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COMPTROLLER GENERAL OF THE UNITED STATES

WASHINGTON 2§ DEC 1 1 1957
B~125045

Honorable Sam Rayburn
Speaker of the House of Representatives

Dear FKr, Speaker:

Herewith 1s our report on the audit of sctivities
of the Bureau of Reclamation, Department of the Inte-
rior, and the Corps of Engineers (Civil Functions),
Department of the Army, in the Central Valley Basin,
California, for the fiscal year ended June 30, 1956,
This audit was made pursuant to the Budget and Account-
ing Act, 1921 (31 U.S.C. 53), and the Accounting and
Avditing Act of 1950 (31 U.S.C. 67). : ‘

This report combines the related activitles of the
Bureau of Reclamation and the Corps of Engineers in the
Central Valley Basin, Circumstances which prompted
many of the recommendatlons contained in our report to
the Congress dated December 21, 1956, on the audit of
Central Valley, Folsom Reservolr, Kings River, and Isa-
bella Regervolr Projects in the Central Valley Basin
for the fiscal year ended Juune 30, 1955, have not
changed, In this report we are, therefore, repeating
those recommendations. Among those are (1) considera-
tion by the Congress of matters having to do with al-
locations to power and other purposes of construction
costs of the projects and (2) recommendations to the
Secretary of the Interior and the Chief of Engineers
on establishing policles Jointly for accounting and
financial practices necessary to present falrly the
financial position of and results from the Covernment's
activities in the water resources development program
of the Central Valley Basin.

H

A copy of this report is belng sent today to the
President of the Senate.

Comptroller General
of the United States

Enclosure
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REPORT ON AUDIT

OF
CENTRAL VALLEY BASIN, CALIFORNIA
WATER RESOQURCES DEVELOPMENT PROGRAM
BUREAU OF RECLAMATION |

DEPARTMENT OF THE INTERIOR

AND
CORPS OF ENGINEERS (CIVIL FUNCTIONS)

DEPARTMENT OF THE ARMY

FOR THE FISCAL YEAR ENDED JUNE 30, 1956

The General Accounting Office has made an audit of activities
of the BUREAU OF RECLAMATION, Department of the Interior, and the
CORPS OF ENGINEERS (Civil PFunctions), Department of the Army, in
the Central Valley Basin, California. This report combines the
related activities of the Bureau of Reclamation and the Corps of
Engineers 1in the Central Valley Basin, Our prior report dated
December 21, 1956, on the Central Valley Basin for the fiseal year
ended June 30, 1955, included comments only on the Central Valley,
Folsom Reservolr, Kings River, and Isabella Reservolr Projects in
The Central Valley Basin., The scope of the audit work performed
is described on page 68 of this report,

GENERAL COMMENTS

The Central Valley conslsts of the Sacramento and San Joaquin
River valleys in Californla, extending from Mount Shasta in the

north to the Tehachapl Mountains in the south, an area about 500



miles long and 120 mlles wide. The Central Valley ProJject, au-
thorized for construction, operation, and maintenance by the Bu-
reau of Reclamatlon, has the objective of transferring water from
the northern portion of the basin to the southern portion. This
objective 1s achileved through controlled releases of water stored
behind Shasta Dam in the Sacramento River and Folsom Dam in the
American River, diversilon through the Delta Cross Channel to the
Tracy Pumping Plant near the confluence of the Sacramento with the
San Joaquin Rlver, and transport of water by gravity southward
through the 117-mile Delta-Mendota Canal. Some of that water re-
places water of the San Joaqulin River impounded by the Friant Dam
and diverted in part southward in the 153-mile Friant-Kern Canal.
Other smaller dams and canals and distribution systems have been
congtructed or authorized for construction by the Bureau to serve
irrigation and municipal water supply users in the Sacramento-
San Joaguin service areas which contribute to the comprehensive
plan for development of the water resources of the Central Valley
Basin,.

Power plants haviﬁg name-plate capacity of 629,500 kilowatts
and 762 miles of transmission lines have been constructed by the
Bureau of Reclamation, and the energy is used in pumping opera-
tions or for sale as commercial power,

Rlver and harbor and flood control acts have authorized con-
struction by the Corps of Englneers of proJects in the Central Val-
ley, primarily for purposes of flood control and navigation.

These projects are included in this report.



The Bureau of Reclamation 1s an activity of the Department of
the Interior under the supervision of the Assistant Sécretary of
the Interior for Water and Power Development. Under authority del-
egated by the Secretary of the Interior, the management of the Bu-
reau is vested in the Commissioner of Reclamation who ls appointed
by the President. The Commissioner, in directing and supervising
the irrigation, power, and other programs of the Bureau, has three
agsistant commlssloners and technical staffs organized into 12 4i-
visions and offices located at Washington, D.C., and Denver, Colo-
rado., The activitles of the Bureau in the Central Valley Basin
are carried out through the reglonal office at Sacramento, Cali-
fornia. |

The activitles of the Corps of Englneers in the Central Val-~
ley Basin are carrled out by the district office at Sacramento,
California, in the South Paclific Division headquartered at
San Franclsco, Callfornia. The distrlict offices of the Corps are
operating offices headed by Army englneer officers as district en-~
gineers and carry out both military and civil works activities
within defined éreas under the general direction of division engl-
neers. For civil works actlvities, divisions generally encompass
one or more river basin or drainage areas. The division englneers
are responsible to the Chlef of Engineers; who, with his staff,
is located at Washington, D.C.



STATUS OF RECOMMENDATIONS IN PRIOR REPORT

Our report to the Congress dated December 21, 1956, on the

audit of Central Valley, Folsom Reservoir, Kings River, and Isa-

bella Reservolr Projects in the Central Valley Basin, California,

for the fiscal year ended June 30, 1955, contained comments and

recommendations relating to ocur findings., Our audit for the fis-

cal year 1956 showed that the following fiscal year 1955 findings

and recommendations had not been completely or satlsfactorlily

resolved,

1.

26

7o

8.

9.

Allocation of construction costs of multiple=-purpose
projects. .

Need for Secretarial approval of allocations for construce
tion costs of the Central Valley Project.

Repayment of reimbursable costs of the Central Valley
Pro ject.

Negotiations for repayment contracts at Kings River and
Isabella Beservoir Projects.

Revenues paid over to states not charged te projects,

Costs incurred by Corps of Engineers in preliminary sure
veys and investigations not included in project costs,

Wheeling rate under Transmission and Exchange Service
Contract with Pacific Gas and Electric Company.

Operations under Sale and Interchange Contract with Pacific
Gas and Electric Company.

Matters relating to accounting and financial policy.

The current status of these findings and recommendations is sum=-

marized in the sections of the report immediately following. More

detalled dlscussion of the findings and recommendations is con-

. tained in the body of the report,



1. Allocation of construction costs
of multiple-purpose projects

Laws forming the basis for the Federal water resources pro-
gram do not provide policies or criteria to be applied for allocae
tion of construction costs to multiple~purpose projects. The De-
partment of the Interior and the Corps of Engineers have reached
general agreement on allocation methods to be followed and have
provided for an exchange of information and discussion at field
location and between staff members In Washington. However, the
agreement between the Bureau and the Corps has not resulted in
firm cost allocations that would permit an evaluation of the flinan-
cizl administration of the multiple-purpose projects in the Cen=
tral Valley Basin, |

We believe that the lack of policies and criteria to be ap-
plied in making allocations of construction costs should be re-
solved by legislative action. Our report dated December 21, 1956,
contained a recommendation that the Congress provide policles and
criteria to be applied for making allocations of construction
costs of multiple~purpose projects, the results of which would
serve as a basls for establishing rates for commercial power and
reimbursement from beneficiariles of other project purposes. Also,
we recommended that the new legislation provide for (1) period for
repayment of construction costs, (2) rates of interest, (3) subsi-
dies to nonpower purposes, and (4) designation specifically of the
agency to make the allocation where one agency is authorized to
construct the project and another agency 1s authorized to market

the products of the project. In addition, the Congress might wish

5



to clarify the role of the Federal Power Commisslion in these allo-
cations for future multiple-purpose projects.

Although.a substantlal and increasing degree of agreement on
methods and procedures among the three agencies concerned has been
achieved, we continue to be of the opinion that the matter should
be resolved by congressional action,l

Allocations of estimated construction costs to purposes of
the projects in the Central Valley Basin are discussed on pages 19
through 24 of this report.

2, Need for Secretarisl approval of allocations of
construction costs of the Central Valley Project

The allocation of estimated comstruction costs of the Central
Valley Project is preliminary and tentative and has been made to
serve the administrative needs of the Bureau of Reclamation., The
existing allocation of construction cosfs 1s not an allocation by
the Secretary of the Interior that can be used to base and to re-
view the Bureau's financial administration of the Central Valley

Project.

11n a letter dated October 2, 1957; the Assistant Chief of Engl-
neers for Clivil Works, Corps of Engineers, stated that it 1s
believed pertinent to note accomplishments of Federal agencles
toward resolution of these problems and to observe that, to the
degree agreement on basic principles and methods of allocations
is achleved, the matter of agency responsibility for allocatlons
becomes of less importance. '

By letter dated November 27, 1957, the Administrative Assistant
Secretary of the Interior stated that a staff level working group
comprising representatives of the Corps of Engineers, General Ac-
counting Office, Federal Power Commission, and Department of the
Interior had been recently established to cope with this problem,



In our report dated December 21, 1956, we recommended that
the Secretary of the Interior take appropriate steps to have the
allocatlon of construction costs of completed features of the
Central Valley Project submitted to him for review and approval.
Further, we recommended that the financial policies and practices

of the Bureau of Reclamation at the Central Valley Project be
| based on this allocation untlil a Secretary-approved revision 1s
made as a result of authorizations of additional features that af-
fect the physical operation of existing features and have an im-
pact on the operating characteristics of all features.

The reply of the Department of the Interior to this recom-
mendation contained a statement that cost allocations in the fea-
gibility reports for the Central Valley Project and new divisions
thereof become official when the feasibility reports are adopted
by the Secretary. However, subsequent to the allocations ln the
feasibllity reports adopted by the Secretary, allocations of cone
struction costs based on various criteria have been made by the
Bureau of Beclamation to serve the administrative and financial
needs of the Bureau. The changing criteria have not had speclfiic
Secretarial approval and have had a material effect on such matters
as the annual recording of interest on the commercial power plant
in service, allocation of operation and maintenance expense to
the various project purposes, and the amount of interest on the
unamortized balance of electric plant in service, Since these
changes 1in criterla have not had official Secretarlal approval,

an evaluation of the financial administration of the Central Valley



Project on the basis of consistent application of criteria is not

feaslible,

Accordingly, we repeat our recommendation that the Secretary
of the Interior take steps to have the allocation of construction
costs of completed features of the Central Valley Project submitted
to him for review and approval.l

Tentative allocatlion of total estimated construction costs
of the Bureau of Reclamation in the Central Valley Basin is dis-
cussed on pages 19 through 22 of this report.

3. Bepayment of reimbursable costs
of the Central Valley Project

Reimbursable allocations of estimated construction costs at
the Central Valley Project total $?62,863,917. This estimated
cost includes $65,998,917 for water-gservice distribution systems.
The total reimbursable estimated construction costs represent
about 93 percent of the total estimated project costs of
$823,330,917. |

The reimbursable allocatlons include $450,603,917, or about
59 percent, to irrigation., Of this amount, $345,159,217 is re-
payable by water users and $105,444,700 1s repayable from come
merclal power and municipal water-supply revenues.

The amounts repayable by water users include estlmates of
revenues for water deliveries in the Sacramento River and Folson

service areas, which our prior report dated December 21, 1956,

1The Administrative Assistant Secretary of the Interlor in his

letter dated November 27, 1957, stated that the Department®s, com-
ments on this matter included in hils letter of December 10, 1956,
are still pertinent.



stated may not be realized untlil water-right questions are resolved
or Federal construction of additional irrigation facillties are
authorized by Congress and completed. We stated also 1n our prior

report that litigation in the case of Rank v. Krug might result

in reduction in deliveries of water and in revenues from the
Friant-Kern and Madera service areas which are significant revenue-
producing areas for water deliverles in the project,

Our review for the fiscal year 1956 showed no change in the
Bureau policy with respect to inclusion of revenues from the Folsom
and Sacramento Biver service areas, although the circumstances
which prompted our comments had remained unchanged.l

Sources and status of repayment of reimbursable construction
costs of the Central Valley Project are dlscussed on pages 25
through 33 of this report.

4o Negotiations for repayment contracts
at Kings River and Isabella Reservoir Projects

Repayment arrangements for the amounts allocated to irriga-
tion at Kings River Project are the responsibility of the Bureau
of Reclamatlon, and those at the Isabella Reservoir Project are

the responsibility of the Corps of Engineers. Pending the

lIn the letter dated November 27, 1957, the Adminlistrative Assist-
ant Secretary of the Interior stated that, since the period
covered by the report, a firm contract for American river water
had been negotiated with the city of Sacramento with substantial
revenues commencing in 1963; also, that the Department remains

of the opinion that it is prudent to include in any financlal
reviews an estimate of revenues to be reallzed ln the Sacramento
River and Folsom service areas and that there 1s a market in
California for the water which the Govermment has been devel-
oping in those areas.,



execution of long-term repayment contracts, lnterim contracts for
water service have been entered into with water users at both proj)-
ects. Negotiations have been in progress since 1947 at the Kings
River Project and since 1953 at the Isabella Reservoir Project;
but as of the last date of our audit for the fiscal year 1956,
contracts for repayment of construction costs had not been sligned,
Since these contracts remained unsigned as of the last date
of our audit, we are again recommending that the Secretary of the
Interior and the Chief of Engineers make vigorous effort to consum-
mate contracts for repayment of construction costs allocable to
water conservation at these projects., Further, we are repeating
our recommendétion that, should these efforts fail, the matters
be referred to the appropriate congressional committee for lnstrucw
tion as to further'actionsol
Negotiations for repayment contracts at the Kings Biver and

Isabella Reservoir Projects are discussed on pages 33 and 34 of

this report,

1The Assistant Chief of Engineers for Civil Works, Corps of Engl-
neers, in his letter dated October 2, 1957, stated that review is
being made to determine what steps should be taken to satlsfac-
torily resolve the Isabella contract, and that meanwhlle both the
Department of the Interior and the Department of the Army were
proceeding to request the Attorney General to revliew and to fur-
nish his opinion on the question as to whlch Federal agency 1s
legally responsible for entering into the repayment contracts
covering irrigation benefits from Army projects and under which
laws,

The Administrative Assistant Secretary of the Interior 1n a let-
ter dated November 27, 1957, stated that divergent vlews have been
held by the Department of the Interior and the Department of the
Army as to which agency, as a matter of law, 1s charged with the
final legal responsibility for the disposition of irrigatlon bene-
fits from Army projects, and a conclusion had been recently
reached by the two departments to request the Attorney General to
consider the question and to render an opinion thereon.

10



5, Revenues pald to states not charged to projects

Under the provisions of the Flood Control Act of 1941, as
amended (33 U.S.C. 701lc=3), 75 percent of the moneys recelved
during any fiscal year on account of the leasing of lands acquired
for flood control, navigation, and allied purposes are returned
to the states in which the lands are located., The gross revenues
are credited to projects in the accounting records in the district
offices of the Corps, but the payments to the states are disbursed
and recorded at the Office of the Chief, Washington, D.C.

We recommended in our report dated December 21, 1956, that
the revenues from reservoir lands pald to states be recorded in
the accounts of the projects at district offices. In commenting
on the recommendations contained in this report, the Acting Chief
of Engineers of Civil Works did not comment specifically on this
recommendation, but he stated that the importance of the matter
was recognized and that efforts would be continued toward the
developing of mutually satisfactory procedures as soon as possible,

Our audit for the fiscal year 1956 disclosed that procedures
relating to accounting for revenues paid to states have not changed

and, accordingly, the recommendation in our previous report 1is

repeated.l

11y & letter dated October 2, 1957, the Agsistant Chlef of Engl-
neers for Civil Works, Corps of Engineers, stated that considera-
tion of the matter by the Corps of Engineers has confirmed the
need for recording the revenues from reservoir lands pald over

to states in the accounts of projects at district offices and

that the establishment and maintenance of the additional account
was being undertaken.

11



Comments on these revenues are included on pages 35 and 36

of thils report.

6. Costs incurred by Corps of Engineers
in preliminary surveys and in investigations
not included in project costs

Under the accounting procedures of the Corps of Englneers,

costs incurred in conducting preliminary investigations and surveys
are not included as a part of costs of the project when bullt,

To provide for an adequate disclosure of total project costs and

to permit consideration of all proper costs for allocation of total
construction costs to purposes, we recommended that the Corps of
Engineers include an appropriate share of these costs as costs of
the project, ‘In commenting on our recommendations contained in

our previous report, the Acting Assistant Chief of Engineers for
Civil Works did not comment specifically on this recommendation,
but he stated that the importance of the matter was recognized

and that efforts would be continued toward developing mutually
satlsfactory procedures as soon as practicable. Our audit for

the fiscal year 1956 disclosed that the accounting procedures re-
lating to costs incurred in conducting preliminary investigations

and surveys have not changed and, accordingly, the recommendation

in our previous report is repeated,l

lThe letter dated October 2, 1957, from the Assistant Chief of
Engineers for Civil Works, Corps of Engineers, referred to the
comments on investigation costs made by the Senate and House
Couferees on the Public Works Appropriation Bill, 1958, contained
in House of Representatives Report 1049, Eighty-fifth Congress,
and stated that this matter 1s being considered further with the

view of developling satisfactory procedures for the inclusion of
guch costs,

12



7. Wheellng rate under transmission
and exchange service contract
with Pacific Gas and Electrlc Company

Most power customers of the Bureau of Reclamation are served
through the distribution facilities of Paciflc Gas and Electric
Company. The basic charge for this service is 1 mlll per kilowatt-
hour of energy wheeled by the Company on its system, Our prior
report dated December 21, 1956, concluded that the rate of 1 mill
per kilowatt-hour was high because 1t did not falrly equate the
significance of the load wheeled or the dlstances over which
wheeled, It was pointed out in our prior report that the falrness
of the rate charge would have a material effect on the proposed
San Luis unit of the Central Valley Project. Our audit for the
fiscal year 1956 disclosed that no change in the wheeling rate had
been negotiated.l

Wheeling rate under transmission and exchange service contract
with Pacific Gas and Electric Company 1s discussed on pages 41 and

42 of this report,

8. Operations under Sale and Interchange Contract
with Pacific Gas and Electric Company

Our report dated December 21, 1956, which in turn referred
to prior reports, contained comments on a number of specific mate

ters concerning operations under the Sale and Interchange Contract

with the Company.

lThe letter dated November 27, 1957, from the Administrative As-
glstant Secretary of the Interior noted that the Paclfic Gas and
Electric Company had the only existing power wheeling facilitles,
and under congresslonal declaration 1t was mandatory for the
Bureau to seek a reasonable wheeling contract with the Company
rather than construct Federal transmission lines,

13



Our audit for the fiscal year 1956 showed that many of the
findings previously reported on have not been completely or satls-
factorily resolved. Those matters which were not completely or
satisfactorily resolved relate to:1

Project dependable capacity,.

