation. It all each rsonal firm to his own 

c sions. It es not stitute our values for those 

ividual va s . I es not require a massive bureaucracy 

enforcement. Ther is no e for evasion, favoritism or 

inefficiency. I'd like to re 

1 cost pric 

a moment on what happens 

When water, or anythjng, ve non

especially water in is case is underpriced this leads to a 

higher apparent demand for water, that turn leads to an earlier 

apparent need to build additional facilities then we go on to in 

reality hav more unused facilities and the existence of unused 

ilities is used as an excuse for not recovering our full cost 
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because we have all of these unused facilities. The users 

shouldn't have to pay for them and this in turn leads to less 

than 11 cost prices whi 

cycle and we keep on roll 

goes back to the beginning of the 

ong. In regard to MWD in 

Southern California the full cost pricing provisions of these 

bills would, I believe, result in reduced costs to the MWD 

service area. First of all, there would be reduced costs to 

MWD to pay toward the State Project. An enormous part of the 

MWD budget goes to pay the State Water Project contract costs 

because the state contractors would pay more nearly their fair 

share of the Delta water charge costs which MWD has been paying. 

Not only that, but increased costs which would incur to other 

contractors would tend to reduce their use of water deferting 

the need for additional construction of supply facilities that 

everyone has to pay for. 

At another level there would be from full cost pricing 

within the MWD service area there would be a reduction in MWD's 

Nobody can tell you how much that re tion would be. 

It ight be 5 percent, it mi t be 15 percent or some ing more 

or less or in between. The coe icient of price elasticity of 

d factors is so vari le from use to use, 

crson, from location to location, and so the on 

real find out about that would be to try to. 

l ss water demand would mean less pump with the last or 

hi st priced cost of power requ ed for pumping. So there would 

erta ly be these two sources of re tion of costs to MWD. 

same t MWD's del ries would also be reduced and this 

would tend to reduce ir need to il additional supplies and 
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auditional distr ion ilities themse s robably. But t c 

water 1 t ld been woul 

have been los , d only been se waste 1 uses 

e value was less t t cost. U ely rn 

California economy d be better o becaus o it. I 

it is impossible to i those effects unti it is actua ly 

ne. All we can do is foresee direction of the ef ts, 

th possibility o[ t 1 of e ne d r onstruction of 

ilities and lower long-term costs ec 

What out se effects on Met litan t r 

District itself? I believe real r water 

15 sufficient t t there 11 be no si i cant dis ocation, 

I can't prove that. No one knows what a certain Tease in 

the cost of water would cause in terms of re ed del ries. 

t sales probably d decline some. Costs would also cl e 

both reasons and hence the results probably would only be a 

or financia dislocation for MWD. 

I d li to clari a le of 0 r ts. Rais 0 

"" 
e water rates, tance, 11 not increase what t 

people water. increase water revenues d be 

more an up by decrease of taxes. Second ' 
there 

is no question as has often been raised that non-water users 

with in the ?vfli/D service area d bene t, would have some un-

earned benefits as a result of reducing the tax en MWD. 

t seems to me that it is more tant to give water users a 

er signal of what the cost of their water is so that they can 

make a decision which is od bo for them and for the economy 

of the area that it is to recover benefits from these non-water 
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us1ng beneficiaries. 

1 also support the water trans r provisions of the bill 

cause this of course provides another way of sur g full cost 

pric If you could sel someth g for a certa price, but 

iled to do that then you 

regoing the money. is 

11 tend to flow to where 

t most good, and ecifical 

tran fers from such areas as 

in ef ct paid t r1ce r it 

is healthy because t water 

will do our state our ec 

this may help to pay the way for 

erial Irri ation Distr t to MWD, 

case of need. This would be much cheaper than some other 

prop s sources and it would be beneficial to all parties. One 

item of concern has come to mind about this as to whether it 1s 

appropriate to allow such transfers to occur at less than the full 

cost that the seller has to pay for that water. 

In conclusion the provisions of t bills that tend 

toward more nearly full cost pricing of water direct y to all 

users and those which facilitate the trans r of water rights from 

on user or group to anot will benefit th t s rt 

long run. F st and most rtantly, p ople of t rn 

Cal rn1a in general. Se 
' the Southern Cali rn a ec 

l the economy of the entire state. stionably, ln 

e short run, there may be some losers. se ght t bi 

users of subsidized water 

ir loss will be 

they too will benefit. 

it is possible; I th li ly, 

WATE 

t Committee? 

ASSEMBLYMAN DAVID G. 

short run only 

you. 

ve 

You menti 
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from the Imperial Irrigation District could be transferred to the 

Metropolitan Water District. Would you elaborate on that please 

MR. BURNHAM: If t appropriate institutional adjust-

ments were made it would be possible for Imperial Irrigation 

District to sell say 300,000 acre feet of water for one year to 

MWD, allow MWD to withdraw it from the river through the Colorado 

River Adqueduct to make up water that was not available otherwise. 

ASSEMBLYMAN KELLEY: How much water does the IID use no 

MR. BURNHAM: It is my impression that they use an excess 

of three million acre feet a year. 

ASSEMBLYMAN KELLEY: What's their entitlement from t 

river? 

MR. BURNHAM: The number that sticks in my mind is 

3.85 million, but I'm not sure that that is just theirs! It may 

include others too. 

ASSEMBLYMAN KELLEY: IID has an entitlement of 2.3 

Ilion acre feet from the Colorado River. IID is now using 2.6 

million acre et. They are 300,000 acre feet over what their 

entitlement 1s. Any reduction in water savings in IID will go 

back to the Department of Interior for allocation as they see it. 

It cannot be sold to the Metropolitan Water District. Any water 

saved under the 2.3 million acre feet that they are entitled from 

the river will be utilized in additional acreage coming under 

irrigation production in the Imperial Valley. It's their water, 

they have that right to the Colorado River. They cannot sell that 

water outside of the district. 

MR. BURNHAlvf: Obviously, I had a misunderstanding. When 

[ was referring to IID I was, I believe, intending to speak about 
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MR. BURNHAM: the 1 term. 

At level, ac 

wou d you s wou1 a 

11' my ideal is to ce 

vmter e al cost of ing that wa er 

location to location depend s 1y 0 r 

what you. cannot g one 1 ar va 

ASSEMBLYMAN KELLEY: Do r a act t t 

pr1cc of water is not e 1 to what is requ for con rva ? 

MR. BURNHAM: 's price of water as sold 

not the full cost as I fine it, of t water. 