Capacity available to the Company in excess of that
billed.

Credit for dependable capacity demand by preference
agencies,

Adjustment for losses in power transmission.

Purchase of reactive requirements,
Operations under the Sale and Interchange Contract with Pacific
Gas and Electric Company are discussed on pages 42 through 48 of
this report,

9, Accounting and financial pollcies

The financlial statements included in this report present on
a combined basis the assets and liabilities of all the projects
of the Bureau of Reclamation and the Corps of Engineers in the
Central Valley Basin. The financial statements have been prepared
from the records of the Bureau of Reclamation and the Corps of
Engineers., However, until construction cost allocations to power
and other project purposes are firm and the Department of the
Interior and the Corps of Engineers reach an agreement on certain
accounting and financial policies, financlal statements camnot be

presented that fairly show the financial position and financlal

1lin the letter dated November 27, 1957, the Administrative Assist-
ant Secretary of the Interior reiterated the Department®s prior
comment that the Pacific Gas and Electric Company contract was
believed to be the best contract that the Govermment could obtain

for the sale of surplus power and in the best interests of the
Government.

14



results of operations of the Central Valley Basin Water Resources
Development Program. We recommended in our report dated Decem-
ber 21, 1956, that the Secretary of the Interior and the Chief of
Engineers establish comparable accounting and flnanclal policles
and apply practices thereunder uniformly and consistently on:

1, Allocations to power and other purposes of Jolnt costs and

expenses of operating and maintaining multiple-purpose
projects,

2, Provisions for depreciation on plant in service and alloca-

tion of the provisions on multiple-purpose plant to pur-
poses.

3. Computation and recording of interest on the Federal in-
vestment in commercial power and municipal and industrial
water-supply facilities,

The establishment jointly of comparable policies and effective
application of them by each agency 1is necessary before financlal
statements can be falrly presented on the Government's water re-
gsource operations.,

General agreement has been reached by the Department of the
Interior, Corps of Engineers, Federal Power Commission, and con-
curred in by the General Accounting Office on the use of simple
Interest during construction and the proportionate method of ac-
counting for the operation of Joint facilitlies on multiple-~purpose
projects., The Corps of Engineers has reached decislons on certain
of the other major accounting and financial policles, but decisions
thereon had not been made by the Department of the Interior, Ac-
cordingly, the establishment of comparable policies by the Corps
of Englneers and the Department of the Interior remains virtually
unchanged in status from that in the previous report, and the

recommendation 1s repeated in this report.

15



We recommended also that statements be designed specifically
to show the status on repayment of the Federal investment based
on memorandum records for scheduled repayment requirements. This
recommendation also is repeated in this report.l

Accounting and financial policies are discussed on pages 59

through 67 of this report.

11 the letter dated October 2, 1957, the Assistant Chief of Engi-
neers for Clvil Works, Corps of Engineers, stated that the Chief
of Engineers was undertaking to form an interagency working group
which will have as one of its objectives the development of mutu-
ally satisfactory procedures for handling the accounting matters
with which the General Accounting Office was concerned and that

the participation of the General Accounting Office in this effort
had been invited.

The Administrative Assistant Secretery of the Interior in the
letter dated November 27, 1957, stated that these matters to-
gether with other pertinent problems, are recelving current con-
sideration of the Department of the Interior Financlal Practices
Committee. The views with respect to accounting and financial
policies cannot be determined until such time as the Committee's
recommendations have been consldered by the Department.

16



PRINCIPAL FINDING AND RECOMMENDATION OF CURRENT AUDIT

The principal finding and recommendatiom resulting from our '

audit for the fiscal year 1956 are discussed below.

1. Allocation of Qrojedt dependable capacity

o Bureau customers

Our review of power operating records for the fiscal year
1956 relating to the Ceutral Valley Project (CVP) Power System and
discussion with Bureau officials have not disclosed any specific
and written criterila which provide for standardized and consistent
allocations of Central Valley Project dependable capacity to ex-
1sting and potential preference customers.

Our review for the fiscal year 1956, based upon project de-
pendable capacity of 450,000 kilowatts, showed that there were '
about 117,500 kw of projlect dependable capacity which could be al-
located to elther existing or potential preference customers. The
quantity of 117,500 kw 1s arrived at after deducting 22,500 kw of
system reserve requirements indicated by an official of the Depart-
ment of the Interior to be necessary for the CVP system. At De-
cember 31, 1956, the Bureau had active requests for power deliv-
eries from preference agenciss not then under contract and from
exlsting preference customers. Also, our review showed that one
customer had under contract about 56 perceﬁt of the project de-
pendable capacity.

In view of the facts (1) that there ére conslderable quanti-
ties of reserve or unused capacity, (2) that one preference cus-

. tomer recelves a very large quantity of project dependable capacity,
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and (3) that there are several requests for allocation of project
dependable capaclty from potentlal and existing preference cus-
tomers, we are recommending to the Secretary of the Interlor that
specific policies and procedures relating to the allocation of
project dependable capacity to exlsting or potential customers of
the Central Valley Project Power System be established for guild-
ance of Bureau and preference agency officials.l

Allocatlion of project dependable capacity to Bureau customers

is discussed on pages 49 and 50 of this report.

1The letter dated November 27, 1957, from the Administrative As-

sistant Secretary of the Interlor stated that the problem of al-
locatlion of additional power avallable from Folsom and Nimbus
Power Plants 1s currently under study by the Bureau and the De-
partment, and it is anticipated that the additiomal power will be
placed under contract with Bureau customers in the near future,
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ALLOCATION OF ESTIMATED TOTAL CONSTRUCTION COSTS

TO_PURPOSES

TENTATIVE ALLOCATION OF TOTAL ESTIMATED
CONSTRUCTION COST OF BUREAU OF RECLAMATION
PROJEC N THE CENTRAL LEY BASIN

The estimated total construction cost of Bureau of Reclama-
tion projects in the Central Valley Basin at June 30, 1956, ineclud-

ing the water distribution systems, is $879,074,787,

This amount

does not include interest during construction of these projects.

The composition of the estimated total construection cost is

as follows:

Central Valley Project:
Trinlty Rlver Divislon
Shasta Division
American River Division
Folsom Dam and Reservolr constructed by
Corps of Engineers
Sacramento River Division
Delta Division
Priant Division
Water rights and general property
‘Project investigations of abandoned work
Costs pending distribution

Solano Project:
Monticello Dam and Reservoir,
Dam and South Canal
Distribution system
Drainage system

Putah Diversion

Orland Project:
Plant 1n service
Plant abandoned
Rehabilitation

Total estimated constructlion cost

$225,000,000
181,530,528
45,647,570

61,870,300
56,544,000
151,610,674
11,894,000
892,625
2,725,000

823,330,917

37,246,000
12,701,000
2,463,000

52,410,000

2,572,684
11,186
750,000
3,333,870

$879,074,787

Folsom Dam and Reservolr shown in the table above as a part of the
American River Division of the Central Valley Project was trans-
ferred to the Bureau by the Corps for operation and maintenance on

May 15, 1956.

The amount of $225,000,000 shown as the estimated

construction cost of the Trinity River Division of the Central
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Valley Project includes about 56 million dollars for Federal con-
struction of the power faclllties.

A tentative allocatlon of the estimated total construction
cost has been made by the Reglonal Director, Region II, Bureau of
Reclamation, to the following project purposes:

Project
Central
Together Valley Solano Orland
Relmbursable purposes:
Irrigation $502,004,087 $450,603,917 $48,066,300 $3,333,870
Municipal and indus-
trial water 20,517,700 17,419,000 3,008,700 -
Fish and wildlife 2,804,000 2,804,000 - -
Commercial power 202,150,000 292,037,000 113,000 -
Total 817,475,787 762,863,917 51,278,000 ° 3,333,870
Nonreimbursable purposes:
Flood control 36,816,000 35,684,000 1,132,000 -
Navigation 12,940,000 12,940,000 - -
Fish and wildlife 11,628,000 . 11,628,000 - -
Recreation 215,000 215,000 - -
Total 61,599,000 60,467,000 1,132,000 -

Total estimated con-
struction cost $879,074,787 $823,330,917 452,410,000 $3,333,870

The above allocation of Central Valley Project cost to irrigation
ineludes $65,998,917 for distribution systems repayable through
construction cost repayment contracts (section 9(d) contracts% by
irrigation districts. Also, included in the Central Valley ProJ-
ect reimbursable fish and wildlife allocation is an amount of
$67,000 representing a pipeline for the California State fish
hatchery at Friant Dam paid for by the State of California.

The estimated construction costs were allocated to purposes '
by the Bureau of Reclamation through the use of the separable
costs-~-remaining benefits method, which is described in appendix B,
page 109 of this report. Allocations to nonreimbursable fish and
wildlife and to recreation were limited to specific costs, no
Joint costs being assigned to these purposes,

In prior years the cost of the Central Valley Project Power
System which is related to 1ts use for irrigation and municipal
water pumping, as well as for commercial power purposes, could be
identifiled in the Bureau's tentatlive allocations of power con-
structlon cost. Currently, the allocation of power construction
cost between the commercial power and lrrigation and municipal wa-
ter pumping purposes is not readily determinable. The application
of the separable costs--remaining benefits method results in the
direct allocation of project costs to the end purposes of the
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project based on the benefits accruing from each purpose, as lim-
ited by the alternative cost for each purpose.

Recommendation to the Secretary of the Interior

Oour audit report to the Congress on the Central Valley, Folsom
Reservoir, Kings River, and Isabella Reservoir Projects, Bureau of
Reclamation, Department of the Interior, and Corps of Engineers
(Civil Functions), Department of the Army, for the fiscal year
ended June 30, 1955, contained the following recommendations

"Phe allocation of estimated construction cost of
Central Valley Project 1s preliminary and tentative and
has been made to serve the administrative needs of the
Bureau of Reclamation. The existing allocation is not
an allocation by the Secretary of the Interior that ecan
be used to base and to review the Bureau's financial ad-
ministration of the Central Valley Project.

"We recognize that authorization of additional fea-
tures of the Central Valley Project may have an impact
on the physical operation of exlsting features and re-
sult in changes in the operating characteristics of all
featunes, However, we believe that the changes brought
about by the construction and placing into operation of
new features through additional authorizations can be
given consideration through revision of official Secre-
tarial allocations. During the periods within the addi-
tlonal authorizatlons, the financial practices should be
based on an approved fixed allocation for the features
in operation, rather than tentative allocations subject
to continuing changes, Accordingly, we recommend that
the Secretary take steps to have the allocation of con-
struction costs of existing features of Central Valley
Project submitted to him for review and approval. We
recommend further that the financlal policiles and prac-
tices of the Bureau of Reclamation be based on thls al-
location until such time as a Secretary-approved revi-
sion is made."

The reply to this recommendatlon by the Admlinistrative Assist-
ant Secretary for the Department of the Interior, dated Decem~
ber 10, 1956, recognizes the desirability of fixing cost alloca-
tions but states that the fixing of allocations has been imprac-
tical because of enlarged project scope, changing leglslative re-
quirements, and reevaluation of projJect accomplishments. The re-
ply stated also that a cost allocation whilch serves as a basis for
feasibility determination in departmental planning of proposed ad-
ditions to the Central Valley Project becomes officlal when the
feasiblility reports are adopted by the Secretary.

21



Between these allocations which are contained in feaslibility
reports adopted by the Secretary, allocatilons must be made to
serve administrative and financlal needs. For example, the annual
recording of interest on the commercial power plant in service re-
quires the allocation of project cost to project purposes. Change
in assumptions such as the cost of an alternative single-purpose
power project, or whether actual coperation and malntenance expense
will be allocated to non-revenue-producing purposes or all such
expense will be Bopne by the revenue-producing purposes, will af-
fect the amount of interest on the unamortized balance of electric
plant in service,

Our review for the filscal year 1956 showed that changes such
a8 those indicated above occurred and other consgiderations which
prompted the above recommendation remained substantlally unchanged.
Accordingly, the recommendation is repeated.

ALLOCATION OF TOTAL ESTIMATED CONSTRUCTION COST
OF CORPS OF ENGINEERS (CIVIL FUNCTION ROJECTS
HE CE LLE N

As at June 30, 1956, the latest approved estimate of Federal
construction cost of authorized Corps projects in the Central Val-
ley Basin was $460,179,000, These estimates do not include inter-
est during construction.

The composition of the approved estimate of total Federal con-
struction cost of $460,179,000 and the classification by project
purposes are as follows:

Single-purpose

Multiple~ Flood
Projects purpose control Navigation
Authorized projects completed or under construction:
Big Dry Creek Reservoir $ - $ 1,370,000 $ -
Farmington Reservolr - 3,687,000 -
Merced County stream group - 2,764,000 -
Pine Flat Reservoir 40,800,000 - -
Isabella Heservolr 21,093,000 - -
Tuolumne River (including Cherry Valley Reservoir) - 12,340,000 -
Sacramento River and tributaries:
Active portions - 20,500,000 -
Deferved for vestudy or inactive portion - 14,550.000 -
Seeramento River flood control - 66,100,000 -
Lower San Joaquin Kiver and tributaries - 11,400,000 -
Bacramenta River Deep Water Ship Channel - - 39,500,000
Sacramento River Shallow-Draft Channel - - 960,000
San Joaquin River, Stockton Deep Water Ship Channel - - 14,000,000
Total $249,164,000 61,993,000 132,711,000 54,460,000
Authorized projects~~constiuction not started:
Sucoess Reservolr 14,400,000 - -
Termlnus Regervoir 21,000,000 - -
Black Butte Reservoir 17,000,000 - -
Hogan Reservolr 18,300,000 - -
Iron Canyon (Tabla Mountain) Reservoir 75,200,000 - - ;
New Melones Reservolr 58,700,000 - -
American River levee - 2,440,000 -
Middle Creek - 1,270,000 -
Bear Creek Channel - 705,000 -
Total 211,015,000 206,600, 000 4,415,000 -
Total together $h60!179g000 $268,5935000 $137!126,00D $gu!h605000
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Although PFolsom Dam and Reservoir, a multiple-purpose project, was
constructed by the Corps, the project estimated construction cost
is not included in the total cost shown in the table above because
Folsom Dam and Reservoir was transferred to the Bureau of Reclama-
tion for operation and maintenance on May 15, 1956, The total es--
timated construction cost 1s shown in the table of Bureau projects
appearing on page 19 of this report.

Power generation has not been planned in the construction of
the authorized multiple-purpose projects, with the exception of the
Iron Canyon Project. Construction of Iron Canyon Reservoir, how-
ever, has been deferred indefinitely because the construction of
the project would inundate valuable agricultural land and block
salmon runs. Construction contracts on the Terminus and Success
Reservoir Projects had not been awarded at the time of our audit.
Construction of the American River levee has been started sub-
sequent to June 30, 1956.

Approved allocations of multiple-purpose project costs have
been made for Pine Flat and Isabella Dams and Reservolirs which
were substantially completed and placed in operation during fiscal
year 1954, (See appendix A, pp. 102 through 104, of this report.)

Allocations of construction costs
of Pine Flat and Isabella Reservoir Projects

Total estimated construction costs and allocations to pur-
?oses at June 30, 1956, are summarized for the two projects, as
ollows: '

Pine Plat Isabella
Amount Percent Amount Percent

Reimbursable purpose: '
Irrigation $14,250,000 35 $ 4,573,000 22

Nonreimbursable purposes:

Flood control 19,250,000 b7 15,469,000 73

Power 2,2609000 6 1,051,000 5

€hannel improvements 607,000 1 - ’ -
Total 22,117,000 54 16,520,000 78

Unallocated increase in
estimated construction
cost 4 533,000 11 - -

Total estimated
cost $40,900,000 100 $21,093,000 100

The allocatlon of Pine Flat Dam and Reservoir costs was made in
1946 although construction by the Corps did not begin until April
1647. This represents a departure from the general rule by the
Corps of maklng allocations when each project 1s substantially
completed. #As a result, the increase in construction costs of
$4,533,000 over the original amount allocated has not been allo-
cated to the reilmbursable and nonreimbursable purposes.



With respect to the amounts allocated to each of the project
purposes, correspondence and studies we have reviewed indicated
that both the Corps of Engineers and the Bureau of Reclamation
agree that the irrigation benefits to be realized from the Kings
River Project (which included Pine Flat Dam and Reservoir) exceed
the flood control benefits. As can be seen from the table above,
47 percent of the estimated construction costs are allocated to
flood control and 35 percent are allocated to irrigation.

The latest annual benefit estimates presented to Congress by
the Corps for the Pine Fiat Dam and Reservoir, contained in the
plamming report prepared in January 1953, are as follows:

Annual
benefits Percent
Irrigation $2,656,000 51
Flood control 2,399,000 b
Power 77,000 _2
Total $§i}32,000 100

The amounts shown as allocated to power in the table above are
claassified as nonreimbursable since no definite repayment arrange-
ments now exist to repay the amounts allocated to power. The cost
of Pine Flat Dam allocated to power represents the cost of power
penstooks only, and no portion of the Joint costs of the dam 18 in-
csluded in the amount even though one operational use of Pine Flat
Dam i8 to reregulate power releases from upstream hydroelectric
power plants of the Pacifiec Gas and Electric Company. We have been
informed by the Corps of Engineers that the operation to reregulate
power releases will not be allowed to reduce the flood control and
irrigation benefits of the project and that the power company is
paying for the reregulating benefits under the terms of a perma-
nent contract with the Department of the Army.

In contrast to the allocation of Pine Flat estimated congtruc-
tion costs, the allocatlion of Isabella cost is based on the latest
approved estimate of construction costs and was made after the con-
struction of the project was completed and placed in operation.,

The estimated annual beneflts resulting from the operation of
Isabella Reservoir as determined by the Corps are:

Annual
benefits Percent
Flood control $1,353,000 81
Irrigation 261,000 16
Power 60,000 3

$1,674,000 100
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REPAYMENT OF CONSTRUCTION COSTS

ALLOCATED TO REIMBURSABLE PURPOSES

SOURCES AND STATUS QF REPAYMENT OF REIMBURSABLE
COSTS OF CENTRAL VALLEY PROJECT

Reimbursable allocations of estimated construction costs of
Central Valley Project, anticipated repayments, and repayments
through June 30, 1956, are as follows:

Repayment
Tentative Anticipated through
Purpose allocation repayment June 30, 1956
Power $292,037,000  $397,565,000 $60,930,519
Irrigation water users:
Water service 384,605,000 279,160,300 1,620,968
Distribution system
repayment 65,998,917 65,998,917 84,412
Total 450,603,917 345,159,217 1,705,380
Municipal ﬁater users 17,419,000 17,576,400 ~977 , 2433
Fish and wildlife man-
agement use 2,804,000 2,563,300 66,692
Total $762,863,917 762,863,917  $61,725,348

8Excess of costs over revenues before capital amortization to
June 30, 1956. (See page 32.)