ASSEMBLYMAN KELLEY: Well, but when the t e con r 

receives the water on the or whatever we c t lki on 

a iculture this particular set of circumstances, a 

ct in my particular situation and ot r areas t t 1 

when you reach t price of $250 an acre ot r water r 

riculturc 
' ve hi 

culture can rece1ve CJ<: c '~_;y sales of l p 0 p 

water. So I'm ask e do ee it 're t 

prlce level in cert areas of i rl 

MR. t lS certa t l t f 

were lower r agriculture many area t would be re 

water used in agriculture. It is also probab y true t if 

price were to increase even higher ere waul b en less wat 

used in agriculture so I don't see ... 

ASSEMBLYMAN KEL I don't e t If u 

have tree crops you're not going to use less wate s 
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ASSEMBLYMAN KELLEY: Stu, is that the price delivered 

at the ranch or is that the price that the water company ... 

MR. PYLE: That's the price that the agency sells the 

water to the water districts. Then by the time a water district 

delivers it to a farmer it's going to be between $45 and $70 

an acre foot. 

ASSEMBLYMAN KELLEY: The grower pays ... 

MR. PYLE: So the grower's paying $45 - $70 plus his 

on-farm costs so you can see that ... 

ASSEMBLYMAN KELLEY: Delivery charged the grower, $45 

to $70. 

MR. PYLE: Yes, and there are a variety of payment 

methods of water tolls and assessments, so it's hard to ... 

ASSEMBLYMAN KELLEY: Plus taxes. This $45 - $70 would 

be plus taxes. 

MR. PYLE: Some of that payment may come back in taxes 

or assessments by which the district will collect a part of their 

payments. But there are a variety of payment systems. But the 

point that I was trying to make is that given the cost of water 

and given the state of the agricultural industry the prices are 

down and so forth, that there is not very much demand for addi

tional water at the costs that we are talking about. Let me also 

say on the costs of water and on the serious outlook for farmers 

in the State Project, that our current bill, which is easiest to 

talk about between the Kern County Agency and the Department of 

Water Resources, is about $35 million which ... that's our combined ... 

all of our costs for which we receive roughly a million acre feet 

of water. So you can see that that's within the $35 range for an 
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acre foot of water we rece 

As the power costs beg to go up 1983, those costs 

are going to go up to about $45 million a year and by the year 

1990, we're talking about a total water bill to the Kern County 

Water from state terms 00 mil a ar, which 

means that our farmers who are receiv a Ilion acre feet 

and pay $35 an acre ... $35 Ilion r it now, are going to have 

to pay $100 million or about $100 an acre foot for water in the 

State Water Project by 990. I th there are many of us who 

wonder just how agriculture is going to stand up in the face of 

those costs. Those are the costs that are being estimated as a 

result of SB 200 and the costs of projects there They're 

substantially higher than the original cost of the Project, so 

if anybody thinks that you can just keep increasing the cost of 

water to the farmer and they will continue to buy it, that's a 

myth. I think we're seeing a very a resistance to buy 

water at increased cost and I think over this next ten year 

period, we could very likely see people who rely on the State 

Project serious trouble with the cost of water which you 

project I might say that when you talk about Kern County you 

know, it is easy to lump everybody into one big t, but you 

have people in Kern County who rely on the State Project at the 

costs I have or they rely on the Central Valley Project of costs 

which may be $3.50 an acre foot or they may have Kern River water 

which has only their water rights, delivery costs associated 

with it or they may have to pump from the groundwater and again 

you get into costs that are in the $20 to $30 range. 

ASSEMBLYMAN BATES: Can I ask a question then? Given 
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those projected costs, why would we want to build a ... the 

Peripheral Canal package? Wouldn't that in fact add to those 

costs and wouldn't ... 

MR. PYLE: No. We have a fixed schedule of costs under 

our contract and for that the agency and the people in Kern 

County are obligated to meet those payments. To meet those payments 

we have to have a viable agriculture that can produce and pay ... 

ASSEMBLYMAN BATES: But you indicated that the costs are 

going to go to $100 an acre ... 

MR. PYLE: If we get our entitlement. Now the State 

Project can only deliver about 2.3 million acre feet of water in 

its current condition and as we get out into the next one or two 

years, the total of all of the demands of Kern and Metropolitan 

and the other contractors will be equal to, or exceed 2.3 ... 

ASSEMBLYMAN BATES: What would you estimate the costs 

of the new water under the Senate Bill 200 package? How much per 

acre foot would you say the true cost of that ... 

MR. PYLE: The cost that I just quoted you that Kern 

County Water Agency will have to pay in 1990 includes the cost of 

the Peripheral Canal and construction to that. They ... although 

the Peripheral Canal would not be constructed until 1990, but 

unless we get our full amount of water or as close to it as possible 

the cost per acre foot becomes astronomical. 

ASSEMBLYMAN BATES: What would you estimate it would be, 

I mean just without the subsidies, without the ... just the true 

cost of the ... 

MR. PYLE: I've heard questions of subsidies have been 

alleged here by other parties and yourself and I don't think they 
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are ac p to t e 

way those contracts were negotiat 

S: 11, can sidize a contract 

too, $25 11 on a year s ar r entitlements 

oil to ate er j ect. I mean t's a s 

it a sidy in mind, it is 

not a si our cause contractors 11 pay that 

back ... 

S: paid since 

the 1960's? 

Now ain you are talk about the terms of MR. 

the contract 

paid 

at were set up and the ... the money 11 eventually 

t terms of t contract through 2020. So 

money in the State 

erest and that's 

state s a ve secure investment of t 

Water Project. It 11 receive it b 

more than can say r ot r monies t come through ... 

ASSEMBLYMAN But we 't seen a nickel yet and 

our p se to pay and that Kern 

County 1 an Water istrict are kept viable the 

state will rece back ior to the year 2025. 

AS S: I don't want to bet on it. You're 

talking about, you know, go to $100 an acre foot, which may 

cause all kinds of dislocation. What planning have you done to 

ant ipate the $100 ot dislocation of the farmers? 

MR. PYLE: Well, you see, I think you just had a gentle

man up here who talked about farmers as being a rather free 

enterprise group. That they have to respond to both their costs 
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and their prices we everything we can to make available to 

them the information as to what the costs will be over the future 

and they do a lot of things. They look aro~nd for the highest 

producing crop. Well, they found a s are a good high producing 

crop, well they ooded the almond market so now they're going to 

look for something else, but I do trust farmers that they, given 

the resources, that they will find crops and that they will find a 

way to make a 1 with the money. But, I wouldn't sit here 

and say that there are not going to be serious dislocations among 

the farmers who are relying on the State Water Project. I would 

also point out to those who say the subsidies go to the big oil 

companies, and so on and so forth, that when the serious dislo-

cations come they hit the small independent farmer who is not well 

capitalized like the big, whereas a corporate farmer or an invest-

ment supported farmer or whatever. 