The amount shown ag anticipated repayment from commercial power is
based on the assumption of Federal construction of Trinity Biver
Division power facilities. The act of August 12, 1955 (69 Stat.
719), which authorized the construction of the Trinity River Divi-
sion provided that engineering studies and negotiations should be
undertaken with the purpose of deternining the feasibility and pos-
8ibility of partnership construction of the power facilities by a
non-Federal agency, On February 12, 1957, the Secretary of the Ine
.terior submitted to Congress a proposal of the Pacific Gas and
Electric Company (PG&E) for joint participation in the comstruc-
tion of the Trinity River Division. The Secretary advised that

the proposal of PG&E was acceptable generally and recommended ap-
proval by the Congress, subject to thorough consideration of the
provisions for severance damages in the event the United States
should exercise its election to take over the power facilitles at
-the end of the proposed contract period. If the partnership pro-
posal 1s adopted, the anticipated repayment from the power puppose
might be materially changed,
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The repayment amounts through June 30, 1956, for the commer.
clal power and municipal water purposes of the project have not
been reduced by an appropriate amount for the cost of interest dur-
ing construction, However, the Bureau has provided for interest
at 3 percent on the investment in commercial electric plant and
2.5 percent on the investment in municipal water plant which were
in service at June 30, 1956,

Repayment of construction costs from power revenues

Construction costs of the Central Valley Project to be repaid
for power revenues have been estimated by the Bureau of Reclama-
tion as follows:

Construction costs allocated tos

Commercial power $292,037,000
Irrigation 105,287,300
Fish and wildlife 240,700

Total $397,565,000

Based on these estimates, power revenues will repay 52 percent of
the total estimated reimbursable allocations of constructlion costs
of Central Valley Project, 23 percent of the construction costs al-
located to irrigation, excluding irrigation distribution systems,
and 9 percent of the construction costs allocated to the reimbursa-
ble fish and wildlife purpose.

The Beclamation Project Act of 1939 does not provide a spe=-
cific period of years for repayment of construction costs allo-
cated to commercial power, An administrative policy has been es-
tablished by the Department of the Interior for repayment of these
costs within 50 years from the date the facilitles are placed in
service. The power systenm average rate and repayment study for
the Central Valley Project at June 30, 1956, shows repayment of
the power investment of %29290379000 by 1993, or 50 years from inil=-
tial operations of power features in the Central Valley Project
{(1943) and about 30 years from estimated completion date of con-
struction of all power features in the project (1963),

Particulars on the repayment of the investment in power at
the Central Valley Project at June 30, 1956, as shown by the rec-
ords of the Bureau of Reclamatlon are:
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Cumulative to Fiscal year ended June 30

June 30, 1956 1956 1955
Electric plant in serv- .
ice (note a) 134,283,000  $134,283,000°  $99,519,420

Revenues for repayment:
Net revenues before
interest on plant
in service 70,007,432 6,984,655 5,455,936
Less interest due
the United States
on plant in serve

ice (note c¢) 9,076,913 1,325,647 1,024,246
Total $.60,930,519  §__5.659,008 $_4,431,690

Percent of plant in
service repaid at

June 30, 1956 L5
fIncludes a proportionate amount of construction cost of multiple-
purpose feature construction cost allocated to electric plant in
service through the separable costs--remaining benefits method of
allocatlon,

bIncludes Folsom-Nimbus power facilities, the cost of which are
not included in the June 30, 1955, amount of $99,519,420,

CInterest is computed at the rate of 3 percent on the unpaid bale
ance of electric plant in service.

The Bureau of Reclamation has the responsibility of fixing commer-
cial power rates for the Central Valley Project at a level which
will, over the administratively determined repayment period,
ensure repayment of the investment in commercial power and the
investment in irrigation activities asslgned for repayment from
commercial power revenue, At June 30, 1956, the Bureau had not
prepared scheduled payout reguirements for comparison with real-
ized returns., (See page 67.)

Repayment of construction costs
allocated to ilrrigation

Construction costs allocated to irrigation are repayable by
water users based on capacity to repay, and the repayment of the
balance of irrigation construction costs is made from excess power
and municipal water-supply revenues, Repayments of constructlon
costs by irrigators are made under construction cost repayment
contracts and water-service contracts,
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The probable repayment of construction costs tentatively allo-
cated to irrigation has been estimated by the Bureau of Reclama-
tion, at June 30, 1956, as follows:

Repayment by irrigation water users

through water-service rates $279,160,300
Repayment from other sources:

Power revenues 105,287,300

Municipal water supply 157,400

Total 105,444,700

Total $384,605,000

In addition, the irrigation water users will pay the estimated
cost of distribution systems totaling $65,998,917 at June 30, 1956,
under construction cost repayment contracts.

Water-service operations at the Central Valley Project are
classified in 12 water-service areas with rates for water deliver.
ies ranging from $1.50 an acre-=foot at river bank to $3.50 an acrew
foot for firm supply delivered to distribution systems. Long-term
service contracts for Central Valley Project water have been exe-
cuted with 34 agencies at June 30, 1956, and negotiations with 38
agencies were in various stages of completion.

Contracts totaling $62,974,984 for the construction of distri-
bution systems have been executed at June 30, 1956, with 12 water
user organizations, but 4 contracts had not been approved by the
courts and 2 were in litigation. To June 30, 1956, costs incurred
for construction of the distribution systems totaled $42,266,911.

At June 30, 1956, most of the distribution systems had not
been completed and transferred to the irrigation districts for
operation, In addition, development perlods provided in the con-
tracts have not expired. For these reasons ilnstallments have ma-
tured ($84,412.50) on only one contract, the Lindsay-Strathmore
Irrigation District, Lindsay, California, at June 30, 1956,

Estimated revenues from certain irrigation
service areas not assured.

Our audit report to the Congress on the Central Valley,
Folsom Reservoir, Kings River, and Isabella Reservoir Projects, Bu-
reau of Beclamation, Department of the Interior, and Corps of Engie
neers (Civil Functions), Department of the Army, for the fiscal
year ended June 30, 1955, contained the following general comment
with respect to the realization of estimated revenues from the Sac-
ramento River and Folsom service areas:
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"Estimates of revenues for repayment of irrigation
costs are included from the Sacramento Biver and Folsom
service areas which will not be realized until water-
right questions are resolved or construction of addi-
tional irrigation facilities 1s authorized by the Con-
gress and completed. Fallures to realize these revenues
at the time and in the amounts shown by financial analy-
sis and repayment studies would extend the repayment pe-
riod upon which the Bureau analyses are based or would
require further call upon power revenues to repay lrriga-
tion construction costs.”

During our audit for the fiscal year 1956, we determined the cur
rent policy and practice of the Bureau of Reclamation with respect
to estimating revenues from these service areas, Comments on the
current estimates of revenues from the Sacramento Biver and Folsom
service areas are included in the following sections:

Revenue from the Sacramento River service area--The Bureau of

Reclamation financial analyses and repayment studies upon which
our reviews of the estimates of Sacramento River service area reve-
nues for fiscal years 1956 and 1955 were based showed the follow-
ing pertinent information:

Piscal year ended June 30 Increase
1956 1955 (—decrease)

Estimated annual revenue $ 1,000,000 $ 1,000,000 $ -
Total estimated revenues

during repayment period - 54,000,000 57,000,000 —3,000,000
First year revenuves esti-

mated to accrue 1960 1957 3 years
Number of estimated reve-

nue years 54 57 -3 years
Year of termination of

repayment period 2013 2013 -

In our prior report we stated that the revenues in the amount
estimated by the Bureau were doubtful of realization principally
for the following reasons: ‘

1. The actual realization of revenues has continually been
postponed beyond the estimated accrual date. The March
1954 study, for example, showed revenues accruing during
fiscal year 1955 in the amount of $750,000 and continuing
armually thereafter in the amount of $1,442,500., The rea-
son that these revenues did not accrue in the years which
the Bureau estimated such revenue would accrue was due to
the fact that the water users' and Bureau®s relative

rights to water in the Sacramento River had not been fi=
nally resolved.
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2. The Bureau was continuing the "trial run" agreement which
had been arranged between it and agencles of the State of
California, The objective of the agreement was the deline-
ation of relative water rights, which would be a prerequi-
site to payment to the Bureau for use of Sacramento River
water, Estimates on the length of time required to settle
the question of relative rights were extremely vague.

3. Rate and quantity factors which would provide support for
the estimate of the revenues were not available,

In the reply by the Department of the Interior to owr prior report,
the position was taken that, although collectlon of revenue had
not corresponded with the estimated realization of thls revenue,

it could not be maintained that the revenues from the Sacramento
River would be permenently lost. Also, it was stated that a longer
repayment period might be required or greater revenues than anticle-
pated for some areas may offset losses in others,

The most recent repayment analysis, upon which we based our
review for fiscal year 1956, and which represents the Bureau's es-
timate of anticipated revenues from all irrigation service areas,
includes revenue from the Sacramento Hiver service area in the
amounts as shown in the table above. As stated in our prior re=
yort for the fiscal year ended Jume 30, 1955, the estimate of
$1,000,000 anmually beginning with the fiscal year 1960 is not sup-
ported by data showing the quantity of water expected to be dellv-
ered or the rate per acre-~foot expected to be charged for such de-
liveries. Until such time as this information is obtained, we be-
lieve that the realization of revenue from the Sacramento River
service area in the amounts shown must be classifled as doubtful,

Revenue from the Folsom service area--In our prior report it

was stated that lrrigatlion water-service revenue at the rate of
$1.50 an acre-foot was estimated by the Bureau to accrue from the
Folsom service area, although conveyance facilitiles, which would
allow the realization of the revenue value of water service in
this area, had not been authorized for construction by the Con-
gress, nor had the Bureau included in the cost to be repald the es=-
timated construction cost of such a conveyance system. The Bu=
reau's average rate and repayment analysis, upon which we based
our review for fiscal year 1956, again shows revenue at the rate
og $1le50 per acre-~foot in the same circumstances as indicated
above,

In the reply of the Department of the Interior to our prilor
report, the following positions were taken:

1. The rate represents the value of the water at river bank,

2. There are applications for about 9,000,000 acre-feet of
water on the American River, of which 1,000,000 acre-feet
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can be supplied by Folsom, Therefore there is a market
for the water,

3. The water could be sold in other service areas if the
Folsom south unit were not constructed,

Since the comments included in our prior report take into consider-
ation each of these positlions, our comments are repeated in the
following paragraphs:

"Hegional officials of the Bureau informed us during
the audit that the rates for delivery of water at the
river bank below Folsom Dam are the best estimate that
can be given currently. However, two circumstances would
appear to have a bearing on the reasonableness of this
assumption.

"l. A formal or informal agreement with the Folsom
service area water users has not been consume
mated which would embrace a plan wherein the
water users would be required to furnish their

“own capital to comstruct a conveyance system.
Without a conveyance system for the distribu-
tion of water to the lands to be irrigated, wa-
ter deliveries at river bank would have no
value to the water users as a usable water rew
source even though a value as a potential water
resource exists.

2, The design of Folsom and Nimbus Dams consistent
with the comprehensive plan for the development
of the Central Valley Project contemplates Fed-
eral construction of the Folsom Cenal and re-
lated facilities. A preliminary report by the
the Regional Director of Region 2 of the Bureau
on 'Folsom south unit,* dated February 1955, has
been prepared. Although this report is prelimi-
nary and subject to revision, it is indicative
of Bureau planning in the Central Valley Project
with respect to the Folsom south unit,

Since the revenues from the Folsom service area included
as a factor in the repayment of the total reimbursable
irrigation construction cost could not be obtained with-
out additional capital investment, it can be concluded
that, unless the Folsom south unit is authorized by the
Congress and constructed by the Bureau, the revenues
shown from the Folsom service area would have to be ob-
tained from excess commercial power revenues.

"Bureau officials have stated that, without con-
structing the water-service facilities, the Folsom water
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can be marketed in the San Joaquin service area through
existing Tracy pumps and the Delta-liendota Canal. This
observation presumes that the users in the Folsom serv-
ice area could be by~passed in favor of the Deltaw-
Mendota service area. However, it would seem that bew
fore the Bureau could deliver residual or surplus water
to the Delta-lMendota service area, satisfaction of the
Americem River water rights in the Folsom service area
. would be necessary.?

Construction of Sacramento canals unit
wlithout repayment contracts

In our prior report we stated that construction of the Sacraw-
mento canals unit had started even though repayment contracts had
not been finally mnegotiated, Reclamation policy requires that
water-service contracts be signed in advance of comnstruction, and
the Congress has expressed concern over the length of time required
to negotiate and sign irrigation project repayment contracts. To
June 30, 1955, costs totaling $2,901,646 had been accumulated for
construction of this unit.

During fiscal year 1956, additional costs in the amount of
91,419,269 were accumulated, bringing the total accumulated cost
to $4,320,915 at June 30, 1956. During our current audit, we were
informed by regional officials that repayment contracts had not
been finally negotiated and signed as of June 30, 1956,

In the reply of the Department of the Interior to our prior
report, it is stated that the Congress has been informed of the
difficulties the Bureau has encountered in negotiating repayment
contracts after construction of facilities is completed and that
construction work is being brought to a standstill after comple-
tion of construction under existing contracts.

Status of repayment of construction costs
allocated to municipal water supply

Five water-service areas in the Central Valley Project are ex-
pected to provide revenues from municipal water-supply users total-
ing $17,576,400 for repayment of construction costs., This amount
is applied to repayment of the allocation to mumicipal water supe-
ply of $17,419,000, and the balance of $157,400 will be used to as=
sist 1in repaying counstruction costs allocated to irrigation which
irrigators are unable to repay. In addition, the rates for sales
of water to municipal waber-supply users include interest on the
unamortized investment allocated to municipal water supply at 2.5
percent per annum., On this basis, Central Valley Project?s finan-
cial records of municipal and industrial water service show a defi-
cit of $977,243 abt June 30, 1956, This deficit will have to be ab-
sorbed before any amounts can be shown as repayment of the construc
tion cost invesbment in municipal water supply.
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Estimates of operating revenues from municipal and industrial
water supply include Folsom service area beglnning in 1960. Con-
veyance facillties for this service have not been authorized.

(See pages 30 and 31.)

NEGOTIATIONS FOR REPAYNMENT CONTRACTS AT THE
KINGS RIVER AND ISABELLA RESERVOIR PROJECTS

Provislons of authorizing legislation for construction of
Kings River and Isabella Reservoir Projects require payment to the
Unlted States by the state or other responsible agency elther in
lump sum or in annuval installments for water conservation, when
used. Contracts for repayments at these projects have been under
negotiation with the project beneficiaries by the Corps of Engil-
neers and the Bureau of Reclamation for a number of years, but at
neither project had the contracts been executed at completion of
the audits in January 1957.

On pages 48 through 51 of our prior report, we commented on
the status of repayment contract negotiations relating to these

two projects. The significance of these comments 1s summarized as
follows:

1. Negotiation of a long-term repayment contract for the
Kings River Project, which is the responsibility of the Bu-~
reau of Reclamation, began in 1947. Negotiation of the
construction cost to be repalid is based on the amount of
$14,250,000, although construction cost estimates have in-
creased by $4,533,000 over the amount on which the
$14,250,000 is based.

2. The Kings River Project has been in operation since 1954,

’ and interim contracts for water service have been executed.
The disposition of the interim revenues, which to June 30,
1955, totaled 3705,000, had been unsettled. The issue to
be negotiated was whether the interim revenues should be
applied to repayment of the amount of 514,250,000 or to
the increased construction costs of 34,533,000. The total
revenues accrued to June 30, 1956, were 41,249,000,

3. Revenues actually received to June 30, 1955 (1$595,000),
had been returned to the Treasury as a reclamation fund de-
posit (symbol 145000). 3ince the Kings RBiver Project is
not a Bureau of Reclamation project, the deposit to the
reclamation fund is questionable. The total revenue de-~
posited to the reclamation fund to June 30, 1956, was
$1,194,000,1

.1In a letter dated April 22, 1957, the Administrative Assistant
Secretary of the Department of the Interior stated that revenues
recelved by the Bureau of Reclamation in connection with contracts
for irrigation service from Pine Flat Dam will be deposited in
the general fund of the Treasury as a mlscellaneous receipt
rather than to the reclamation fund.
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4, Negotiation of a long-term contract for the Isabella Reser-
voir Project, which is the responsibility of the Corps of
Engineers, is based on a tentative, rather than final, al~
location in the amount of k4,573,000,

5. Isabella Reservoir Project hasbeen in operation since 1954
but interim revenues, which to June 30, 1955, amounted to
$115,629, have been deposited to the general fund of the
Treasury. The amount of revenue which accrued after Janue
ary 1, 1956, was to be applied to repayment of the amount
of $4,573,000 if a long-term contract had been signed by
June 30, 1956,

We were informed during our current audit that an extension of
the interim water-service contract for the Kings River Project pro-
vided that interim revenues for the years 1956 and 1957 would be
applied to the repayment of the amount of $14,250,000 provided
that a long-term contract was signed.

At the completion of our audit in January 1957, long-term cone
tracts for the Kings River and Isabella Reservoir Projects had not
been signed.

Becommendations to the Secretary of the Interior
~and the Chief of Engineers

We believe that the repayment obligations of the beneficiar
les of the conservation purpose at the Kings River and Isabella
Projects should be finally resolved. The projects have been serve-
ing the conservation purpose for 3 years, but the repayment ar-
rangements have not been completed, although negotiations have
been carried on for many years. The financial interests of the
United States are not served by continuing delays in bringing
these contracts to agreement and execution,

Accordingly, we recommend that the Secretary of the Interior
and the Chief of Engineers make vigorous efforts to consummate con-
tracts for repayment of costs properly allocable to water conservaw
tion at these projects. We further recommend that, should efforts
fail to reach agreement on and execution of contracts for repay-
ment arrangements, the matters be referred to the appropriate con-
gressional committees for Instructions as to further actions.
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Revenues are derived by the Corps of Englineers from rescirvoir
projects represented principally by rentals from the leasing of
reservolr lands for farming and grazing purposes. Other revenues
are derived from the concessions and privileges in the project
areas. The aggregate of these reveuwues are shown as reductlions of
expeuses for operating and malntalning the facllities.

Under the provisions of the Flood Control Act of 1941, as
amended (U.S.C. 701lc=3), 75 percent of the moneys received during
any filscel year on account of the leasing of lands required for
flood control, navigation, and 2llied purposes sre to be returned
to the state in which the lands are located. The moneys sO re-
turned are to be used for the benefit of publlic schools; public
roads, and sinilar purposes within the counties ln which the lands
are situated, The amounts returned to the states are not euntered
in the accounting records at the district offices but are dis-
bursed and recorded at the O0ffice of the Chief; Washington, D.Cs

Amounts derived from the leasing of lands at the Corps proj-
ects cumulative to June 30, 1956, are summarized:

Bevenue
retained
Returnable by
Total revenues to Federal
credited to state Government
Project proiect (75 _percent) (23 percent)
Kings River $ 63,924 & L7,ou3 $15,981
Isabella Reservoir : 81,611 61,208 20,403
Farmington Beservoir 1,210 908 302
Folsom Reservoir L, 822 __ 3,616 1206
Total $151,567 $113 9,_6__'_7_5_ $37,892

On the above basis, the net revenues rom operation and malnte-
nance of facilities have been improperly increased by $113,675.