ASSEMBLYMAN BATES: When you say that the transfer 

mechanism would be a cheaper way to move water than paying for the 

Senate Bill 200 package ... 

MR. PYLE: Let me actually get some of my remarks about 

your bill. If I could just ... the first part has to do with state 

board planning. I'd like to say that we would very much oppose 

placing the planning function for State Water Project in the State 

Water Resources Control Board. In the 1960's the Legislature 

separated the water rights function and the planning function . 
between the Department of Water Resources and the State Water 

Rights Board and has kept them separate since then and I think it 

would be a mistake to go back to that. So, we would oppose the 

bill on that, we would oppose the benefit cost provisions as 
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MR. PYLE: ... and the public entities entered into the 

contracts ... 

ASSEMBLYMAN BATES: Why the public entities enter ... 

break your change of contracts in 1960 and go to the 1973 contracts. 

How do they justify ... 

MR. PYLE: I'm not exactly sure what the ... 

ASSEMBLY~~N BATES: If you made that change, why can't 

you change that? 

MR. PYLE: ... I'm not exactly sure what's intimated in 

the 1973 surplus water amendment. We felt that the surplus water 

amendment that we signed imposed certain restrictions on the taking 

of surplus water. It required us to pay additional amounts if we 

took an amount that was equal to our contract entitlement at that 

time. So it was put into effect by the Department to limit the 

amount of surplus water to be taken and if a contractor took more 

than that he had to make additional payments, so it did result in 

our agency paying additional for our money during a certain period 

of time. 

ASSEMBLYMAN BATES: How would you justify, if you were 

a Los Angeles resident, the fact that you've subsidized through 

taxpayers through their property taxes and through their water 

rates, the tune of, what was testified here earlier, $175 million 

over the last decade and roughly $30 million a year ... 

MR. PYLE: I would justify it that the parties who make 

those charges would have to read the contracts and agree that the 

terms of the sale of the water and the payments made under those 

contracts are the condition that prevails. Now, if something 

that is different is needed certainly it's going to have to be 

gotten ... 
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I WATERS: es, 1 t we allow Stu to 

finish s statement. has a point of view here which I'm sure 

the Committee is interested hearing. At least, I am. 

MR. PYLE: As I sa , we d not in favor of the 

s of the shares rtionate use ects of the contract 

and even though it seems to be indicat as immoral, it would 

result in extremely higher costs, either higher costs or lower 

water use, between the period from now to 1990. After 1990, when 

the surplus water p ision is largely overcome, I'm not sure it 

would make too much difference. There may be circumstances where 

some arrangement of that would be beneficial to the Kern County 

Water Agency. We have in the past prevailed on the Department of 

Water Resources to allow temporary trans rs between contractors 

and we feel that there is a mechanism within the Department and 

within the contract for them to bury the allocations between 

contractors, to balance the payments between contractors, and we 

do not feel that legislation is necessary in that regard. 

CHAIRW~N WATERS: I was under the impression, Stu, that 

to do that inbasin transfer, is going to take legislation to 

accommodate that. Now you say that is ing done; are you certain? 

MR. PYLE: Department of Water Resources may change 

the allocations of water to any contractor in a given year. We 

have what we call a build-up level of increasing demand and at 

times, we have asked the Department to increase that. I don't 

think we have ever asked to lower it. But, we have asked them to 

increase it at times and other contractors have suggested that 

they would be willing to lower their contract if the amount in 

effect would be transferred to us and we would pick up all of the 
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ASSEMBLYMAN BATES: 

for a little while, but I don't th 

int, I was out of the room 

that anybody here has implied 

that Kern County water users are not us it efficiently. There 

are other parts of San Joaquin Vall and agriculture in general 

is the contention that was being made. The only comment that 

I've heard of anybody saying it hasn't been used efficiently was; 

I was recently on a television show where somebody called in and 

said that they had driven through Bakers eld on Friday when it 

was raining a torrent rain and people had their sprinklers on, but .. 

MR. PYLE: ... we got about a quarter of an inch ... 

ASSEMBLYMAN BATES: But, in any case, I don't think 

anybody is implying that we recognize that you've brought the 

State Water Project water and have gone on line and generally 

speaking it has been very efficiently used. But, it is the rest of 

agriculture that we are concerned with. 

MR. PYLE: And then last, on AB 2250, we have some remarks 

about the money from tidelands oil and I believe that's going to be 

a necessary element of the Department's financing of the works 

under SB 200 and we do not support this legislation. We do not 

believe that it should go ahead with that earlier action of the 

Legislature to dedicate some of the income from tideland oils to 

development of another resource. Water resources should be 

continued. Mr. Waters, I would hope that I can generate some re

marks on paper and forward them to you. 

CHAIRMAN WATERS: I would like to have those. The 

Committee would like to have them. 

MR. PYLE: I will be in touch with another member of 

this Committee, Mr. Rogers, and I do think in view of the high 
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MR. I can•t say t it would generate income for 

the state because we pay for just the cost of power for 0 & M 

pumping the water. So there is no residual funding that goes to 

the state as a result of del ring t water. 

AFTERNOON 

ASSEMBLYMAN 

CHAIRMAN WATERS: 

Okay, t you. 

Thank you. We'll adjourn until 1:30. 

CHAIRMAN WATERS: The Assembly Water, Parks and Wildlife 

Committee will please come back to order and we have presentation 

by the Rand Corporation; Charles Phelps and Nancy Moore, would 

you please proceed? 

MR. CHARLES PHELPS: Dr. Moore will present a very brief 

summary of some of the past work we have done on water use 

efficiency in California, and then I will make some very brief 

comments after that discussion on the particular bills under 

consideration and how our work might apply to it. 

DR. NANCY MOORE: Thank you, our studies' emphasis was 

on improving water use efficiency in California and by efficiency, 

we mean in the economic sense, rather than in the sense of physi

cally how much water you are applying to a crop; rather how you 

value it versus how other people value it in your use. 

Now, we are going to focus on agricultural water use 

and this is primarily because they are the biggest users in the 

state with 85 percent of the water. They are a very powerful 

local interest and they are really the place where we have a 

leverage for major conservation and changes. 

Now one of the things I feel illustrates what I might 

call water use inefficiencies or what tends to lead towards that, 
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$10 versus $40 r water is $6 thous 

It really makes a big di renee to 

price the farmer pays for his water. 

terms of farm profit. 

terms of water 

Now, let's look at how it affects water use, but I'm 

going to go back to price again. A lot of people have alluded to 

this today but what we find is that the price people pay for water 

varies a lot by what areas they're in. For example, around the 

Delta area, you see surface and groundwater in ranges of $2.00, 

$5.00, $20, you move southward to Kern County, water prices to 

what people pay raises substantially and also, if you look in the 

Imperial Valley areas, you find that water prices are relatively 

low compared to what some other people pay. This has a substan

tial impact on water use. It just so happens if you look at, now 

this is farmland used for watering crops, you see that in the 

areas where water is cheaper, a larger portion of the crops are 

water intensive, and if the water prices should increase, you see 

the production in the Kern area only 14 percent of the water is in 

water intensive crops. So what a farmer pays for his water does 

make a difference as to what types of crops he grows. You get 

down to the Imperial area and we are seeing water a little less 

expensive, and the percentage of water and crops tends to raise 

substantially. 

In fact, if you look at the kinds of crops grown in 

California, you find that three of the four top crops in terms 

of total water use, and we rate them, three of the four top crops 

are water intensive crops. They represent 30 percent of the water 

in the state, and in fact, if the farmers had incentives, if they 

choose to grow other crops, say sugar beets, they could cut their 
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groundwater overdr , because you have people that pay so much 

more than others in terms of overdra , don't use their ground

water much. It increases pressures among other things for water 

use regulations. Our problem is that it's not an easy problem to 

solve, and we put a lot of thought into t and some of the al

ternative solutions we came up with were to increase the cost of 

water. Another alternative was regulation of farming practices 

and thir.d was water sales. I'm going to talk a little more about 

increasing the cost of water and water sales. 

When you increase the price .of water, you run into a 

lot of what we call political problems. One is, that whenever 

that farmer 1s making $60 thousand a year more than the other one, 

you increase the price of water to him and he's going to lose 

that. What you're talking about is the large losses to farmers. 

Now someone might say that that farmer got, you know, he doesn't 

deserve it, but the problem is frequently the value of that cheap 

water could be capitalized into the land and so what happens is 

that farmer who has cheap water, his farming costs might actually 

be higher if he's a new farmer, because when he bought the farm, 

he paid his mortgage for the fact that people ought to farm with 

cheap water. So when you raise the price of water to him, you're 

sometimes penalizing him way above what yo~ might rightfully want 

to do. Another problem that you have is running water to his 

property. The water agencies just raised the price of his water. 

They're going to make a lot of money. What are they going to do 

with it, they are several purpose entities most of them. How are 

they going to dissipate those profits that they make? And there's 

some legal issues associated with that in terms of the non-profit 

- 71 -



ack ave . 1 
1 ... 1 s ea 

1 J ce I 

want to of a 

e 

are 

t s re e some s ate aw 

t not er s IS 

ega 

to 1 

so y 

0 s e . armers 

are not 0 want 0 h cut back r rotate 

ir c s caus Y' 
L 

with l es, t c s 

ss le. 

t an s 

0 

r l 

0 

are ens 0 

c s. rice as an i wat r 

in tens c other s g tomato s at. 

What s is one has a lot more water t r e 

pays a lot less r The tomato r only 

acre feet is ot f tract ir 

cost of f t y are h g a pro t. 

ens water t Wl i k of ? These 



are the kind of trans rs that we see with crop shifts. The farmers 

who are growing tomatoes really want to grow more tomatoes. And so 

he propositions the rice farmer, hey, I'll buy some of your water. 

So the rice farmer says, that sounds od to me, I'll cut down on 

my irrigated rice and I'll grow some of my sack flour into tomatoes. 

I'll shift and expand this crop. So, one farmer shifts, both 

farmers shift crops. And the rice farmer sells some of his water, 

first has to pay r it, both paying a nominal fee. So he sells 

it, the price we pick was at $25 an acre foot, that amounted to 

$75 thousand to the rice farmer. The farmer that bought the water 

still has to pay to move it, so their paying full cost, but if 

you get down to the profit line, you find that both farmers make 

more profit by having a water market, changing their crops and 

shifting than not. Those are the kinds of transactions that we 

feel are the kinds that could occur if these kinds of restraints 

and the conditions that we mentioned on the water markets are 

implemented. 

Now, a lot of people talk about water market, by God, 

areas are going to dry up. There's going to be no farming. We 

feel that's probably not the case, what's going to happen is, the 

majority of the transfers will occur to be failures. During wet 

years some of the farmers have plenty. When they really need it 

is during the dry years, so the kind of things that might happen, 

maybe during the dry years, the farmer loses his rice, but chooses 

to sell all its water, the remainder he may invest in new water 

safety equipment. He might sell some of that water to an orchard 

or an amusement park. There are water using entities in the state 

that are losing water if they can't water their crops or orchards 
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to groundwater rates and management problems. Basically, what it 

comes down to, is each user pumping adds to the pumping costs 

other users are going will get a base of. Unfortunately, the 

individual pumpers ignore the cost they impose on others. 

The bottom line is that this extra pumping costs associated with 

that, costs the state users about $59 million per year we esti

mated in terms of water tables are lower than they should be. 

Let me give you an example of that. Something that's happening 

in California a number of times. Talking about extra pumping 

cost. Let's start out with the basin. Some of the people in 

the basin pumping and some of the people in the basin not pumping. 

What we've done frequently in the past we brought in surface 

water from the groundwater users because their table is low, and 

lo and behold the surface water is more cheaper, these people 

started pumping and the groundwater table starts to rise. The 

cost of groundwater simply has fallen into the table so what 

happens is you start getting other people entering the market. 

New users come in, because the water higher suddenly becomes 

cost effective for these people to start pumping and the ground

water table eventually falls and you have no way of controlling 

this without some form of groundwater management. 

Your water table is always going to go back down again. 

Now we thought a lot about ways to achieve groundwater control, 

so that the mechanisms that have to be taxed are pump taxes. 

But, there's some political issues with that. What are you going 

to do with the tax receipts which could be substantial. Another 

way to achieve groundwater control is quotas. There's also 

political issues with that as the same as for surface water. 
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water using patterns when faced with the correct economic incen

tives and supply water into a water market. There are active 

water markets in the State of Utah, in New Mexico, for example, 

coming now in Arizona. Interestingly, particularly in Utah, the 

concept of a water district is almost non-existent. Because 

almost all of the water development has been through mutual water 

companies. 

In effect, the people using the water had the ability 

to buy and sell the right to use that water by selling their 

shares in the mutual water companies. We feel this is quite 

important. Similarly, in New Mexico, there has been very clearly 

established property rights to the water that provide a clean 

economic incentive to water users to adjust their water use in 

order to be able to gain returns. And finally, a very major 

change in the water law in Arizona for both surface and ground

water was achieved in the last few years which I think both goes 

much more towards an efficient water-using system in Arizona 

previously had, and also suggest that it is politically feasible 

at least under some circumstances, to achieve a much larger form 

of water law than would be necessary to achieve an active water 

market in California. 