Recommendation to the Chief of Fnglineer:

Our report dated December 21, 1956, on the audit of Central
Valley, Folsom Reservolr, Kings RBiver, and Isabella Reservoir Proj-
ects, for the fiscal year ended June 30, 1955, contalned a recom-
meundation as follows:

"To ghow properly the costs of operating and main-
taining the reservolr projects and to provide for the
recovery of all prover costs in producing power, we rec-
ommend that the revenues from reservolr lands returned
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and returnable to states under the provisions of the
Flood Control Act of 1941, as amended, be recorded in
the accounts of .the projects at the district offices."

The Asslistaunt Chief-of Engineers has stated that the importaence of
matters having to do with procedures to be followed in cost and fl-
nanclal accounting for projects wlth power has been recognized and
efforts will be continued to resolve them as soon as precticable.
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ELECTRIC PLANT CONSTRUCTION AND OPERATION

Project authorizations to the Bureau of Reclamation in the
Central Valley Basin have provided for construction of hydroelec-
tric power plants for generation of electric energy as a feature
at reservoir projects. Although by law the power program is gen-
erally subordinate to other purposes at multiple-purpose projects,
it has developed into a significant activity from a constructlon
and operating point of view. Operation of These plants 1ls gener-
ally governed by the storage and release of water for other proj-
ect purposes with the generation of hydroelectric ensrgy, a prod-
uct derived from the water releases for the other purposes. A
part of the energy is used for pumping water for irrigation and
municipal water-supply purposes. The responslbility for operation
of power plants at Federal reservoirs in the Central Valley, as
well as marketing the power which is excess to project water-
service pumplng needs, has been placed with the Bureau of Reclama-
tion, ‘

The authorized Federal hydroelectric power plant construction

program in the Central Valley in operation at June 30, 1956, is
comprised as follows:

Initial
operation Number of Name-plate
of first generating capacity

Power plant unit units (kilowatts)
Shasta 104l 7 379,000
Keswick 1049 3 75,000
Folsom 19055 3 162,000
Nimbus 1955 2 13,500

Total 15 629,500

The act of August 12, 1955 (69 Stat. 719), authorized for construce-
tion the Trinity River Division with a purpose of diverting excess
waters from watersheds outside the basin for use in the Central -
Valley. Incident to thils development, the Bureau planned an in-
stallation of 233,000 killowatts of hydroelectric generating capac-
ity to be integrated with the Central Valley Project Power System.
However, the act provides for engineering studles and negotiations
with a non-Federal agency on proposals for purchase of falling
water that are to be concluded and submitted to Congress for ap-
proval within 18 months following the enactment of the act.

In accordance with the provisions of the act, a report on the
negotiations and studies, together with the recommendation of the
Secretary of the Interior, was submitted to Congress on February 12,

1957, (See p. 25,) This report contains no extended comments on
the proposed partnership agreement,

In addition to the hydroelectric power plants in operatden,
the Central Valley Project Power System includes transmission

37



lines which are in operation by the Bureau, No additional trans-
mission lines were under construction or placed in operation during
1956. At June 30, 1956, the number of circuit miles of transmis-
sion lines by transmission voltage was:

Circuit

Kilovolts miles
230 696
115 T
69 4
Other 18
Total Zgg

The total construction cost at June 30, 1956, of the Central

Valley Project Power System, including a share of the cost of
-mad tiple~-purpose projJect features related to the generation of
powéer (commercial, irrigation and municipal water pumping), has
not been determined by the Bureau, The separable costs--remalning
benefits method of allocation of construction costs results in an
allocation of costs directly to the functions of commercilal power,
irrigation (including irrigation pumping), municipal water supply
(including municipal water pumping), flood control, navigation,
fish and wildlife, and recreation. For this reason the construe-
tion cost of the power system including a proportionate share of
the cost of dams, which provide head for hydrogeneration, cannot
be determined before a portion of this cost is allocated to the
irrigation and municipal water purposes of the project.

FINANCIAL RESULTS FROM POWER OPERATIONS

Operation of power facilities in the Central Valley Basln by
the Bureau of Reclamation during the fiscal year 1956 resulted in
excess of revenues over deductions of $5,659,008, as shown on
schedule 3, page 73, of this report. At June 30, 1956, there was
g cumulative excess of revenues over deductions of $60,930,519.
Depreciation is not included by the Bureau of Reclamation in de-
termining the results from power operations. On page 69 we ex-
presg an oplinion on the financial statements included in this :
report.

ENERGY PRODUCTION AND DELIVERIES

The. source of electric energy, which is received into the
Central Valley Project transmission system for ultimate delivery
to the eleatric customers of the Bureau of Reclamation and for
project pumping and other uses, is primarily from the four hydro-
electric power plants of the Central Valley Project. In addition
to the generation of these plants, however, there 1s an inter-
change of energy generated by the system of the Pacific Gas and
Electric Company., On relatively infrequent occasions, energy 1is
purchaged from the PG&E system,
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A summary of the Central Valley Project system energy gener-
ated, interchanged,; and purchased and the disposition of that en-

19055, 1s shown in the followlng table:

Fiseal year 1956

ergy, comparative for the fiscal years ended June 30, 1956 and

¥igeal year 1955

Kilowatt-~ Kilowatt-
hours Percent hours Percent
Source of energy:
' Cantral Valley Project Power
Flant generation less statlon
use (note a): -
Shasta 1,904,821,950 46,3 1,794 ,401,67T 53.3
Keswlck 426,655,800 10.4 372,582,600 11.1
Folsom 575,407,745 4.0 hg,hly7,438 1.4
Nimbusg Lh,455,150 1,1 9,938,952 .2
Total avallable from
Central Valley Project
production 2,951,340,645 71,8 2,226,370,667 66,0
Add: .
Interchange energy re-
celved from PG&E system 1,158,606,878 28.1 1,107,300,218 32.9
Energy purchased from PG&E
gystem: 3,380,755 .1 35,485,004 1.1
Total energy avallable
for disposition 4,113,328,278  100.0 3,369,155,889  100.0
Disposltion of energy:
Sales to Bureau customerss
Paclific Gas and Electrilc
Company 1,235,013,171 30,0 667,767,389 19.8
Sacramento Munieilpal
Utility Distriet 973,642,824 23.8 864,920,776 25.7
Ames Aeronautical lLabora-~
tory (NACA) 84,650,154 2,0 47,390,578 1.4
Mare Island Naval Shipyard 79,160,000 1.9 73,059,720 2.2
Other customers 155,740,895 3.8 141,629,510 h,2
Total sales to Bureau
customers 2,528,207,044 61.5 1,794 ,767,973 53,3
Project and other uses:
Tracy Pumping Plant 165,205,520 4,01 248,778,040 Tl
Contra Costa Pumping Planta 9,621,400 .23 9,665,300 e3
Folsom Pumping Plant 2,283,000 .05 907,000 .02
Other proJject uses 3,123,117 07 4,407,515 o1
Other uses 161,710 .0039 283,336 . 008

Total projec¢t and other

uses 180,410,747 4.3 264,042,001 7.8

Interchange energy dellvered

to PG&E BVE"Gem 132273 913,542 29-9 1317917161787 3500

Transmigsion and associated

losses 176,792,945 4,3 130,629,038 3.9

Total energy disposi-

tion 4,113,328,278 100.00 3,369,155,889 100,00

aStation use by all power plants for the filscal year ended June 30, 1956, was
8,928,955 kwh and for the fiscal year ended June 30, 1955, 7,270,933 kwh.
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During the fiscal year 1956 the Pacific Gas and Electrlc Company
received about half of the energy of the Central Valley Project
gystem which was available for commercial use, the Sacramento
Municipal Utility District received about one third, and the re-
mailnder of the energy avallable for commercial use was distributed
to the remaining customers of the. Bureau of Reclamation which to-
taled 24 customers at June 30, 1956.

CUSTOMERS SERVED

Particulars on sales of electric energy for The fiscal years
1956 and 1955 to the various users of Central Valley Project en-
ergy are presented in the following summary:

Fiseal year ended June 30

1950 1955
Everage Average
ratce rate
per Number per Number
kwh of cus- kwh '@ of cus-
Revenue (mills) tomers Revenue (mills) tomers
Pacific Gas and Electrilc
Company $3,670,470 2.97 1 $2,296,004 344 1
Sacramento Munleipal
Ugility District 4,151,192 4,26 1 3,702,880 4,38 i .
Other state 'agencies 7,763 6,07 1 8, kol 5.80
Public authorities 1,544,170 h,08 22 1,437,694 E.Rg 22
Rural cooperativest 37,579 4,56 1 15,543 . 1
t e and inter-
Pr;gggecgssales 451,037 2,50 11 660,105 2,50 10
$9,862,211 3,64 37 $8,120,810 3.94 36

STATUS OF FINDINGS RELATING TO POWER OPERATIONS
IN PRIOR REPORT

In our report dated December 21, 1956, on the audit of Central
Valley, Folsom Reservoir, Kings River, and Isabella Reservoir Proj-
ects, Bureau of Reclamation, Department of the Interior, and Corps
of Engineers (Civil Functions), Department of the Army, for the
fiscal year ended June 30, 1955, we presented several findings re-
lating to electric service provided to customers of the Bureau,.

During our audit for the fiscal year 1956, we reviewed the
current status of the findings commented upon in our prior report,
The results of our review have shown that many of the findings re-
ported on had not been completely or satisfactorily resolved,

Ehose which were not completely or satisfactorlly resolved relate
0:
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Wheeling rate under transmisslon and exchange
service contract with Pacific Gas and Electrie
Company

Operations under Sale and Interchange Contract
with PG&E:
Project dependable capacity
Capacity avallable to company in excess of
that billed
Credit for dependable capacity demand by
preference agencies
Adjustment for losses in power transmission
Purchase of reactive requirements

Comments on the current status of those findings are included in
the following sectlions of thils report. ’

Wheeling rate under transmission
and exchange service contract
with Paclific Gas and Electric Company

In our prior report we stated that, on the basis of our re-
view of the cost of wheeling the Sacramento Municipal Ut1lity Dis-
trict (SMUD) load (40 percent of total energy produced, less trans-
mission losses) to the several points of distribution of the SMUD
system by PG&E, the rate of one mill per kilowatt-hour was exces-
sive,

The contract with SMUD provides that, at such time when SMUD
has 1ts own transmission facllitles constructed for interconnection
with the Bureau's system at Elverta switchyard and its distribution
polnts, the Bureau will allow a 10 percent discount applied to the
gross blilling charge to SMUD, rather than the current provision of
5 percent which is applied to the gross billing charge., It thus
becomes apparent that, as between the contracting parties, this
Increment of 5 percent is the measure of the value placed on con-
necting the SMUD load with the CVP system. The SMUD is construct-
ing its own facilities to interconnect with the CVP system, rather
than the alternatives which are that the Bureau would (1) construct
gimilar facilities or (2) continue the wheeling agreement with the

ompany.,

It was pointed out also that the significance of this conclu~
slon would be increasingly important in the evaluation of the PG&E
partnership proposal in connection with the Trinity River Division
power development, 1f the San Luis Project were also authorized,
The project pumping load occasioned by the San Luis ProJjeet would
be significant. During fiscal year 1956 there had been no amend-
ment to the wheeling contract (I75r-2650) which changed the rate
charged for wheeling power by PG&E, -
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The reply of the Department of the Interior to our prior re-
port, as 1t related to our conclusion that the wheeling rate was
excesslve, contained the following statement:

"This contract (I75r-2650) was negotiated and
signed April 2, 1951, and expires in 1961, The circum-~
stances under which 1t was executed, with a variety of
considerations between the Government and the Pacific
Gas and Electric Company, made 1t a contract mutually
agreed to, Prior to its expiration undoubtedly new sit-
uations will call for modifications that can be mutually
agreeable to the continuation of such a contract.

"It should be pointed out that at the time of the
contract, the Congress had declared that no transmission
lines shall be constructed unless the Department finds
that private power concerns are unable or unwilling to
negotiate contracts for wheeling Government power to
preference customers, In the case referred to, the Pa~
cific Gas and Electric Company has the only facilities
capable of wheeling the power,"

During the early part of February 1957 the Secretary of the In-
terior made public his recommendation of non-Federal construction
of the power plants of the Trinilty River Division of the Central
Valley Project. As of January 30, 1957, however, agreement had
not been reached between representatives of the Bureau and the
Pacific Gas and Electric Company concerning the provision of pump-~
Ing energy for the proposed San Luis unit of the Central Valley
Project.

Preliminary conferences between representatives of the Bureau
and PG&E have been held for the purpose of making arrangements for
delivery of energy to the proposed San Luis unit when required,
The results of these conferences were not available to us during
the period of our audit.

Operations under Sale and Interchange Contract
with Paciflic Gas and Electric Company

During our audits of operations under the Sale and Inter-
change Contract (No. IT75r-3428) between PGXE and the Bureau, we
have noted several matters which we believe do not provide ade-
quate protection to the financial interests of the Federal Govern-
ment., These matters have been reported in three prior reports,
Two of these reports, dated January 20 and August 12, 1955, re-
spectively, were made to the Commilssioner of Reclamation, The

third report for the fiscal year 1955 was made to the Congress
under date of December 21, 1956,

Since the release of the first two reports, the Sale and In-
terchange Contract has been renegotiated to give consideration to
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the inclusion in the Central Valley Project Power System of the
Folsom and Nimbus Power Plants, The initial operation of these
power plants began in May of 1955, The amendment to the contract
was signed December 9, 1955, and became effective January 1, 1956,
Also, the contract between the Bureau and PG&E, which provides for
wheeling of power to Bureau customers by use of the Company's fa-
cilities, was supplemented to make it consistent with the amend-
ment to the Sale and Interchange Contract, This supplement was
signed December 9; 1955, and became effective January 1, 1956,

We stated in our prior report, dated December 21, 1956, that
a determinatlion of the effect of the amendment and supplement to
the contracts on the findings, which were contained in the previ-
ous reports, would be made during our audit for the fiscal year

1956,

Our review for the fiscal year 1956 has shown that many of
the findings previously reported on were not completely or satis-
factorily resolved by the amendment and supplement to the contracts.
Comments on those findings which were not completely or satisfac-
torily resolved are included in the paragraphs which follow,

Project dependable capaclty

In our prior reports we have commented on the dependable ca-
pacity of the Central Valley Project Power System, which prior to
the amendment discussed above had been established by contract at
300,000 kilowatts.

The 300,000 kilowatts of dependable capaclty was established
without gilving consideration to the capaclty of Folsom and Nimbus
Power Plants, which were not in operation at the time of the nego-
tiation of the 300,000 kilowatts.

It was our opinion that the contract dependable capacity was
understated principally for the following reasons:

1. The dependable capacity in the contract was negotlated by
considering the power production facilities at Shasta and
Keswick plants of the Central Valley Project as an entity
separate from the PG&E system. The CVP system, however,
actually is integrated with the Company's system,

2, The value of the Central Valley Project‘capacity to PG&E
is dependent upon how the capacity may be used in its in-
tegrated system to help serve its customer load,

3. Over a period of years the Company had consistently re-
ported tc the Federal Power Commission that 400,000 kilo-
watts of dependable capacity was avallable to it from the
facilitles of the Central Valley Project, to serve its
system requirements at the time of 1ts system peak,
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i, Reviews of the power operating records of the Central Val-
ley Project for the fiscal years 1953 through 1955 showed
that the average of the monthly maximum simultaneous de-
mands measured at generatlon had been about 498,000 kw,
502,000 kw, and 467,000 kw, respectively. Thils amount of
capacity adjusted for transmission losses, as provided by
the contract with the Company, would be substantially in
excess of 400,000 kilowatts.

The amendment to the Sale and Interchange Contract (amend-
ment 3, I75r-3428), signed on December 9, 1955, increased the proj-
ect dependable capacity under certain operating characteristics.
These operating characteristics are dependent, in effect, on the
concurrent avallability of water in Folsom and Shasta Reservolrs.
For example, if the water in the reservoirs reached certaln levels
at concurrent points of time, the project dependable capacity would
be escalated upwards depending upon the amount of water actually
availlable in the reservoirs. If both reservolrs were substantially
filled, concurrently, the maximum amount of contract dependable
capacity would be 450,000 kilowatts, This water condition existed
during May of 1956, and, in accordance with the contract, the maxi-
mum dependable capacity of 450,000 kw was established,

In planning reports prepared by the Bureau immediately preced-
ing renegotiation of the project dependable capacity, the Bureau
had contemplated that the integration of Folsom and Nimbus Power
Plants in the power system would result in the increase of project
dependable capacity to L65,000 kw. We were informed by Bureau of-
ficials that they were not able to demonstrate conclusively that
465,000 kilowatts of dependable capacity would be available at all
times during the driest water year of record based on subsequent
water avallability studies. For this reason the Bureau representa-
tlves were unable to insist on 465,000 kilowatts in the negotla-
tions with the Company. This demonstration was based on the as-
sumption that the CVP system was independent of the PG&E system,

The Pacific Gas and Electric Company in its latest annual re-
port to the Federal Power Commission, however, has stated that
518,000 kilowatts of dependable capaclty adjusted for transmission
losses would be available at the time of its system peak. The
518,000 kilowatts is based on the same water availability study as
used in the negotiation of the contract dependable capacity and is
based on an adverse water year,

Our review of the power operating records for the period dur-
ing which 450,000 kw became the contract dependable capacity and
which was June through December 1956 shows that the average of the
monthly maximum simultaneous capacity demands, adjJusted for trans-
migsion losses and project use, was about 580,000 kilowatts. Also,
the amount of energy produced in relationship to the capacity



available substantially exceeded the requirements of the contract
to support 450,000 kilowatts of contract dependable capaclty.

Based on these facts, we believe that the renegotlated proj-
ect dependable capaclty has been understated. However, we were
informed by Bureau officlals that, in the earlier phases of the
negotiations concerned with the amended project dependable capac-
ity, the Company was negotiating for a quantity of 400,000 kilo-
watts, but the Bureau was successful in increasing the final nego-
tiated amount from 400,000 to 450,000 kilowatts, This increase of
50,000 kilowatts would amount to $25,000 a month,

Capacity available to Company
in excess of that billled

Qur reviews of power operating records of the Central Valley
ProjJect for the fiscal years 1953 through 1955 showed that the
Company had availed 1tself of power capacity of the CVP substan-
tially in excess of that which was used as a base for billing pur-
poses. The amount of the excess capacity received by the Company
for these years at 25 cents per kilowatt was $546,435,

With respect to this capaclty, our prior reports contained
the following significant observations:

1. Reviews of the contract files did not disclose any infor-
mation that would lead to the conclusion that this excess
capacity not pald for was considered in the rates charged
by the Bureau for capacity made avallable to the Company.

2. The Company receives a valuable capaclty benefit without
cost to it as a result of the provislons in the contract
between the Bureau and the Company.