Turning to the proposed legislation of Assembly Bill 

2249, the most striking thing about this to Dr. Moore and myself, 

is that while the issue of providing correct incentives for using 

water of the ability to buy and sell water freely cross-water 

users have been carried out quite effectively in the proposed 

legislation for State Water Project water. At least as we under

stand the legislation, it does not address the capabilities of 
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might be a small er t cou d be ed in the State 

of California to learn more about cts would be of 

establishing a water market outside the re of the State Water 

Project. I think perhaps even when the framework of the proposed 

legislation it could be , is to or several local water 

districts provide a clean clear title of the water to the users 

within those districts and then proceed to let them continue to 

grow the crops as they have with the water they've had or make it 

available for use elsewhere. 

But the provision of the title within those local water 

districts I think is an important aspect of it, would be most 

important on those water districts which now face very low prices 

of water, so to be able to supply into those districts which now 

face relatively high prices of water. The State Water Project 

contractors are by and large facing higher prices of water than 

many in the state. And hence, we'd expect them to be net buyers 

of water, not net sellers of water in a fully active water market. 

The legislation that's been proposed only gives those currently 

high price water users the ability to sell their water and we, 

in fact, expect them to want to be buyers. So, as Mr. Pyle 

testified this morning, they were trying to buy some water in 

Kern County, for example, and I'd expect this, they would want to 

buy, not sell water. The people who I would most expect to be 

selling water are those that have very low cost applies right now, 

being very large water intensive crop mix uses. I expect to see 

some changes from them in their water use. 

So, I would propose, in fact, an experiment might be 

conducted. Perhaps it could be done without any legislation by 
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proceed with, before the state moves on to a fully active water 

market that extends not only with e ate Water Project con-

tracting agencies, but on current legislation proposals, but in 
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fact, every water user in the state. Thank you. 

CHAIRMAN WATERS: Any questions by the Committee? If 

not, we'll proceed right along. I'd 1 to have Chris Reed from 

Santa Monica City Council member. 

MR. CHRIS REED: Good afternoon, it's a pleasure to be 

here. I want to make it clear in the beginning, I'm here on be

half of myself, not on behalf of the City Council, because we 

have not as a council had an opportunity to review either one of 

these bills. However, the City Council has in the past, taken 

several policy positions with regard to water pricing, with regard 

to our own agency from whom we buy water, the Metropolitan Water 

District, and we are also a charter member of the Metropolitan 

Water District, and I think it would be distinct and safe to say 

that basically, the City Council of the City of Santa Monica, 

has opposed for at least the past six years, the water pricing 

policies in the Metropolitan Water District. We believe that 

they are unfair. Therefore, I feel very comfortable suppocting 

in principle, the change in the way we sell water in the State of 

California. And, while I am not an economist nor a water expert, 

I can't really give you detailed analysis of Mr. Bates' bill, 

but I can give you my gut feeling as a person who buys water for 

my home and as a local elected official, that we have to clean up 

our act in this area. We have to be more fair in our price 

policies, we have to have incentives for conservation and we have 

to stop some of the abuses that appear to me to be going on 

around the State of California with regard to the use and sale 

of water. 

I've been following this issue for the six years that 
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what it actually costs us to move it and distr e it 

will, ef rts t conservat more than 

anything else. very r is rtunity. 

Director, artment of er sour es. 

d irman. 

RS: I'm g to to as ' Chuck, 

start it 

d t e I 

sent th my statement so you ld it re 

Just let me hi light a couple of s . I'll con£ my-

self to the bills and not to a lot of the other ems that have 

been discussed. 

On AB 2249, re are provis s of that bill that we 

think are worth pursu g. i y water conservation 

provis 're acco th t irit of sections two and 



five in the bill, and we are fact currently preparing a water 

conservation program that will identify opportunities within the 

State Water Project. We also support sections six to eleven, 

would implement a number of recommendations of the Governor's 

Commission. To eliminate statuto itions on sale of sur-

plus water by local agencies. However, we really are in basic 

opposition to AB 2249. I won't go into a lot of details, but the 

transfer of the planning process to the State Board, we don't 

believe would be at all wise for reasons that are in my statement. 

The allocation of costs within the State Water Project is the 

kind of changes that, particularly the way they are made in this 

bill, could really put the Project in financial jeopardy and we 

just cannot condone that. We do point out that we even think 

legally it's beyond the reach of the Legislature to do so -- one 

would be impacting on the contract with our bond holders. That 

was one of the big issues involved in the Burns-Porter Act and 

the reason for the statewide election on that issue. That sweep

ing restructuring that is proposed here really just is intended 

it appears to encourage water transfers among the project con

tractors. We have no problem with that, in fact, we do it and 

the approach in 2249 we think really is unnecessary, unworkable 

and not realistic. 

Currently, for example, we are, as Mr. Pyle mentioned, 

trying to work out a transfer this year where we would exchange 

water that the Metropolitan Water District would otherwise be 

entitled to users in the San Joaquin Valley. We have a long

standing exchange where the Metropolitan Water District delivers 

Colorado River water to one of our contractors to Coachella 
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utilized for whatever t ate o li rnia, at that 

time, decides it wants. t d be the decision 

will be made at t t e ve ly, or maybe 

we'll sell it r a lot use r 0 r se that's 

deemed app riate t citiz of ate of li rnia. 

And, I think + 0 t eland monies is I. 

really a relat ly modes is an inte al part of 

the f j ect, g that source of revenue 

d an rse act on e to construct th gs 

such as the Suisun r ili g of nature. It 

would undoubtedly be re ecte revenue bond rating, at 

least the interest rates we would pay, and perhaps on the over-

all rat of those revenue bonds, which I don't like to specu-

late what that does to, r example, state general obligation 

bond rating, as it st s now, our revenue bond rating is very 

good. It's compar e to t state's bonds rating for reasons 

we won't go into re. are in a so id financial footing and 
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wastewater rec amation is one 0 t e s. 
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is s r s r t es, 

ere r es, to enc water conservation on 

+ s icant L 

c r 

witnesses at a s e 0 t Filante bill, 

I believe was . Gold be t s characterization of what is hoped 

to be done in the area of trans rs s 

water trans rs and trans s of water ri s; certa ly it does 

not discourage re is an 1 water r1 s iple 

I think ought to out on t le discuss water 

rights trans rs, however, t g s ature should is 



issue T consi v• e s water .1 J. 

transfers, t pr to extent of trans rs of 

water or water rights, a c int of d rsion or 

place of use or purpose of use, whi very often trans rs do. 

re is a criteria s rans rs and 

that is that no other lawful user of water ured that 

trans r. 0 principle, I t s ld be alt with in 

considering e up water trans rs. 

That woul conclude my comments. 

ASSEMBLYMAN What s transfer? 

MR. MARKLE: Mr. lley, to me a t ans r d be the 

movement of water from one place of use essentially to another 

place of use. I would to coup t by saying I would 

consider it would have to be used ano r user as well. 

ASSEMBLY~~N KELLEY: o r words, water that was 

taken from say, groundwater bas , one le, would be considered 

a transfer? 

MR. MARKLE: t to t of trans rs in surface 

water terms, I suppose the trans r of t sale, the conveyance 

of an ove ying owner's right to his unde ying groundwater to a 

non-overlying place of use would a trans r. 

The principle I stated applies to surface water and 

that was the entire thrust of my statement. 

MR. KELLEY: The transfer is water, regardless of where 

you get the water. Underground, sur e, however, you're trans-

£erring water from an underground basin to another area, that's 

definitely a transfer. 

MR. MARTIJE: Yes, I would regard it as such, Mr. Kelley. 
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r s e as transfer, 

we feel that these prov sions re s ot man control 

at loc level cau e of controls 

they would exercise ove could Water 

conservat is present a re 1 ies we r sent 

supply approximate 85 rcent o sur e water used in 

lifornia. About 90 rcent of t se enc s currently 

ongoing water conservat 

in our own office, our a is 

are at the present time 

ted $20 thousand for next 

year to est lish a water conservation 1 rary where our members 

or anyone else who wants to, can use this to t new 1 as, to 

get ideas on how to expand t ir 

We are into this, our 

grams. 

rs are into it. With regard 

to the transfer of water and water ri s, the basic provisions 

that are in AB 2249 were enacted as a art of AB 1147 of last 

year. We work with Assemblyman Filante on that, we think that 

that bill was a good bill. AB 2249 es not really expand upon 

what is in -- was in AB 1147 except in one area. And that is to 

take away from the water user, the right to petition the court 

if he feels that he is going to be injur by a proposed transfer 

and his sole remedy is damages I ieve in condemnation. We 

don't feel that to be appropriate either. 

Chuck covered the provisions relayed in the State Water 

Project and the allocation of supplies. We do not believe that 

the bill really goes to the point of the free market in water 

rights; we're not certain that that is desirable. 

There are many, many implications, economic and social 

of permitting a free market system. And there was reference 
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le of Yuba County 

was voted on last 

June. The pe le of Yuba County sal down by a 

4 to 1 t ir lvater 

't ne it ri now and even 

though the Kern County erests were 11 to trans r or to 

finance the facility which those people wo d later own and have 

the rights to. 

Shoemaker on 

s , I 

2250 r at 

d concur th the comments of Mr. 

to 

CHAIRMAN 

i rnia Water Fund money. 

you Mickey. I would like to 

call on Victor Gleason and Carl Fossette from t 

Metropolitan Water Distr 

Board of Directors 

MR. CARL FOSSETTE: , Chairman, I have a short one-

page statement to express our views, very brie y and in no depth, 

because we do know that the t is tt away and then I'd 

appreciate it if you would c 1 on c Gleason. 

I'm Carl ssette, 

Metropolitan Water Dist ct. 

Deputy General Counsel 

The two State Water 

ce irman of the Board of 

c Gleason sitting beside me is 

District. 

ject bills t are the subject 

of the hearing, Assembly Bill 2249 and Assembly Bill 2250 are of 

particular concern to Metropolitan because Metropolitan must 

increasingly rely on the State Project to supply vital public 

water supplies for most of Southern California's people. 

In our view, these two bills will severely impair the 

State Water Project. AB 2249 would effectively take our State 

Water Project contract and cut it into a 160 or more smaller 
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requirements of icle 16 sections 

ness. The Supreme Court has care 

that validated the Burns Porter Act and 

contracts. section proh its e 

Burns-Porter Act that would air, i 

water contracts prior to the time t 

are fully aid. 

its state indebted-

not its decision 

State Water Project 

of isions of the 

appeal would impair 

the Burns-Porter Act bonds 

We have specific concerns th respect to the individual 

sections again both concerns are summarized in the written state

ment. I might mention a couple of points with respect to AB 2250. 

We certainly again concur in the statements that the Department 

has presented to you earlier this afternoon regarding that bill. 

But we would also note that the tideland revenues for that appro

priation of $25 million, essentially come from the oil and gas 

production in Southern California. Those revenues have been used 

in the past to finance substantial facilities, educational facili

ties and particularly in Northern California through the COFPHE 

Fund and to our knowledge those funds are not only used for other 

facilities in other areas in the state, but there is no intent or 

contemplation of repaying to the Fund the use of those monies for 

other areas in the state. 

One last item I might mention, is that there was some 

reference earlier this morning regarding the Colorado River water 

rights that Metropolitan has. If we can clarify that, we would 

provide whatever help we can. Our Colorado River supply is con

trolled by contracts with the United States Secretary of the 

Interior. 

In 1963, when the U. S. Supreme Court finally, in effect, 
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.._ t it ates, we t L contrac h and fi 

p ori 

se po ' se t 1963 reme 

Court is ion t is of particular rtance to Metropolitan, 

that t Court ~ t California's re of the Colorado lS .1 

r ly to 4.4 Ilion acre et, lower we had 

cont lat prior to t t it just so happens that 

the prior ties with Cali rnia total more than 4.4 llion acre 

et. fourth fi h on e iority list, t 
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cutback to 4.4 t s 1 ercent , somet like 60 percent 

of Metropolitan ares. Our ri s r e contracts, if 

you total those two pr r es, come o 1 2 Ilion acre feet, 

approximately. t 1963 c sion, cutt California back 

to 4.4, t litan would e th y 550 thousand acre 

feet of that 4.4. We would lose 662 t sand. That is based on 

the assumption that there is a total available water supply to 

the lower bas 7.5 millio~ acre et. 

ASSEMBLY~~N KELLEY: It's not that 7.5 million acre feet 

available to you at the lower basin states. Are you reduced pro

portionately based upon what there is reduced in that total amount? 

MR. GLEASON: No. There was subsequent congressional 

action that gives that 4.4 a protection against Arizona's uses, 

so we have a protection against theirs. The 550 thousand acre 

feet that remains within 4.4 that is attributable to this, 

Metropolitan's share is itself subject to further reduction as 

earlier federal rights are identified. Currently, Indian rights 

on the River have an earlier date, a priority than Metropolitans' 

rights. And, those Indian rights as they are quantified will 

reduce our 550 to something below that. That quantification is 

currently in litigation right now we don't know what the 

final figure will be. 