3. Analysis of selected billings to PG&E showed that the ef-
fectlve revenue received by the Bureau from the sale of
energy to the Company had decreased from 3.8 mills per
kilowatt-hour in June 1953 to 2.5 mills per kilowatt-hour
in July of 1954, The reduction in the effective revenue
rate recelved by the Bureau was occaslioned primarily be-
cause of substantial reductions in nondependable capacilty
declarations to the Company, although in fact the Company
did avall itself of large amounts of capacity in excess of
the declaration to it.

4, At the time of our prior reviews most of the energy gener-
ated by The CVP system flowed into the PG&E system, and
the generating capabilities were controlled primarily by
the PG&E dispatchers subject to the availability of water
as determined by regional officials of the Bureau. All
energy not required for CVP customers wheeled by PG&E was

then available for distribution by the Company to its own
customers,
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The amendment and supplement to the contracts, which govern
the sale of power to the Company and wheeling by it to the Bureau
customers, did not change the previous provisions of the contract
which, in our opinion, result in the finding we had commented on
in our previous reports. The Sale and Interchange Contract, as
amended, still provides that the Company will pay at the rate of
25 cents per kilowatt for that nondependable capacity which 1s
made available to it upon at least 60 days' advance notice and
which will continue to be available for not less than 5 successive
calenday months.

During the fiscal year 1956 the amount of free dependable ca-
acity at 25 cents per kilowatt received by the Company was
288,413, The total amount for the fiscal years 1953 through 1956

is $834,848, Similarly, the amount for the 6 months endlng Decem-
ber 31, 1956, was $128,413,

For the fiscal year 1956 the effective revenue rate received
by the Bureau from energy sales to the Company was 2.97 mills per
kilowatt-hour. For the 6 months ended December 31, 1956, the aver-
age effective revenue rate received by the Bureau was 3,73 mllls
per kilowatt-hour, Although this lncrease is substantlal, we do
not believe that it is an indication of a resolution of our find-
ings, but represents the effect of increased energy consumptlion by
the Sacramento Municipal Utility Districet and a slight change in
the utilization of the capacity of the Central Valley Project
system to meet the load patterns of the PG&E system.

Credit for dependable capacity demand
DYy preference agencies

In our prior reports we polnted out that 1n accordance with
the contract (I75r-3428) the Company is given credit which is ap-
plied against the dependable capacity billed to it to the extent
of the maximum simultaneous capacity demand by the preference
agencies which occurred in the monthly billling period or any of
the 11 immediate preceding months, The effect of this "ratchet"
provigion of the contract is to provide the Company with an ele=-
ment of free dependable capacity,

A review of the CVP power operating records for the fiscal
‘years 1953 through 1955 showed that the Company has receilved free
dependable capacity amounting to about $124,000 for these years,

The amendment to the contract, signed December 9, 1955, did
not result in a change of this contract provision, and for the
fiscal year 1956 the Company received free dependable capacity
amounting to $90,967. For the 6 months ending December 31, 1956,
the free dependable capacity amounted to $102,555,

Consistent with the statement in our prior report, the signif-
lcant increase for the 6 months ending December 31, 1956, is
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occasioned primarily by the incldence of the large Sacramento Mu-
nicipal Utility District power load on the CVP system,

Adjustment for losses 1n power transmlssion

. We have stated in our prior reports that the contract
(I75r-3428) with PG&E for the sale and interchange of capacity and
energy provided for a load center at Tracy switchyard of the Bu-
reau and for lossges in power transmission equal to 9 percent of
capacity measured at generation., In addition, for energy delivered
directly to the Company's Cottonwood substation, the contract pro-
vided an adjustment of 4-1/2 percent to arrive at equivalent en-
ergy at Tracy switchyard.

We reported that the adjustment of energy physically dellvered
at Cottonwood to arrive at equivalent energy at Tracy switchyard
was lnequitable for the following reasons:

1. The interconnection of two of the three 230 kv Bureau
transmission lines with the PG&E system at the Company's
Cottonwood substation provides a preponderance of system
versatility in favor of the Company. Although the arrange-~
ment provides some degree of additional system stabllity
for the CVP system, the stabllity and versatility afforded
the Company more than offset any advantage to the Bureau.

2, Our reviews of the power operating records for the flscal
years 1953 through 1955 showed that on the average the
energy deliveries direct to Tracy switchyard on the Bu-
reau's west side line were substantially in excess of the
combined agency and preference use adjusted back to Tracy
switchyard,

3. Where large blocks of power are involved, such as those
which exist in the relationship with the CVP power with
the PG&E system, 1t i1s improbable that such factors as
availabllity of water, dally and hourly load on transmis-
sion lines, and other factors which would have bearing on
transmission logges would remain constant and thus lend
validity to percentage adjustments used in the contract to
compute transmissilon losses.

In response to our report to the Commissioner of Reclamation dated
July 31, 1953, the Commissloner replied that direct metering would
glve a more accurate basis for billing than on the basis of calcu-
lations. We were informed also that the installation of direct
metering had been directed by the Chilef Engilneer of the Bureau,

Installation of direct metering at all points of interconnec-
tion with the Company's system has been accomplished. However,
percentage adjustments are still required by the contracts, as
- amended and supplemented, to adjust energy at points of intercon-
nection as though the energy had been physically delivered to

47



Tracy switchyard, Since mathematlcal loss adjustments are still
requlred,; the effectiveness of complete in-and-out metering is
diminlshed,

Discussions with representatives of the regional office of
the Bureau resulted in the acknowledgment that the metering system
has not resulted in any substantial change as compared with the
previous arrangements because percentage loss adjustments are still
used to arrive at energy consumption for purposes of billing the
Company.

We were told that efforts were made in the negotiation pro-
ceedings to attempt to obtain agreement that points of intercon-
nection with the Company's system would be used as a basis for
determining energy for billing purposes. This agreement would
have resulfed in effective in-and-out metering. The Company, how-
ever, was apparently insistent with respect to maintaining the con-
tract load center at Tracy switchyard. Consequently, the point
from which billings would be based continues to be Tracy switch-
yard., In addition, we were informed that further negotiations
directed toward acceptance of the points of interconnections as
the basis for determining billing energy would have to be deferred
until the expiration of the contracts, which occurs in 1961,

Purchase of reactive requirements

In our prior report dated December 21, 1956, we commented on
the contract amendment (amendment 2, I75r-3428) which made provi-
sion for the purchase of the Central Valley Project Power System
reactive requirements from PG&E.

We reported also that the conditions which were anticipated
to oceur on the CVP system and which would require the purchase of
reactive requirements from the Company did not occur, However,
the total contract amount of $108,000 was paid by the Bureau to
the Company, and the audit disclosed that very little considera-

tion, if any, was obtained by the Bureau from these payments to
PG&E.

During the fiscal year 1956, PG&E refunded about $6,700 of
the total of $108,000 paid to it by the Bureau., Since the con-
tract stated the necessity of the arrangement as resulting from
the inclidence of a large load (Ames Aeronautical Laboratory) which

never materialized, the adequacy of the amount refunded seems
guestionable,

We were unable to determine during our audit for the fiscal
year 1956 whether the amount of about $6,700 represented a final
adJustment of the contract amount, We were told, however, that
there were no active negotiations on the part of the Bureau to
Secure an additional refund.

48



ALLOCATION OF PROJECT DEPENDABLE CAPACITY
TO BUREAU CUSTOMERS

Our review of the power operating records for the filscal year
1956 relating to the Central Valley Project Power System and dis-
cussion with Bureau officials have not disclosed any specific and
written criteria which provide for standardized and consistent al-
locations of Central Valley project dependable capacity to exist-
ing and potential preference customers,

In our prior report dated December 21, 1956, we stated that
as of June 30, 1955, the Region had 25 preference customers being
served from the project dependable capacity, and the total of the
contract rates of dellvery was about 323,000 kilowatts, We stated
also that technically it could be said that the Bureau had over-
sold its project dependable capacity because a simultaneous demand
by all the project customers at thelr contract rates of delivery
would exceed the 300,000 kilowatts previously established as proj-
ect dependable capacity. However, we noted that included in the
323,000 kilowatts was a quantity of 33,000 kilowatts contracted
to the Colorado River Commission, an agency of the State of Nevada,
This contract had never become operative, and, if that quantity
were excluded from the contract rates of delivery, the total would
have been less than the 300,000 kilowatts of contract dependable
capaclty which would be supported with energy, if necessary, by
PG&E in accordance with the terms of the contract. In addition,
this conclusion was based on the fact that the actual average max-
imum coincidental demands for the fiscal year 1955 were about
213,000 kilowatts, Therefore, about 87,000 kilowatts of dependable
capacity were either not used or set aslde as a system capacity
reserve,

Also our review showed that included In the 323,000 kilowatts
of contract rates of delivery was a quantlty of 215,000 kilowatts
which represented the current contract rate of delivery to the
Sacramento Municipal Utility District (SMUD). This quantity rep-
resented about 67 percent of the total dependable capacity of the
CVP power system which, at that time, was 300,000 kw,

Effective June 1, 1956, the water conditions required by the
amendment to the Sale and Interchange Contract with the Company
whlch were necessary to increase the project dependable capacity
to 450,000 kw had occurred, and the contract dependable capacity
was established at 450,000 kw., At June 30, 1956, the contract
rates of dellvery totaled about 372,000 kw, and at December 31,
1956, the total of the contract rates of delivery was about
379,000 kw, The difference between the 379,000 kw and 372,000 kw
is accounted for by the fact that a new contract with the city of
Roseville had been signed which provided the Company with 7,250 kw.
However, the average monthly maximum simultaneous demand on the
CVP system capability for the 7 months ended December 31, 1956,



was 289,252 kw, The maximum monthly simultaneous demand for thils
period was 309,506 kw. Since the increase of the project depend-
able capacity to 450,000 kw, therefore, there has been about
140,000 kw of dependable capacity which were either not used or
set aside as a system capaclty reserve.

An offieial of the Department of the Interior has stated that
the CVP system requires a capacity reserve of at least 22,500 kw,
Deducting this quantity from the 140,000 kw referred to above, it
appears there is about 117,500 kw of project dependable capacity
which could be allocated to either existing or potentlal preference
customers.

At December 31, 1956, the Bureau had active requests from
preference agencles not then under contract for power deliveries of
5,000 kw, In addition, Ames Aeronautical Laboratory, an exlsting
preference customer, has requested an increase from 50,000 kw to
100,000 kw since the project dependable capacity was increased to
450,000 kw, Also, other exlsting customers were requesting in-
creases in their allocations of dependable capacity at that date,

At the time of our audit in January 1957, we were informed
that the contract with the Colorado River Commission had not been
extended and that the question of the extension of this contract
had not been finally resolved in the 0ffice of the Secretary of
the Interior., The 33,000 kilowatts contracted to the Colorado
River Commission, however, are included 1n the quantities of con-
tract rates of delivery at June 30 and December 31, 1956, stated
above, Included in the total contract rates of delivery at June 30
and December 31, 1956, is a quantity of 250,000 kw which repre-
sented the contract rate of delivery for the Sacramento Munlcipal
Utility District (SMUD). This quantity represented about 56 per-
cent of the project dependable capacity, respectively, or about
67 and 66 percent of the total contract rates of delivery at those
dates. The contract with SMUD provides for possible annual 1n-
¢reases in the contract rate of delivery up to 290,000 kw. In
contrast, the contract rates of delivery of the other 23 Bureau
preference customers averaged about 5,600 kilowatts at December 31,

1956,

Recommendation to the Secretary of the Interior

In view of the facts (1) that there are conslderable quanti-
ties of reserve or unused capacity, (2) that one preference cus-
tomer receives a very large quantity of project dependable capac-
ity, and (3) that there are several requests for allocations of
project dependable capacilty from potential preference customers,
we recommend that specific pollcies and procedures relating to the
allocation of project dependable capacity to existing or potential
customers of the Central Valley Project Power System be established
for guidance of Bureau and preference agency officlals,
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WATER-SERVICE PLANT CONSTRUCTION AND CPERATTION

Construction of initial multiple~purpose water features con-
sidered as a part of the comprehensive plan for the development of
the Central Valley Basin has been substantially completed by the
Bureau of Reclamation and the Corps of Engineers. These features
are operational with respect to their multiple-purposes in varying
degrees, During the fiscal year ended June 30, 1956, no addi-
tional features were placed in operation.

Fundamentally these features consist of dams and reservoirs
to control headwaters of major streams in the basin and to store
the water for later uses of irrigation, municipal water, and power,
There are five major multiple-purpose dams and two afterbay-
reregulating dams 1ln operation which provide a total storage capac-
ity of 7,621,000 acre-feet, To distribute the stored portion of
the water there exists an initlal network of conveyance canals to
transport the water to various locales of irrigation and wmunicipal
use. The general plan 1s that the water will flow to these lo-
cales by gravitation, but it 1s necessary that water pumping
plants exist to 1ift the water to a sufficient elevation that will
enable gravitational flows, To accomplish this objective, certain
pumping plants have been constructed and are in operation,

The operation and maintenance of the dams and reservoirs have
been undertaken by the Bureau in some cases and by the Corps in
others, Folsom Dam and Reservoir, although constructed by the
Corps, will be operated and maintained by the Bureau as a part of
the Central Valley Project. Pine Flat and Isabella Dams and Res-
ervolrs were constructed by the Corps and will be operated and
maintained by the Corps. All other dams and reservoirs are being
operated by the Bureau; but where operation of the reservolrs for
flood control purposes becomes necessary, criteria for flood con-
trol operation is established by the Corps of Engineers,

Total water deliveries from the various conveyance canals and
distribution systems during the fiscal year ended June 30, 1956,
were 1,505,579 acre~feet compared with total deliveries of
1,239 568 acre«feet during the fiscal year ended June 30, 1955,

FINANCTAL RESULTS FROM WATER OPERATIONS

Results from operation of water-service facllities in the
Central Valley Basin during the fiscal year 1956 are shown on
schedules 4 and 5, pages 74 and 75, of this report. At June 30,
1956, there was accumulative excess of revenues over deductions
from water operations of 643,726, Irrigation operations showed
an excess of revenues over deauctions of 1,620,968, but municipal
water-supply operations showed an excess of deductions over reve-
‘nues totaling 977,242, Depreciation is not included by the Bu-
reau of Heclamztion in determining the results from water-service
operations. These results are subject also to the notes to finan-
cial statements, pages 82 through 94, of this report.
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FLOOD CONTROL PLANT CONSTRUCTION AND QOPERATION

Federal flood control participation in the Central Velley Ba=-
sin has been undertaken by the Buresu of Reclamation and the Corps
of Engineers by construction and operation of multiple-purpose snd
single-purpose river control projects in the Sacramento and San
Joaquin Valleys or by participation in the construction cost of
projects which provide capacity for flood protection.,

The Bureau's participation in flood control activities in the
basin has been through the construction and operation of multiple-
purpose dams and reservolirs which provide for the opportune store
age of flood waters. However, the principal benefits stated by
the Bureau to accrue from the operation of these multiple-purpose

dams and reserveirs are for authorized purposes other than flood
control,

The Corps also constructs multiple- end single-purpose dams
and reservolrs as well as levee systems and other channel rectifil-
cation work which ere designed to supplement reservoir control of
flood waters. In total, the principal benefits stated by the
Corps to accrue from the operation of its multiple-purpose dams
and reservolirs in the Central Valley Basin relate to the purpose
of flood control rather than the other authorized purposes of the
project, All Corps construction is by authority of Congress.

Most Corps' projects are by specific congressional authorizations,
but certain small projects, emergency work, and some other types

of work are underteken under certain general congressional authori-
zations.

The projects of the Bureau and the Corps which provide flood
control protection have been designed and constructed generally
consistent with the comprehensive plan for flood control protection
in the Centrsl Valley Basin., Criteria for operation of both Bu-
resu end Corps dams and reservoirs for flood protection are estabe
lished by the Corps of Engilneers,

The total estimated construction cost at June 30, 1956, of
Bureau and Corps projects constructed, under construction, and aue
thorized for construction allocated to flood control is as follows:

Corps of Engineers $168,777,000
Bureau of Reclamation 36,816,000
Total $§95.593,000

The asmount shown in the taeble above for the Corps does not include
the estimated construction costs of six multiple~purpose dams and
reservolrs which have been authorized for construction by the

Corps. Although these projects have been suthorlized, construction
had not been started at the time of our audit, nor had allocatlons

52



of the total estimated construction costs been made to the pure
poses served by these projlects. The specific projects end thelr
total estimated constructlon costs are:

Total estimated

Dom and reservoir construction cost
Success $ 13,900,000
Terminus 18,600,000
Black Butte 16,200,000
Hogan 16,900,000
New Melones 55,900,000
Iron Canyon 77,200,000

Total $198,700,000

At June 30, 1956, the flood control amounts applicable to
prejects constructed or under construction by the Corps are sum=
marilzed as follows:

Multiple-purpose projects $ 34,719,000
Single=purpose projects 130,413,000
Total . $165,132,000

The flood control amounts at June 30, 1956, applicable to projects
constructed or under construction by the Buresu were not readily
determinable. The Buresu records show $57,988,000 of the total
Central Valley Project plantein-service amount of $501,732,810 as
allocated to the nonreimburseble purposes which are flood control,
navigation, and certein fish and wildlife costs, Individual
amounts for each purpose. were not readlly determinsble. Not ine-
cluded in the amount sgllocated to nonreimburssble purposes, how=
ever, 1s & portion of Central Valley Project construction work in
progress which smounted to $11,891,109 at June 30, 1956. Also,
the Bureau's Solano Project was under construction at June 30,
1956, and no allocation of construction costs to that date had
been made to flood control, which is a stated purpose of the proj-
ect. Total construction cost of the Solano Project to June 30,
1956, was $18,761,149,

COST OF FLOOD CONTROL OPERATIONS

The cumulative costs to June 30, 1956, for operating and
maintaining single-purpose facilities of the Corps of Engineers
for flood damage preventlon in the Central Valley Basin amounted
to $18,166,357. (See schedule 7, page 77, and note 13, page 90.)
Costs applicable to flood control resulting from operating and
malntaining Pine Flat and Isabella Dams and Reservoirs, which are
- multiple~purpose projects, were not determined by the Corps and
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therefore cammot be stated in this report.l Additionsl comments
on the Corps' policy relating to the allocetlon of joint costs and
expenses of operation of multiple-purpose projects eppear on pages
60 through 62 of this report.

The Bureau of Reclamstion allocates all multiple=~purpose oper=
ating expense to relmbursable project purposes, snd no amounts are
allocated to the nonreimburseble project purposes, Additionsl come
ments on Buresu procedures sppear on pages 60 through 62 of this

"report.

BENEFITS FROM FLOOD CONTROL PLANT OPERATION

Flood control benefits for all Buresu of Reclamation end Corps
of Engineers projects in the basin are determined by the Corps.
The benefits are arrived at primarily by determining the value of
preventsble damage to property and resultent increased use of the
protected land which is brought sbout by Federel construction of,
or participation in, the project. The Corps estimates that the
coordinated operation of the completed projects, those in varlous
steges of completion, and those authorized for construction will
contribute $15,814,000 in annusl flood control benefits.