CHAIRMAN WATERS: That has not been established yet, 

Indian rights? 

MR. GLEASON: There was a preliminary establishment, 

what we thought was the final establishment, in the 1964 decree 

and then in subsequent present protected rights determination 

a couple of years ago. Since that time, some of the Indian tribes 
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something over two mill acre et, somet early in the 

next century. 

ASSEMBLYMAN t I S based upon the project 

that it's completed state. 

MR. GLEASON: s ' 

ASSEMBLYMAN KELLEY: With a project, maybe 50 percent 

completed, according to the statement re, t project has a 

total capacity 4.2 million acre feet, upon completion, but you're 

only 50 percent eted, so you have roughly two million, or a 

little over two million acre feet coming from the State Water 

Project, but yet you have entitlements to that amount on the 

Project, is that not correct? 

MR. GLEASON: The way the contract would work out, we 

are -- entitlements we're going to build up schedules as Mr. 

Shoemaker just indicated. As of today, our entitlements under 

the contracts, the delivery quantities identified, are less than 

the two million, we would not reach that two million acre foot 

entitlement until the time 1n the next century, probably. 

But our share of the two million, 2.1 or two million 

whatever it is right now, of the total State Water Project current 

supply, depends on the year there is a provision in the contract 

that does deal with allocating those kinds of relationships if 

we get into a -- when we get into a crunch. 

ASSEMBLYMAN KELLEY: When the water goes to Arizona, 

then you have to make up the difference with the State Water Project 

water, you will be drawing from what would be considered your full 

entitlement of the share based on the completion of the Project 

at the time, or will it not be sufficient? 
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Bill DuBois and 'm Director o ional Resources for the 

Cali rnia Farm Bureau Federation. 

I will make a very short statement which summed up will 

say that we would oppose both of the bills that are the subject 

of your hearing today. that re d 1 to make a few 

comments about the ideas that are presented in the bill. One of 

them is that we have no problems with permitting market transfers 

provided they're done correctly and we don't see an impediment to 

doing that under the present law. But I would like to point out 

that the most significant market transfer that has taken place 

to date, is that of the Los Angeles Department of Water and Power 

from the Owen Valley. And it appears that their market transfer 

may not have been as firm as they anticipated that it was several 

decades back. And if future market transfers are going to result 

in the type of social conflict that that market transfer has 

resulted in, I don't think any part of agriculture wants any 

part of market transfer. So we better clean up what's going on 

right now before we wade into more mess as the result of market 

transfers. 

On conservation, there was a discussion between one of 

the Committee members here and a witness, to the extent that 

higher prices would not result in lower use rates and I want to 

express my philosophy on this. That this is not the case that if 

prices come up on water, less water will be used, there's no two 

ways about it. 

There will be a slight decrease in the amount that some 

people use to raise a crop. But probably the most significant 

reduction in use will be from those people who determine that it 
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t ripheral Canal ve obviousl is t eferred vehicle as 

as Department of Fish and is concerned. I think it's 
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over a eriod of time so that there is draws a st entitlements 

won t occur one s le event. The act upon the MWD will 

be transitional and the maximum loss of entitlement of about 

700 thous acre feet annually, which was the figure that we 

earlier, c d translate the estimated short s firm 

supply to meet projected demands dry year er 1990 of 

about 240 thousand acre et, which is obviously substantially 

different than 700 thousand acre t, and in any dry year after 

the year 2000, of 490 thousand acre et. sta went on to 

say that there is no anticipated shortages wet years. 

the shortfall as I s 

stanti ly less than the figure t 

, is pointed out is sub-

s to do with the entitle-

loss. t went on to d scuss ten alternatives, ten 

var s pass 1 it es that would, 

roaches to accommo e s 

quote, !!existing and 
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They inc a r of programs which the MWD undertaken 

including the interruptable pricing program which can generate 

up to 200 thousand acre feet of water a year, when there is a 

discontinuation of the sale of replenishment water. It was 

designed precisely to deal with the supply problem in the future. 

There are a number of other items that the MWD staff did present 

and I think that creates quite a substantially different point 
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of view than one cuses on loss of the entitlements 

and uses the figure 600 or 700 thousand acre feet. 

The other thing I wanted to bring up concerns, well 

there are two things I would like to bring up quickly; one is 

focusing on previous testimony as to who benefits from what I see 

as some of the existing inequities in the state water system and 

who does not benefit. I try to speak from the point of view from 

the public interest and from the point of view of the urban con

sumer, who in water liberations is tended to be lost in terms 

of finding out what water management objectives are instituted, 

that point of view tends to fall by the wayside. 

In terms of who benefits in the range of subsidies that 

occur in 1972 to 1979, involving the water users particularly in 

Kern County. I have specific information that I think puts a 

profile on those figures. In information that was gathered from 

public records in Kern and Kings County by researchers and econo

mists at the University of California at Davis, they came up with 

the following figures, that in five water districts in Kern and 

Kings Counties, Bellridge Water Storage District, the Birenda 

Mesa Water District, Dudley Ridge Water District, the Lost Hills 

Water District, the Wheeler Ridge Maracopa Water Storage Water 

District, that approximately two-thirds of the entire supply of 

the state water system was used by those five water districts. 

Identifying the users within the districts, they came up with, 

the researchers came up with the following figures: Acreage 

involving more than five thousand acres, 5,212 acres or greater 

there are only eight owners who have used, or planted crops on 

227 thousand acres of which in those five water districts, there 
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of minutes. 

MR. GOTTLIEB: Just the last two owners are Tenneco West 

and Southern Pacific Land Company, together these eight companies 

control two-thirds of the water much of which is the surplus water 

in the f districts that in turn cont over 60 percent of the 

state water, what you have is eight companies controlling 40 per

cent of all the water that goes to the state water system. There 

is a clear identification of who benefits . 

Let me conclude by saying who does not benefit. Who 

does not benefit are the users and the taxpayers in the urban areas, 

particularly in Southern California. There's a statement I recently 

heard that identifies the state water system, that the water comes 

from, which might be considered a new version of the trickle-down 

theory; the water comes from Northern California and gets used in 

Central California and gets paid for by Southern California. I 

think this is appropriate to the situation we have. I think 

those inequities begin to be addressed in the legislation, AB 2249 

and AB 2250, and I'll make copies available. 

CHAIRMAN WATERS: Thank you very much. Any questions? 

MS. DOROTHY GREEN: My statement isn't very long. My 

name is Dorothy Green, Coordinator of Water. I won't go into who 

we are, basically in the public interest. Our studies have led us 

to many of the conclusions embodied in the proposed legislation 

under consideration here today, and we wholeheartedly support those 

bills. We are grateful to Assemblyman Bates for introducing this 

fundamental, far-sighted legislation, especially grateful since 

most of us live in the Los Angeles area, and we who live in Los 

Angeles have suffered the most financially at the hands of the 
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in the fisheries of water ity wi in the Delta, and the 

impact on farming, sport and commercial fishing, recreational 

boating and other industries depended on Delta water were never 

considered. 

the total costs of the Project were misrepresented 

to the voters in 1960 where we voted on $1.75 billion bond issue. 

People were lead to believe that this bond issue would build the 

entire State Water Project, despite clear knowledge by politicians 

and water bureaucrats that it would cost more than twice that 

amount. The $1.75 billion dollar figure was decided politically 

as being the biggest number the voters would buy. Now our poli

ticians and water bureaucrats want to spend many times that amount 

and more, in order to complete this project. 

Equity, probably the most important component of any 

new project is a joke. Despite state law that requires the user 

to pay, the people of Southern California have been paying for a 

system even now double the capacity that we need. In order to 

give a tremendous break in water costs, the magnificent subsidy 

to a handful of corporations, busily putting new land under 

irrigation, while writing off their costs on their federal tax 

bills. Southern Californians have paid for 70 percent of the 

system built so far and have received only 24 percent of the water 

delivered. 

The taxpayers of Los Angeles have been victimized more 

than the rest of Southern California, because we have our own 

water supply system from the eastern Sierra, and are full property 

taxpayers of the Metropolitan Water District. Because Los Angeles 

taxpayers have paid 30 percent of the taxes collected by the 
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completely analyzed, who pays and who benefits, predetermined. The 

cost of water to be produced would be known, and therefore, customer, 

r the water would know the cost of new water ahead of time. 

They would not be surprised at the cost, as state contractors were, 

they would know if they really wanted to buy in. 

Efficiency, all the alternatives of supply options would 

be closely examined and these cost alternatives would be implemented 

first, and more efficient alternatives include conservation, 

especially in the agricultural sector where we use groundwater 

management. 

Energy, State Water Project was built in a time seemingly 

limitless with very cheap energy. Energy costs were not a major 

factor; the State Water Project is now the single biggest user. 

The Metropolitan Water District, the second in the state. Energy 

is now expensive and growing moreso. It is a major foreign policy 

in balance of trade concerns to us all, therefore, a consideration 

must also be given to the quantity of additional energy needed 

and what effect this would have on the energy needs and costs in 

the state as a whole. 

Environment, all the environmental costs borne by the 

area from which the water is drawn and the impact of those environ

mental costs on local business and industry, would be fully 

evaluated ahead of time. Not as is presently the case. Studies 

of San Francisco Bay are scheduled to run concurrently with the 

construction of the Peripheral Canal if SB 200 is approved by the 

voters. Negative studies of life within the Delta are ignored. 

Equity; the most important of the five "E's". The 

Bates bills would put an end to the tideland oil and gas subsidy 
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• 

to flush out the answers. Ballot measure campaigns are notorious 

for playing to the emotions and not dealing with facts. Just 

witness the scare-tactic campaign now being waged by the water 

lobby on behalf of SB 200. With the enactment of Assemblyman 

Bates' bills, we would know exactly what we are getting and cease 

to be victimized. Thank you very much. 

ASSEMBLYMAN BATES: Dorothy, thank you for all the nice 

comments. I should, for the record, say that I was raised in 

Southern California; maybe that's why I am sympathetic. 

CHAIRMAN WATERS: Thank you very much. Chris Margileth 

representing the American Association of University Women. 

MS. CHRIS MARGILETH: Thank You. I'm Chris Margileth 

and I'm on the Legislative Program Committee of the California 

State Division, American Association of University Women. 

Mr. Chairman and Committee members, the California State 

Division of AAUW recognizes the need to articulate and adopt a 

comprehensive water policy, which will adequately serve the true 

needs of California citizens, industry and agriculture. At the 

same time, protecting the ecological balance of all systems and 

conserving resources for the future • 

Thus, we view the provisions in AB 2249, requiring the 

development and periodic update of a plan for meeting the state's 

water needs, as a step in the right direction. Our Water Study 

Committee, in preparing its 1981 study on California Water Re

sources, found that equitable water distribution, maximum conser

vation and realistic pricing to reflect the true cost of water, 

are all necessary components of efficient water management. The 

Committee also found that many current laws and institutions are 
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outmoded or inadequate r the most efficient and universally 

beneficial water resource management. 

We therefore support statutory changes, such as those 

embodied in AB 2249. We believe that allowing for voluntary trans

fer of water among users would result in better utilization and 

conservation of water and would contribute to maximum efficiency 

and irness of distribution during periods of special need, as 

during the drought. 

However, we are concerned that water rights transfers 

not be undertaken unless the interests of other holders of rights 

to the water in question, as well as their area of origin, are 

properly protected. It's further our position that water planning 

should meet water needs of the state using water conservation, 

desalination, wastewater reclamation and other technological 

processes. These should be given priority over additional water 

importation processes. We therefore support the lease cost, first 

approach to new water projects required by AB 2249. 

In addition to conservation and reclamation, we also 

support legislation which encourages the conjunctive use of surface 

and groundwater and which encourages groundwater management areas 

under regional control. Although some agencies have and do con

junctively use and store goundwater and surface water, most ground

water management when it does occur, has resulted from lengthy 

and expensive court proceedings. The Governor's Commission on 

Water Rights recommended that doctrines established in Case Law 

should be codified. We believe that AB 2249 takes a much needed 

step in this direction by requiring the inclusion of improved 

groundwater management and conjunctive use of ground and surface 
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water as possible alternatives to water appropriation systems. 

Thank you for the opportunity to present the views of California 

Division of ASUW in support of the provisions of AB 2249. 

CHAIRMAN WATERS: Thank you very much. Does anyone else 

feel compelled to testify today? Thank you very much for coming 

and I thank the Committee for its indulgence. I thank my staff 

for coming down. Tom, you have a question? 

ASSEMBLYMAN BATES: I really wanted to thank you per

sonally and members of the Committee for sitting through the 

hearing and listening to this discussion. I hope that we'll be 

able to have copies of the transcript, that we can at least have 

the tape copies and make that available to people Thank you. 

CHAIRMAN WATERS: Thank you all again for coming. This 

meeting is adjourned. 
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