At June 30, 1956, completed projects provided snnual flood
control benefits of $8,580,000, excluding the benefits provided by
the coordinated system of leveed natural waterways including welrs,
outfall gates, and leveed by-passes on the lower reaches of the
Sacramento River and tributaries. This Corps project has been de=-
veloped over a period of nearly 50 years under varylng economic
conditions, snd the Corps considers that it 1s not possible to de-
termine with sccuracy the average annual benefits that might be
credited to that work.

In part, the Corps supports the economic soundness of this
project by the fact that the State of California and other local
interests have been willing to invest about 85 million dollars as
their share of the project cost,

Central Valley Project flood control benefits

Flood control benefits attributable to Shasta and Frlant Dsms
of the Central Valley Project which were constructed and sre oper-
ated by the Bureau of Reclamation were computed by the Corps of
Engineers in 1947, These benefits have not been revised either by
the Corps or by the Bureau since that date, except for adjustments
in price levels, However, additional flood control benefits were
included in the Central Valley Project benefits in 1953 because of
the beneficial operation of the partially completed Folsom Dams

X
By letter dated October 2, 1957, the Assistant Chief of Englneers
for Civil Works, Corps of Englneers, stated that the District En-
gineer 1s belng instructed to make the distribution of operatlon
and maintenance costs on the basis of the anticipated percentages
to be used in connection with the permanent contracts for these
projects. 54



NAVIGATION PLA CONSTRUCTION A OPERAT TON

Improvement of Central Valley navigation is one of the author-
1zed purposes in the development of the Central Valley Basln. Navli-
gation activities in the Central Valley Basin are pursued princl-
pally on the Sacramento River between the mouth of the river and
the town of Colusa about 145 miles upstream and on the San Joaquin
River between i1ts mouth and the city of Stockton, California. At
the present time @ deep water ship channel suitable for navigation
by ocean-golng vessels 1s under construction by the Corps of Engl-
neers. The chennel parallels the Sacramento Rlver between the
mouth and the city of Sacramento. Activity om the Sacramento
River currently 1ls confined to shallow-draft or barge-type ship-
ping. Although the San Joaquin River ls classified as a mavigable
river for a considersble distance upstream from the city of JStock=-
ton, no significant navigation activity presently is pursued om
the river upstream from Stocktone.

Tonnage of commercial waterway traffic on the various rivers
in the basin for the calendar years 1953 through 1955 was as fol-
lows:

Calendar vear

River 1955 1954 1953
San Joaquin River (including port
of Stockton) . 2,413,938 2,035,050 1,979,597
Sacramento River (including port
of Sacramento) 2,228,431 2,172,451 1,972,059
Middle River 18,787 19,645 24,884
0ld River 202,627 212,126 227,836
Mokelumne River 18,743 95,330 31,672
Total 4,882,526 4,534,602 4,236,048

Corps of Engineers estimates, included in the January 1956 plan-
ning report on the Sacramento River Deep Water Ship Channel now
under construction by the Corps, indicate that the completion of
that project will add 2,690,000 tons of traffic by the year 1961
and 4,098,000 and 5,099,000 tons by 1985 and 2010, respectively.

Navigation ls enhanced by the Corps and the Bureau by cone
struction of dams and levees and by channel dredging and snagginge.
The followlng tabulation summarizes at June 30, 1956, the Corps'
and the Bureau's tentative comnstruction cost allocation to naviga-
tion for multiple-purpose projects in operstion and under construc-
tion and the estimated costs at June 30, 1956, of single-purpose
navigation projects in operatlion and under construction:
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‘ Prolects
Multiple-purpose Single-purpose

Corps of Engineers % - 52,042,000
Bureau of Reclamatlion 12,940,000 - -
Total #12,940,000 $52,042,000

As stated oun page 21 of thls report, existlng cost allocatlons of
the multiple-purpose projects are tentative and allocations in the
above summary are subject to revislon.

The Bureau's stated contribution to the improvement of naviga-
tion results primarily from the construction and operatlion of
Shasta Dam and Reservoir. Friant and Folsom Dams and Reservolrs
also sre stated to contribute, on a smeller scale, to improvement
of navigation. By release of water from these reservolrs, princl-
pally Shasta, navigable depths are maintained and damage to navli-
gation structures from marine forces is reduced.

The Corps contribution to navigatlion improvement in the basin
results from the construction of single-purpose navigation proj-
ects and particularly the Sacramento River Deep Water Shlp Channel
presently under construction at an estimated cost of $37,500,000,
This amount is lncluded in the total estimated constructlion cost
of single-purpose navigation projlects shown 1n the table above as
52,042,000,

All authorized navigation projects in the Central Valley Ba-
sin are presently constructed or under constructiom.

COST OF NAVIGATION OPERATTIONS

The cumulative costs to Jume 30, 1956, incurred by the Corps
of Engineers for operating and maintaining navigation plant in the
Central Valley Basin amounted to $13,618,361. (See schedule 7,
page 77, and note 13, page 90.)

The Bureau of Reclamation allocates all multiple-~purpose op-
erating expense to reimbursable project purposes, and no amounts
are allocated to the nounreimbursable project purposes. Additlonal
comnents on Bureau procedures appear on pages 60 through 62 of
this reporte.

BENEFITS FROM NAVIGATION PLANT OPERATIONS

Navigation benefits which are expected to result from the con-
struction and operation of projects by the Bureau of Reclamation
and the Corps of Engineers are computed by the Corps. The estl-
mated annual benefits resulting from navigation projects completed
or under construction are summarized as follows:

o6



Navigation

benefits
Corps of Engineers:
Sacramento River Deep Water Ship Channel $1,758,000
Stockton Channel (benefits attributable
to work authorized in 1950) 370,000
Total 2,128,000
Bureau of Beclamation:
Central Valley Project 1,325,400
Total _ $3,453,400

Benefits for several Corps of Englneers projects are not avallable.
These projects are old and have been in operation for a number of
years. One project, the Sacramento River Shallow-Draft Chammel,
has been authorized for construction and maintenance since 1899,
Other projects in which benefits are not available are (1) Stock-
ton Channel suthorized before 1950, (2) Middle River, (3) Moke=--
lumne, (4) 0ld River, and (5) San Joaguin River Shallow-Draft
Channel. The Corps has informed us that the total benefits from
the Stockton Deep Water Ship Channel have not heen evaluated re-
ceutly but would be in the order of $2,000,000 a year.

Based on our review of the latest construction cost alloca-
tion study avallable to us prepared by the Bureau of Reclamation,
we believe that allocation of the constructlon cost of the Central
Valley Project to navigation is subject to question.

The tentative allocation of Central Valley Project counstruce-
tion costs was made in accordance with the separable costs--re-
maining benefits method of cost allocation which is described in
appendix B of this report. One of the steps involved in determin-
ing the amount of constructlon cost to be allocated to a particu-
lar purpose, in accordance with this method, is to determine what
speclfic costs of the project can be ldentified solely with a par-
ticular project purpose under review., Thls phase in the alloca-
tlon procedure is ldentifled as determinlng the separable cost.
Our review showed that the Bureau had not identlflied any project
construction costs which were incurred solely for the navigation
purpose; statements of Bureau officials, which we reviewed, indi-
cated that without the navigation purpose other project functions
would require very closely the same quantlity of storage and re-
lated releases, so that the elimination of the navligation purpose
from the project would not result ln any significant changes 1in
the existing project facilitles.

Since the Corps determined that $1,325,400 of estimated an-
nual benefits to navigatlon interests would result from the
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operation of the Central Valley Project, the separable costs--re-
maining benefits method of allocation of coanstruction costs would
necessitate an allocation of some costs to that purpose. As it

had been determined that no separable cost could be assigned to

the navigation purpose, only a portion of the joint costs which re
late to all purposes of the project could be allocated to naviga-
tion. This portion of joint costs allocable to navigation in the
study reviewed by us was determined by the Bureau to be §12,940,000,

The navigation beneflts used in the constructlon cost alloca~
tion reviewed by us were computed in 1947 based on studles and
analyses made in 1943, which in turn utilized statistics, some of
which were obtained prior to World War II., Since 1943 many
changes 1ln economic consideratlions which would affect the valldity
of the amount of annual benefits assumed for the purpose of the Bu~
reau's allocation studles have occurred. After about 15 years
from the date of the completion of the original study, traffic has
not developed proportlionately as estimated, especlally wlth re=-
spect to agricultural commodities. Also there have been price

leveluchanges since the date of completion of the original study
in 1943,
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ACCOUNTING AND FINANCIAL POLICIES

DEVELOPMENT OF ACCOUNTING SYSTEMS

The accounting systems in use by the Corps of Engineers (Civil
Functions) and the Bureau of Reclamation are based on recogniged
accounting principles with the accounts for power operations main-
tained to the extent practicable in accordance with the uniform
system of accounts prescribed for public utilitles by the Federal
Power Commission under the Federal Power Act (16 U.S.C. 825D).

The systems of both the Corps and the Bureau are based on ac~
erual accounting and distinguish between capital and revenue ex-
penditures. Because the accounting systems of the Corps and the
Bureau have many similarities, comparable financial data for mean-
ingful consolidated financial statements of assets and liabilitles
and results from operations can be obtained. However, before the
accounting records can provide such financial data with reasonable
accuracy, policy decislons that are comparable and consistent be-
tween the agencies must be reached on cost accounting practices,
allocations to purposes of construction costs and operating ex-
penses of multiple~-purpose projects, Interest on Federal lnvest-
ment in commercial power facilities, and depreciation on plant 1n
service.

General agreement has been reached between the Corps of Engl-
neers, the Department of the Interior, and the Federal Power Com-
mission and concurred in by the General Accounting Office on the
use of simple interest during construction and the proportionate
method of accounting for the operation of Joint faclllities on
multiple-purpose projects. The Corps of Engineers has reached de-
cisions on certain other major accounting and financial policies,
but decisions have not been made thereon by the Department of the
Interior.

COST ACCOUNTING PRACTICES

The Corps of Engineers and the Bureau of Reclamation do not
bear the costs applicable to their activities of administrative
and other services rendered by other Federal agencles not assign-
able to projects pursuant to law or adminlstrative policy. These
services include amounts for rentals and other services furnished
without charge by General Services Administratlon and other Federal
agencies, death and disability claims on account of the Corps and
Bureau employees pald by the Bureau of Employees' Compensation, De-~
partment of Labor, and the amounts applicable to their operations
of the cost of the Civil Service Retirement System.

The administrative costs of the Office of the Chlef of Engl-~
neers and of division offices are pald from the appropriations to
the Corps for general expenses and are not distributed to construc-
tion, operation and maintenance, and other programs. Likewise,
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the costs of the Commissioner's Office, Washington, D.C., and a
part of the costs of the Commissioner's Office, Denver, and the
reglonal offlces of the Bureau of Reclamation are paid from an

appropriation to the Bureau for general administrative expenses
and are not distributed to projects as a cost.

Provisions for acerued annual and sick leave of employees are
included in property costs and operating expenses by the Corps of
Engineers. Such provisions have not been made by the Bureau of
Reclamation, but the amounts of salaries and wages paid to employ-
ees while on annual or sick leave are charged to property or op-
erating expense accounts.

Expenditures for preliminary surveys and investigations are
included in property costs by the Bureau of Reclamation but not by
the Corps of Engineers.

ALLOCATION TO POWER AND OTHER PURPOSES
OF JOINT COSTS AND EXPENSES OF OPERATION

Costs and expenses of operating and maintaining multiple-
purpose projects consist of amounts that can be identified directly
to a specific purpose and amounts that are common to all purposes
served by the project. The operating and malntenance expenses
that can be identified to specific purposes are charged directly
to those purposes, and the expenses common to all purposes require
allocation. Costs and expenses common to purposes served by a
multiple-purpose project may be classifled as follows:

1. Depreciation and interest on investment 1In plant, property,
and equipment Jjointly useful to the several purposes.

2. Operation and maintenance expenses common to all purposes,
such as supervision and administration, camp expenses,
reservoir operations, and similar activities.

The Corps of Engineers and the Department of the Interior have not
established comparable policies and practices for allocating to
purposes the joint costs and expenses of operation and maintenance.
The Corps Programing and Accounting Manual provides that actual op-
eration and maintenance expenses will be allocated to functions
served in a manner consistent with the basic allocatlion. This
manual provision refers to letters of instruction which provide

the basis and guildes for district offices in making allocatlions of
an applicable share of the operation and maintenance costs that

are common to all functions to power and nonpower purposes. Ac-
counting instructions, however, do not provide a basis for the al-
location of depreciation expense for the annual depreciation for
multiple-purpose projects.

The Tnterior Department Appropriation Act, 1953 (66 Stat.
445), approved July 9, 1952, contained the following provision:
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"Sums appropriated herein which are expended in the
performance of reimbursable functions of the Bureau of
Reclamation shall be returnable to the extent and in the
manner provided by law.”

Interior Department appropriation acts for succeedlng years have
contained identical provisions. Under this provision in the ap-
propriation acts, the regional director allocated expenses at the
Central Valley Project to nonreimbursable purposes (flood control
and navigation). Effective with fiscal year 1956, the Bureau in
Region II changed 1ts pollcy, and the expenses of the flscal year
1956 for operating and maintaining the multiple-purpose facilities
of Central Valley Project were allocated to and recorded directly
in operation and maintenance expense accounts relating to reimburs-
able purposes of the project. However, adjustments were made,
where applicable, in the allocations of estimated constructlon
costs to nonreimbursable purposes to provide for estimated annual
operation and maintenance expense.

The Bureau has not provided depreciation on plant in service,
and thls cost of operation has not been considered in the alloca-
tion of operating costs and expenses to purposes.

Recommendation to the Secretary of the Interior
and the Chief of Engineers

The fairness of the amounts determined for results from op-
erations is dependent upon the reasonableness of the allocations
to purposes of costs and expenses. The Corps and the Department
of the Interior have not established comparable policies and prac-
tices on these allocations. In our report dated December 21, 1956,
on the audit of the Central Valley, Folsom Reservolr, Kings River,
and Isabella Reservoir Projects for the fiscal year ended June 30,
1955 (see p. 90), we recommended that policies be adopted which
would provide a sound and consistent basls for allocating Jjolnt
costs and expenses as follows:

"9 . Alloecation to power and nonpower purposes of provi-
sions for depreciation on plant, property, and equlp-
ment common to more than one purpose on the basis of
the capital cost allocation.

"o Timit the computation and recording of interest on
investment to commercial power and municipal and in-
dustrial water supply purposes and to charge as a
cost of operations on the basis of the capital cost
allocation to these two purposes,

"3, Allocation to purposes of current operatlon and main-
tenance expenses on the basis of current use of the
facilities."
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This recommendation has been adopted in part by the Corps of Engi-
neers, but decisions thereon by the Department of the Interior have
not been made. We were informed by the Administrative Assistant
Secretary of the Interior on November 26, 1956, that these matters
and other related problems are receiving current consideration by
the Department. Until these matters are resolved by the respective
agencies, agreement on comparable policles cannot be reached. Ac-
cordiggly, we repeat our recommendation contained in our previous
report.

PROVISIONS FOR DEPRECTATION OF FACILITIES

Accounting procedures of the Corps of Engineers provide for
depreciation of multiple-purpose projects including power at rates
based on the estimated service lives of the depreciable assets in-
cluded in the plant-in-service accounts. The straight-line method
of depreciation is prescribed for use, and rates are applied to the
cost of the multiple-purpose plant in service. The Corps account-
ing procedures do not prescribe depreclation on the flood control
and navigation projects which do not include power as a purpose.

Transfers to plant in service are made for specific features,
subfeatures, or units serving a project purpose; plus the related
portion of Joint facilities, Including interest during construc-
ftion, on the basis of completion to the point of actual availabil-
ity to serve the project purpose. In the case of power develop-
ment at multiple-purpose projects, transfers to plant in service
are made on the basis of each generating unit scheduled initially
as a part of a continuing construction schedule. The in-service
date for plant in service will be consldered as the first of the
month following the avallabllity to serve the project purpose,

The instructions in the Programing and Accounting Manual of
the Corps provide that retroactive adjustments not be made where
completed construction has been transferred to plant in service
and interest and depreciation computations have been entered in
the accounts in accordance with prior instructions.

The Bureau of Reclamation has not had a well-defined and con-
tinuing policy for recording depreclation on plant in service as
an element of cost of ope{ations. Under the present pollcy, pro-
visions for replacements,* as shown by the average rate and

1as computed by the Bureau, the "provisions for replacements" are
designed to provide only for replacements of those ltems of plant
in service which would have to be replaced during the repayment
period, generally 50 years. Accordingly, the practice of the Bu-
reau does not conform to the generally understood concept associ-
ated with the term "Accumulated provisions for replacements" of
pericdic provisions based on estimated replacement costs of all
fixed properties in service, and it has none of the characteris-
tics of depreciation accounting.
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repayment studies, are entered in the accounting records, and

amounts for depreciation of plant in service are to be maintained
in memorandum records.

As stated in Accounting Principles Memorandum No. 1 (sec-
tion VIII on Property Accounting) issued by the Comptroller Gen-
eral on November 26, 1952, agencies which carry on public utility
activities should control all fixed assets through their accounts
with appropriate provisions for depreciation. Depreciation should
be recorded as a part of the process of determining the cost of
carrying out the varlous functlons or purposes, regardless of the
method employed in financing the activity.

Certaln assets, such as land and land rights, exclusive of
fee acquisition, canal excavation and grading of roads, relocation
of existing facilities, and intangibles, are not depreciable in the
normal sense. Their usefulness, however, is contingent on the
life of the projects, and for this reason some form of amortiza-
tlon should be recognized in the accounts.

Recommendation to the Secretary of the Interilor
and the Chiel of Engineers

Our prior report dated December 21, 1956, on the audit of
Central Valley, Folsom Reservoir, Kings River, and Isabella Proj-
ects for the fiscal year ended June 30, 1955, contained a recommen-
dation as follows:

"To obtain comparable financial data on water re-
source programs, we recommend that the Chief of Engi-
neers and the Secretary of the Interior establish
Jointly, and apply consistently, a policy on deprecia-
tion that will provide (1) recording in the books of
account a cost of producing services and (2) the amounts
attributable to reduction in service lives of plant,
based on principles, as follows:

"1, The computation of depreciatlion provisions un-
der the straight-line method with a maximum
service life of 100 years.

"2, The application of the policy to depreciable
plant in service, whether or not revenues are
derived from rendering of the service.

"3. The absorption, as depreclation or amortiza-
tion of costs of land and land rights (exclu-
sive of acquisition costs in fee), canal exca-
vations, excavatlion and grading of roads, re-
locations of existing facilities, and intan-
gibles.
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"4, Joint facilitlies and common facilities to be
consldered as plant in service in the ratio of
installed capacity to total capacity based on
a planned installation schedule of generators
that are installed under an uninterrupted con-
struction program of the project. For certain
projects, such as projects having substantial
power storage benefits in addltlon to at-site
generation, modifications may bhe required in
this formula to obtain a proper deteruination
of depreciation and interest expense.

"5. The provision in the accounts for depreciation
on plant in service not (and not to be) operated
permanently by fthe Government.

"6. Depreciation be computed from the first of the
month succeeding the date the facilities are
placed in service.

"7, Adjustments be made for the deficient and unre-
corded depreciation in the past, wherever the
amounts are material and would have a signifi-
cant effect in determining the results of op-
erating and wmaintaining the facilities.,

8. The presentation in the financial statements of
the accumulated provisions for depreciation as
a deduction from plant in service."

Certain of the principles relating to depreciation have been
adopted by the Corps of Engineers for multiple-purpose projects
including power. Decision by the Department of the Interlor on
depreciation has not been reached. We have been informed that
these decisions cannot be reached until recommendations of the In-
terior Cost Allocation and Financial Practices Committee have
been received and considered by the Department.

Inasmuch as the policy on depreciation has not been completely
adopted, the recommendation on depreciation is repeated in this re-
port,

INTEREST ON THE FEDERAL INVESTMENT

The accounting procedures issued by the Corps of Englneers in
fiscal year 1956 provide for recording interest at the rate of
2.5 percent on the net unrecovered Federal investment in multiple-
purpose projeects which include reimbursable purposes. Interest on
the investment 1s to be compubted during the construction period on
accumulated costs, excluding previous interest costs, and the In-
terest is recorded as a part of the construction costs as interest
during construction. During the operation of the project, the
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basis for computation of interest will be the unrecovered 1invest-
ment in the proJect, and that interest will be charged as an ex-
pense of operations.

Interest during construction ceases and interest during oper-
ations commences at the first of the month following the availabil-
ity of the facilities to serve the project purpose.

The instructions issued on January 17, 1956, by the Corps pro-
vide that retroactive adjustments will not be made where completed
construction has been transferred to plant in service, and inter-
est and depreciation computations have been entered in The ac-
counts in accordance with prior instructions. These prior instruc-
tions provided for compounding annually interest during construc-
tion and for considering the power facilitles, including appllcable
joint facilities, in service at the time the first generator is
placed in commercial operation.

The Bureau of Reclamation provides in power rates for return
of interest at the rate of 3 percent on the commercial power in-
vestment from dates placed in actual revenue-producing service,
and the interest is entered as an expense in the accounting rec-
ords of the Bureau. Interest durling construction is calculated on
the interest-bearing investment on certain projects, including the
Central Valley Project; however, it is not entered in the account-
ing records.

At June 30, 1956, the Corps had recorded interest on the Fed-
eral investment during the construction of Folsom Dam and Reser-
voir. The amount recorded was $4,105,005. Construction of Folsom
Dam and Reservoir was substantially completed during fiscal year
1956 and was transferred to the Bureau for operation and mainte-
nance. Construction costs totaling $61,689,700, excluding inter-
est during construction, were transferred to and recorded by the
Bureau. Although the records of the Corps show that the cost of
interest during construction in the amount of $4,105,005 was trans-
ferrved to the Bureau, the records of the Bureau show that the
transfer of the cost of interest during construction was not ac-
knowledged and recorded.

The Bureau of Reclamation records interest on the Federal in-
vestment in munlcipal water-supply facilitieg, in the same manner
as for commerclal power on projects where the Secretary of the In-
terior has regquired munlecipal water-supply lnvestment to be repald
wlith interest. This interest is computed at a rate furnished by
the Secretary of the Treasury.

Nelther the Corps nor the Bureau computes and records Interest
on Federal investment in single-purpose projects or in multiple-
purpose proJjects that do not ineclude power for a purpose (or other
reimbursable purposes in the case of the Corps and in municipal



water supply where not required by the Secretary of the Interior
in the case of the Bureau). Legislation dealing with reclamation.
projects does not provide specifically for investment without in-
terest on Federal lrrigation projects, but the legislative history
indicates that interest on the Federal investment was not intended.

Recommendation to the Secretary of the Interior
and the Chief of Engineers

In our report dated December 21, 1956, on the audit of the
Central Valley, Folsom Reservoir, Kings River, and Isabella Reser-
voilr Projects for the fiscal year ended June 30, 1955, we recom-
mended that the Secretary of the Interior and the Chief of Engi-
neers adopt a policy for recording interest on the Federal invest-
ment based on the following principles:

"The interest cost for each year should be deter-
mined on the net PFederal investment in the project ap-
plicable to power or munieclipal water-supply purposes at
the beginning of the year and on the accrued Federal ex-
penditures, plus transfers of property from other Fed-
eral agencies, less any funds returned to the United
States Treasury, for the fiscal year. Computations of
interest should be based on the average monthly expend-
itures plug property transfers for the month, less any
funds returned to the Treasury. During the construction
period interest should not be computed on a compound
basis.

"The rate of interest should be based on the long-
term borrowing rate for several years and determined in
consultation with the Secretary of the Treasury, unless
otherwise provided by law.

"Interest applicable to the investment in faeili-
ties to fthe 'in service' dates should be charged to con-
struction costs as interest during construction; and in-
terest cost thereafter should be classified as an oper-
ating expense."

Present accounting procedures of the Corps of Engineers incorpo-
rate most of the principles stated above., We have been informed
that the Department of the Interior cannot reach final decisions
on interest on the Federal investment until recommendations of the
Interior Cost Allocation and Financial Practices Committee have
been received and considered by the Department,

Since final decisions on the matter of interest on the Fed-
eral investment have not been reached, the recommendation thereon
is repeated.
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REPAYMENT OF THE GOVERNMENT'S INVESTMENT

Financial and statistical data on reimburssble operations pre-
pared by the Corps of Engineers and the Bureau of Reclamation do
not disclose clearly the actual repayment of investment of the
United States Government from the funds derived from the operations
in relation to the scheduled repayment or theoretical return of
funds which would be sufficlent to repay the Federal investment
wilthin the administratively determined repayment period.

Financing 1s a separate subJect from cost accounting. The fi-
nancial statements dealing with the determination of net Income
should not be used to show repayment information. Nor should
scheduled or actual repayments be construed as a cost of operation
to be substituted for provisions for depreclation. Comparison of
actual repayment history with scheduled or theoretical repayment
requirements can better be obtained from memorandum records, al-
though all actual financilal or statistical data, to the extent ap-
plicable, should be obtained from the officlal accounting records.

Recommendation to the Secretary of the Interlor
and the Chiei Of Engineers

Our report dated December 21, 1956, on the audit of the Cen-
tral Valley, Folsom Reservolr, Kings River, and Isabella Reservoir
Projects for the fiscal year ended June 30, 1955, contained a rec-
ommendation as follows:

"Sceheduled repayments of the investment of the
United States Government in relation to the actual re-
payments from funds derived from operations or theoret-
ical return of funds which would be sufficient to repay
the Federal investment with the administratively deter-
mined repayment period should be disclosed to readers of
the financial statements. We believe that data on
status of repayment of investment should be supplemental
to financial statements based on accounting for costs.
Accordingly, we recommend that the Corps of Engineers
and the Department of the Interior design statements
specifically for the purpose of showing clearly the
status of repayment of capltal investment and provide
information for reviews and evaluations of rates."

Until such time as agreements are reached on allocatlons and
applications of project revenues to the Government's investment,
1t will not be possible to show the status of repayment of the
capital investment in power and provide information for reviews
and evaluations of rates as contemplated 1n the above recommenda-
tion. Accordingly, the recommendation 1s repeated.
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SCOPE OF AUDIT

Our audit of the offices of the Bureau of Reclamation and the
Corps of Engineers having responsibility for water resources devel-
opment programs in the Central Valley Basin, Californla, included

reviews
actions

1.

2o

of activities and selected examinations of financial trans-
in the following manner:

We reviewed the baslic laws authorizing the activitiles and
the pertinent legislative history to ascertain the pur-
poses of the activitles and thelr lntended scope.

We ascertained the policlies adopted by the Bureau and the
Corps and reviewed the policy for counformance with baslc
legislation,

We reviewed the procedures followed by employees of the
Bureau and the Corps to determine the effectiveness of the
procedures,

We did not make a detalled audit, but we examined certain
selected transactions to the extent we deemed appropriate
for the purposes of this report. Our examination was made
with due regard for the nature and volume of transactions
and the effectiveness of internal control. The examina-
tions of transactions were conducted at the Sacramento,
California, regional office of the Bureau of Reclamation
and the Sacramento, California, district office of the
Corps of Engineers,
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OPINION OF FINANCIAL STATENENTS

The accompanying statement of assets and liabilities (sched-
ule 1) and statements of power operations and nonpower operations
(schedules 2 throuzh 10) are based on the accounting records of
the Bureau of Reclamation and the Corps of Engineers. These i~
nancial statements present for the first time on a combined basis
the assets and liabilities and the results of operations of the
Bureau of BReclamation and the Corps of Engineers in the Central
Valley Basin, California,

In our opinion the accompanying financial statements do not
present fairly the financial position at June 30, 1956, and the
financlal results of operations for the fiscal year then ended,
mainly for the conditions set forth below, the effect of which
cannot now be determined:

1. Allocations of project construction costs to power and non-
power purposes have not been finally determined and, until
these allocations are made, it will not be possible to
make accurate assignment of provisions for depreciation
and accruals of interest on the Federal investment to the
several purposes, including power,

2, Agreement has not been reached between the Bureau of Rec-
lamation and the Corps of Engineers on allocation of an-
nual joint operation and maintenance expenses to the power
and nonpower' purposes, The Corps of Engineers has not .
made any allocation of joint operation and maintenance ex-
penses to the several purposes at the Kings River and Isa-
bella Reservoir Projects.

3. A uniform policy has not been established by the Departe
ment of the Interlor and the Corps of Engineers for com=
puting interest on the Federal investment,

4, A uniform policy has not been established by the Depart-
ment of the Interior and the Corps of Engineers for record
ing depreciation of plant, property, and equipment in
service, and provisions for depreciation on plant in serv-
ice has not been recorded by either the Bureau of Reclama-

tion or the Corps of Engineers in the Central Valley Basin
Projects,

5. Revenues received by the Corps of Engineers on account of

leasing reservoir lands have not been reduced by the
amounts paid or to be paid to states in lieu of taxes.
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SCHEDULE 2

BUREAU OF BECLAMATION AND CORPS OF ENGINEERS (CIVIL FUNCTIONS)

CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

STATEMENT OF CUMULATIVE NET BEVENUES AND NET COSTS OF OPERATIONS

FOR THE FISCAL YFEAR ENDED JUNE 30, 1956

Fiscal yvear 1956

Excess of
revenueg Prior
Cumulative over year Cumulative
to June 30, expenses adjust~ to June 30,
1955 or net costs ments 1956
REVENUE-PRODUCING PROGRAMS:
Power $55,427,468 $5,659,008 ~$155,957 $60,930,519.
. Water:
Irrigation 941,912 1,096,118 417,062 1,620,968
Municipal and industrial ~596,008 =134,449  ~246,697 ~997,242
» Total 345,814 961,671 663,759 643,726
Nonoperating and unclassified:
Nonoperating ~146,408 11,3942 345,015 210,001
Folsom Dam and Reservoir 4,499 - -k ,499 -
Pine Flat Dam and Reservolr 637,650 507,387 ~2,833 1,142,204
Isabella Dam and Reservoir 100,448 15,065 - %o
Total 596,189 533,846 282,143 1,412,178
Total revenue-producing
programg $56,369,471 $7,154,525 -$537,573 $62,986,423
NET COSTS OF NON-REVENUE.PRODUCING
PROGRAMS (schedule 7) (note 13)
Flood control $18,166,357
Navigation 13,618,361
Total nen-revenue-producing programs $31,784,718

8Represents excess of revenues over expenses of noncperating activitles for Cen-
tral Valley Project of $10,748 (schedule 6) and interest and penaltles of $646 at
Orland Project,

The accompanying explanatory notes and comments on the financial statements on
pagss 82 through 94 are an integral part of this scheduls,



SCHEDULE 3

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS (CIVIL FUNCTIONS)

CENTRAL VALIEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

STATEMENT OF RESULTS FROM POWER OPERATIONS

CENTRAL VALLEY PROJECT

FOR THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

Fiscal vear ended June 30

1956 1955
REVENUES s
Sales of electric energy: .
Private electric utilitles $3,670,470 $2,296,094
State sgencies 4,158,955 3,711,374
Public authorities 1,544,170 1,437,694
Cooperative utilities 37:579 15,543
Totsl outside sales 9,411,174 7,460,705
Project use snd sales to other projects 451,037 660,105
Total sales of electric energy 9,862,211 8,120,810
Rents and other revenues 126,279 211,511
Totel operating revenues 9,988,490 8,332,321
DEDUCTIONS:
Production expenses:
Direct expense 486,169 381,159
Allocated from multiple-purpose operaw
tions (schedule 8) 197,697 24,519
Purchased power 9,933 212,817
Treansmission expenses:
Wheeling charges 1,255,809 1,321,695
All other 312,559 294,790
Customers! accounting and collecting 39,890 31,933
Power-marketing expenses 75361 3,923
Administrative and generasl expenses:
Direct expense L6,678 148,690
Allocated from multiple~purpose operas
tions (schedule 8) 245,893 23,613
Property losses chargeable to operstions L. 2hé L, 2L6
Total operation and maintenance ex-
penses 2,606,235 2,447,385
Provision for replacement (note 17) 397,600 429,000
Interest on the Federal investment (note 11) 1,325,647 1,024,246
Total deductions b.329, 482 3,900,631
EXCESS OF REVENUES OVER DEDUCTIONS FROM POWER
OPERATION~-TO SCHEDULE 2 $5,659,008 4,431,690

The accompanylng explanatory notes and comments on the financial statements

on pages 82 through 94

are an integral part of this schedule,
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SCHEDULE &

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS (CIVII FUNCTIONS)

CENTRAL VALLEY BASIN WATER RESOQURCES DEVELOPMENT PROGRAD

STATEMENT OF RESULTS FROM TRRIGATION OPERATIONS

CENTRAL VALLEY PROJECT

FOR THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

Fiscal year ended June 30
1

1956
REVENUES 2
Rental of water $3, 504,857 32,987,920
Rental of bulldings N ohdy 6,726
Miscellaneous 8,748 28,899
Interest and penalties 9,634 32557
Total operating revenues 3,527,983 J,027,102
DEDUCTIONS ¢

Storage system:
Allocated from multiple-purpose opera-
tions (schedule 8) 158,314 92,259
Primary punmping:
Allocated from multiple-purpose opera-

tions (schedule 8) 14,831 800,798
Direct expense (note 19) 609,525 -
Carrlage system:
Direct expense 877,523 448,320
Allocoated from multiple-purpose opera-
tions (schedule 8) 81,100 393,219

Water users® accounting, collectlon, and
water marketing:

Direct expense 137,488 79,172
Allocated from multiple-~-purpose opera-
tions (schedule B) 18,464 38,202

Administrative and general expenses:
Allocated from multiple-purpose opera-

tions (schedule 8) 322,453 339,592
Property losses chargeable to operations 16,167 3,712
Total operation and nmaintenance ex-
penses 2,235,865 2,195,274
Provision for replacement (note 17) 196,000 173,700
!
Total deductions 2,431,865 2,368,974

EXCESS OF REVENUES OVER DEDUCTIONS--TO SCHEDULE 2 $1,096,118 658,128

The accompanying explanatory notes and comments on the finarncial statements
on pages 82 through 9% are an integral part of this schedule,
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SCHEDULE 5

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS (CIVIL FUNCTIONS)

CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRBAN

STATEMENT OF RESULTS FROM MUNICIPAL

AND INDUSTRIAL WATER OPERATIONS

CENTRAL VALLEY PROJECT

FOR THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

REVENUES:
Rental of water
Miscellaneous income
Interest and penalties

Total operating revenues

DEDUCTIONS:
Allocated from multlple-purpose
operations (schedule 8):
Storage system
Primary pumping
Carriage system
Water-marketing expense
Administrative and general
EXPenses
Property losses chargeable to
operations

Total operation and main-
tenance expense

Provision for replacement
{note 17)

Interest on the Federal investe
ment (note 11}

Total deductions

EXCESS OF DEDUCTIONS OVER REVENUESw
L0 SCHEDULE 2

Fiscal year
ended June 30

1956 1955
$371,054 $351,188
- 1,822
21 655
371,075 353,665
3,516 2,849
56,960 43,482
131,891 oL,084
868 2,865
51,041 23,276
146 146
24l 422 166,702
22,800 13,400
238,300 251,300
505,522 431,402
4334 M7 477,737

The accompanying explanatory notes and comments on the financial
statements on pages 82 through 94 are an integral part of this

schedule,



SCHEDULE 6

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS {CIVIL FUNCTIONS)

CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

STATEMENT OF REVENUES AND DEDUCTIONS

FROM OTHER (NONOPERATING) ACTIVITIES

CENTRAL VALLEY PROJECT (note 20)

FOR_THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

Flsecal year ended

_June 30
1956 1955
REVENUES:
Grazing and farming lands $ 7,655 $ 8,730
Special use permits - 20
Miscellaneous 3,471 17,097
Fees from guided tours--Shasta Dam - 12,088
Vista house concesslon~--3hasta Dam - 9,010
Rail-line operations-~Redding/Corum - 6,974
Total revenues 11,126 53,919
DEDUCTIONS:
Grazing and farming lands expenses 378 1,143
Miscellaneous - 14
Guided service and visitorst! facilities - 41,9049
Rail-line operations--Redding/Corum - 32,550
Marine service--Shasta Iake . - 19,199
Technical data for Chief Engineer - 6,388
Administration and general expenses - 21,533
Total deductions 378 122,776
EXCESS OF REVENUES OVER DEDUCTIONS $1OEZ&§ $:§8,8§Z

(=) Excess of deductions over revenues.

The accompanying explanatory notes and comments on the financial
statements on pages 82 through 94 are an integral part of this

schedule.
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SCHEDUILE 7

BUREAU OF BECLAMATION AND CORPS OF ENGINEERS (CIVJIL FUNCTIQ£§)

CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

STATEMENT OF NET COSTS OF FLOOD CONTROL

AND NAVIGATION OPERATIONS (note 13)

CUMULATIVE TO JUNE 30, 1956

Total
FLOOD CONTROL:
Sacramento Biver Reclamation District #537 & 41,909
San Joaguin River Reclamation District #2075 31,629
Merced County Stream Group 47,690
Farmington Dam and Reservoir 26,816
Bethel Island-~Along Piper Slough 1,568
Reconnalssance and Condition Survey 8,032
Inspection of Completed Works 15,014
Emergency Floocd Control Activities 9,732,652
Inactive Projects 8,261,047
Cumulative costs per books, June 30, 1956,
to schedule 2 $18,166,357
NAVIGATION :
Sacramento River $ 7,419,309
Sacramento River Deep Water Ship Channel 187,840
Sacramento Biver and Tributaries 10,000
Sacramento River Mining Debris Dams 397,330
San Joaquin River 3,428,180
Stockton and Morman Channels 172,701
Sursun Bay Channel 1,063,127
Sursun Channel 134,650
0lda River 289,667
Yuba River 460,557
Inactive Projects 55,000
Cumulative costs per books, June 30, 1956,
to schedule 2 $13,618, 361

The accompanying explanatory notes and comments on the fianane
clal statements on pages 82 through 94 are an integral part of
this schedule,
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SCHEDULE 8
Page 1

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS (CIVIL PUNCTIONS)
CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGHAM

STATEMENT OF EXPENSES OF MULTIPIE-PURPOSE OPERATIONS
AND DISTRIBUTION TO PURPOSES

CENTRAL VALLEY PROJECT (note 19)
FOR THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

Figcal vear ended June 30

1956 1955
BEXPENSES ¢
Storage system:
Shasta Dam and Reservoir $ 176,768 & 94,960
Friant Dam and Reservolr 84,807 72,504
Folsom Dam and Reservoelr 32,675 527
Martinez Reservolr 46k 339
Nimbus fish hatchery 54,926 -
Total storage system 349,640 168,330
Primary pumping:
Folsom Pumping Plant 15,329 6,553
Contra Costa Canals Pumping Plants 66,349 60,392
Tracy Pumping Plant (note 19) - 783,888
Total primary pumping 81,678 850,833
Carrlage system:
Columbla-lowry system (note 19) - 7,147
Contra Costa Canal 148,752 125,924
Delta-Crogs Channel 7,568 8,043
Delta-Mendota Canal (note 19) - 305,523
Sacramento River 20,688 30,394
Americen River 3,689 346
San Joaquin River 29,582 27,259
Toyan plpe line 2,712 1,6
Total carriage system 212,991 506,335
Collectlon and water-marketing expenses e 19.332 o h1,067
Administrative and general expenses 619,387 b3 2al,
Total multiple-purpose expenses $1,283,028 $2,009,779

Mhe accompanying explanatory notes and comments on the financial statements on
pages 82 through 9% are an integral part of thie schedule,
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SCHEDULE 8
Page 2

NG INEERS

BUREAU _OF RECLAMATION AND CORPS OF
CENTRAL VALLEY BASTIN WA

TVIL FUNCTTIONS)

LOPHENT_PROGRAN

STATEMENT OF EXPENSES OF MULTIPLE.PURPOSE OPERATIONS

. AND_DISTRIRUTION TQ PURPOSES {continued)
CENTRAL VALLEY PROJECT (note 19)

FOR THE_FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

Fiscal yvear ended June 130

1956 1955
DISTRIBUTTIONS TO PURPOSES:
Power operations:
Storage system ) # 187,810 $ 17,620
Primary pumping 9,887 6,553
Carriage system - 346
Administrative and general axpenses _2hs 893 23,613
Total power operations 4h3 890 48,142
Irrigation operationg:
Storege system 158,314 92,259
Primary pumping 14,831 800,798
Carrlage system 81,100 393,219
Collection and water-marketing expencea 18,464 38,202
Administrative and general expenses 322,453 339,892
Total irrigation operations 595,162 1,664,070
Munlcipal and industrial water-supply operatlous:
Storage systen 3,516 2,849
Primary pumping 56,950 43,482
Carrlage system 131,801 ol , 084
Collection and water-marketiug expenses 868 2,865
Adminlistrative and general ecgpenses . 51.ohy 23276
Total municlpal and lndustrlal water~
supply operatiouns 2276 k862556
Flood countrol operations (note 19):
Storage system - u;”019
Cavrrizge system - 14,466
Administretive aund general expenses e ———1,937
Totel flood control operatiouns - LB he2
Navigation operations {(note 19):
Storage system - 14, 244
Carriage system - h,559
Administrative and generzl expenses e 32263
Total navigation operations e —22,066
Nonoperating (note 19):
- tdministrative and general expenses e 2l a 237
Totul distributions of multiple-purpose
expense $1,283,028 42,009,779

The accompanying explanatory notes and comments on the flnancial statements on
pages 8o fhrough 94 are an integral part of this schedule.
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SCHEDULE 9

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS (CIVIL FUNCTIOQNS)

CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

STATEMENT OF REVENUES AND EXPENSES~-KINGS RIVER PROJECT

FOR THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

BUBEAU OF RECLAMATION:
Hental oi lirrigation water
Marketing and general administrative
expenses

Excess of revenues over
expenses

CORPS QOF ENGINEERS (CIVIL FUNCTIONS):
Operatlion and maintensnce expensess
Joint facilities (note 21):

Dams and reservoirs

Service facilities

Condition and operation studies
Channel and river control

Recreation
Supervision and administration
{note 21)

Total operation and maine
tenance expenses

Grazing and farm rentals and other
nonoperating income (note 22)

Net expenses

EXCESS OF REVENUES OVER EXPENSES

Piscal year
ended June 30

1956 1
$544,953 $567,760
shly 876
54l 409 566,884
47,468 30,538
31,428 13,976
21,748 1k,220
1,081 212
101,725 58,946
9,984 201
27,190 19,970
138,899 79,117
101,877 62,195
37,022 16,922
507,387 549,962

The accompanying explanatory notes and comments on the financial
statements on pages 82 through 94 are an integral part of this

schedule.

80



SCHEDULE 10

BUREAU OF RECLAMATION AND CORPS OF ENGINEERS (CIVIL FUNCTIONS)

CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

STATEMENT OF REVENUES AND EXPENSES--ISABELLA RESERVOIR PROJECT
POR THE FISCAL YEARS ENDED JUNE 30, 1956 AND 1955

Fiscal year ended
June 30

56 195

CORPS OF ENGINEERS (CIVIL FUNCTIONS):
Sale and storage of water $57,646 $115,629

Operation and maintenance expenses
(note 21):
Joint facilitiles:

Dams and reservoirs 25,680 19,871
Service facilities 10,056 8,449
Condition and operation studies 13,414 11,585
49,150 39,905
Recreation 800 h32
Supervislion and administration

note 21) 5,495 5,007
Total operating expenses 55,445 45,434

Grazing and farm rentals and other
nonoperating income (note 22) 12,864 23,158
42,581 22,276
EXCESS OF REVENUES OVER EXPENSES $122062 $ 93,353

The accompanying explanatory notes and comments on the financial
statements on pages 82through 94 are an integral part of this
schedule.,
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BUREAU OF RECLAMATION

AND
CORPS OF ENGINEERS (CIVIL FUNCTIONS)
CENTRAL VALLEY BASIN WATER RESOURCES DEVELOPMENT PROGRAM

EXPLANATORY NOTES AND COMMENTS ON THE FINANCIAL STATEMENTS

1. Basis for preparation

The financial statements include fthe amounts recorded by the
Bureau of Reclamation, Department of the Interior, for the Central
Valley, Kings River, Kern River; Orland, and Solano Projects. Fi-
nancial statements also include amounts recorded by the Corps of
Engineers (Civil Functions), Department of the Army, for all proJj-
ects in the Central Valley Basin. At June 30, 1956, the most sig-
nificant of these projects are Folsom, Pine Flat, and Isabella Res-
ervolr Projects, which are multiple-purpose projects, and the Sac~
ramento River and San Joaguin River flood control and navigation
projects.

The comprehensive plan for the construction of the initial
features of the Central Valley Project, as set forth in House Doc-
ument 191, Seventy-third Congress, second session, and modified by
Rivers and Harbor Committee Document 35, Seventy-third Congress,
second sesslon, was authorized and adopted by the Emergency Relilef
Appropriation Act of 1935 (49 Stat. 115);, and amended by the First
Deficiency Appropriation Act, fiscal year 1936 (49 Stat. 1622),
and the River and Harbor Act of 1937 {50 Stat. 44). Authoriza-
tions by the Congress also have provided for construction by the
Corps of Engineers of reservoir projects whilch have irrigation and
power henefits in the Central Valley Basin. These authorlzatlons,
as supplemented and amended, constitute the program of the Bureau
of Reclamation and the Corps of Engineers (Civil Functions} in the
Central Valley Basin that is represented in the financial state-
ments.

Except for Folsom Reservolr, each agency operates the faclli-
ties constructed by it. The operation of the Folsom Reservoir is
the responsibllity of the Bureau of Reclamation. Construction of
Irrigation facilities, power plants and transmission lines, and
the marketing of power not needed in the operation of the projects
are the responsiblility of the Bureau of Reclamation.

2., Completed works

Completed works of the Bureau of Reclamation and the Corps of
Engineers are classified on the basis of the functional use of fa-
cllities, as follows:
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Bureau of Corps of

Together Reclamation Engineers
Multiple-purpose $230,132,140 $230,132,140 $ -
Power 106,349,370 106,349,370 -
Irrigation 167,835,170 167,835,170 -
Flood control 54,321,437 - 54,321,437
Navigation 13,046,161 - 13,046,161

$571,684,278 $504,316,680 $67,367,598

The Bureau's multiple-purpose plant is stated to be operated for
all purposes shown in the table above,K and, in addition, is oper-
ated for the purpose of supplylng municipal water. The amount of
multiple-purpose plant in servlice shown above was not allocated by
the Bureau to the various end purposes served at June 30, 1956.

Interest during construction is not included as a cost of the
facllities for commerclal power and municipal water-supply pur-
poses in any of the amounts shown above.

The amount shown above for lrrigation does not include an al-
located amount of power plant in service which would represent the
use of power facilitiles for water pumping.

Completed works of the Bureau and Corps are stated generally
at original costs to each agency.

3. Construction work in progress

Accumulated costs for construction work in progress are clas-
slfied as follows:

Bureau of Corps of
Plant Together Reclamation Engineers
Multiple-purpose $ 82,259,215 $22,643,465 $59, 615,750
Electric 538,583 538,583 -
Irrigation 7,741,488 7,741,488 -
Flood control 26,740,587 - 26,740,587
Navigation 2,915,412 - 2,915,412

$120,195,285 $30,923,536 $89,271, 749

Costs accumulated in construction-work-in-progress accounts ulti-
mately will be transferred to plant-in-service or other accounts,

Multiple-purpose plant construction work in progress of the
Corps of Englneers represents principally Pine Flat Dam and Reser-
voir ($38,768,971) and Isabella Dam and Reservoir ($20,696,057).
The Kings River and Isabella Reservoir Projects were completed dur-
ing fiscal years 1954 (Kings River) and 1953 (Isabella Reservoir),
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but transfers of the construction costs have not been made by the
Corps of Engineers to plant-in-service accounts.

Interest during construction on the costs allocable to com-
mercial power and municipal water-supply purposes has not bheen re-
corded at June 30, 1956, by the Bureau of Reclamation.

L. Service facilities, less accumulated depreciation

Service facilities conslst of cranes, trucks, automobiles,
tractors, warehouses, office buildings, construction camps, and
other equipment and facilities used in carrying out construction
activitles.

Depreciatlion is provided on most of these assets and miles
traveled, hours used, percentages of expenditures or programed
amounts are some of the methods used to distribute these provi-
sions to construction-work-in-progress and other cost accounts.

5. Costs of examinations and surveys,
including advance planning

Expenditures by the Bureau of Reclamatlon for examinations,
surveys, and studies of proposed projects, formulation of plans,
and preparation of designs and specifications and similar activl-
ties referred to as investigations costs are classified in the
records as project investigations of abandoned or unprogramed
works and amounted to $1,573,564 at June 30, 1956. These expendi-
tures have been made from allotments of appropriations for con-
struction and rehabilitation. Of the above amount, $23,143 repre-
sents investigations of a potential power plant at the Bureau's
Solano Project. The remaining amount of $1,550,421 represents in-
vestigations of various units of the Central Valley Project.

Construction funds appropriated to the Corps of Engineers for
planning and design in advance of actual construction are included
as a part of the property costs of the projects. At June 30, 1956,
expenditures for such planning and design totaled $1,883,612 and
was represented by:

Multiple-purpose reservoirs $1,866,555
Flood control channel project 17,057
Total $1,883,612

A difference in policy exists between the Bureau and the
Corps, however, relating to the treatment of preliminary survey
and investigations costs. It is Bureau procedure that, with the
beginning of construction or rehabilitation of a unit, or exten-~
sion, of a project by an allocation of funds appropriated by the
Congress for construction and rehabilitation, the general investi-
gations costs applicable to such unit or extension are transferred
to and become a part of the total construction cost. On the other
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hand, the costs of the Corps of Engineers for preliminary surveys
and investigations of projects are not included in the financial
statements and such costs are not considered by the Corps to be a
part of the costs of projects.

6. Unexpended funds in the United States Treasury
appropriated by the Congress for construction
and operatlon and maintenance

Unexpended funds in accounts with the United States Treasury
and with disbursing officers at June 30, 1956, are classifled as
follows:

Avallable for
Liquidation
Payment of of obliga- Not
Balances lliabilitles tlons Obligatlon available

Bureau of
Reclamation:

Construction
and reha-
bilitation $14,650,994 $1,776,169 $ 6,791,788 $6,083,037 $ -

Operation
and main-
tenance 1,224,015 487,491 291,362 - Lus 162

15,875,009 2,263,660 7,083,150 6,083,037 445,162

Corps of
Englneerss
General con-
struction,
and opera-
tion and

inte~
ﬁznﬁe 6:191y067 750:493 2»949:967 23“905607 -

631913061 750,”93 2$9u99967 254903607 ol
Total $22,066,076 $3,014,153 $10,033,117 $8,573,644 $445,162

Funds appropriated to .the Bureau of Reclamation for operation and
maintenance may be obligated only for the year for which the funds
are appropriated. All other funds appropriated to the Bureau of
Reclamation and the funds appropriated to the Corps of Englneers,
toth construction and operation and maintenance, remain avallable
untll expended. '

The records of the Corps of Englneers are not establlished
primarily to control allotments of general construction and opera-
tion and maintenance funds for projects in the Central Valley Ba-
sin only and to the exclusion of other projects not in the Basin,
For this reason, a classification of Corps funds similar to the
¢classification presented in the table above for funds appropriated
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to the Bureau was not readily determinable. As noted above, how-
ever, both operation and maintenance and general construction
funds appropriated to the Corps will remaln available until ex-
pended. Therefore, the distinction between general construction
and operation and maintenance funds appropriated to the Corps is
less meaningful than such classification of Bureau funds.

T. Other deferred debits

The Corps of Engineers computed interest during the construc-
tion of Folsom Dam and Reservolr. The amount was computed to be
$4,105,005 and was recorded in the records of the Corps. At the
time Folsom Dam and Reservoir was transferred by the Corps to the
Bureau of Reclamation, the cost of interest during constructlon,
as well as the other costs of construction of Folsom Dam and Res-
ervolr, was recorded in the records of the Corps as transferred to
the Bureau. The records of the Bureau show that the cost of in-
terest during construction was not accepted although all other con-
structlion costs were accepted.

The amount of interest during construction ($4,105,005) has
been reclassified as a deferred debit pending appropriate action
by the Bureau.

8. Deferred and unmatured receivables

Operation and maintenance expenses and Interest and penalties
on delinquent installments of construction repayment contracts
have been recorded by the Bureau of Reclamation as due from the fa-
cility users of the Orland Project in the amounts of:

Operation and maintenance expenses $166,363

Penalties and interest 12,966 $179,329

Noncurrent unmatured receivables 8,749
Total ‘ $188,078

The contracts for repayment of construction costs provide that the
$179,329 will be repaid by the facility users in future years.

The noncurrent uhmatured recelvables consist of charges on
which the time of collection has been extended or deferred.

9. Congressional appropriations (net)

For the fiscal year 1956, congressional appropriations (net)
have been allotted to Bureau of Reclamation projects in the Cen-
tral Valley Basin for purposes as followss
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Fiscal year

Purposes 1956
Construction and rehabilitation $25,063,000
Operation and maintenance 5,439,850
Total 30,502,850
Rescissions and lapses 491,035
Congressional appropriations (net) $30,011,815

Cumulative congressional appropriations {(net) to June 30,
1956, for construction and operation and maintenance of Bureau
projects in the Central Valley Basin amounted to $513,608,174.

The Corps of Engineers made cumulative allotments for con-
struction and operation and maintenance to June 30, 1956, to proj-
ects in the Central Valley Basin as follows:

Cumulative to
June 30, 1956

Multiple-purpose projects $123,155,434
Flood control projects 101,485,967
Navigation projects 23,819,493

Total $2U48,460,894

A classification of the Corps allotments (net) ($248,460,804) be-
tween general construction and operation and maintenance allot-~
ments was not determined because the records of the Corps are not
established primarily to control allotments for general construc-
tlon and operation and maintenance funds for projects in the Cen-
tral Valley Basin only and to the excluslon of other projects not
in the basin. (See note 6, p. 85,)

Congressional appropriations (net) in the financial state-
ments for the Central Valley Basin program at June 30, 1956, are
classlified as to status as follows:

‘ Bureau of Corps of

Together Reclamation Engineers
Unobligated $ 9,326,198 $ 6,835,590 $ 2,490,608
Unliquidated 10,033,119 75,083,150 2,949,969
Expended 742,709, 751 499,689,434 243,020,317
Total $762,069,068 $513,608,174 $248,460, 894

The amounts shown in the table above include funds appropriated
(net) for general construction and operation and maintenance.
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10. Cost of property and services furnlshed
by other Government agencies (net)

Costs of equlipment, materials and supplies, and services
transferred to or from other projects within the Bureau of Reclama-
tion, or other Federal agencies, without a transfer of funds are
recorded by the Bureau and the Corps as a part of the investment
of the United States Government.

The cost of property and services (net) furnished to the Bu-
reau and the Corps is comprised of:

Bureau of Corps of
Together Reclamation Englneers

Appropriation transfer
warrants:
Costs of Bureaufs Den-
ver office for fis-
cal years 1947 and
1948 and transfers
to U.8. Geologlcal
Survey for fiscal
years 1947-50 $2,731,210 $ 2,731,210 $ -
Nonappropriation transfer ‘
warrants:
Costs of materials and
equipment transferred
principally from or
to other projects
(net) 2,641,066 2,633,646 7,420
Transfer of cost of Fol-
som Dam and Reservoir
from Corps to Bureau

(see note 7, p. 86) - 61,689,700 —61,689,700
Total $5,372,276  $67,054,556 —$61,682,280

1ll. Interest on the Federal investmen§

Interest on the Federal investment amounting to $10,113,702
hasg been recorded by the Bureau of Reclamatlion for the Central Val-
ley Project at June 30, 1956. This amount is represented by in-
terest of $9,076,913 (%1,3253647 in fiscal year 1956) on invest-
ment in power facilities and interest of $1,529,500 ($238,300 in
fiscal year 1956) on investment in municipal water-supply facilli-
tles less $492,711 recorded by the Bureau representing an amount
due from the United States on the assumption that the annual provi-
sion for replacement of facilities will be invested to produce in-
terest revenue. In determining the interest on the investment,
the computations by the Bureau were based on the amounts for plant
in actual service at 3 percent per annum for power and 2.5 percent
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per annum on municipal water supply. To June 30, 1956, the Bureau
has not recorded interest on the Pederal lnvestment during con-
struction and prior to placing the completed plant into actual
service.

It 1is the policy of the Bureau to compute annual provisions
for replacement of power facilities of the Central Valley Project
on a 3 percent sinking fund basis. Provisions for replacement of
municipal water supply and irrigation facilities are computed on a
straight-line basls. The effect of this policy, as it relates to
the provision for replacement of power facilities, is that, at the
end of the administratively determined repayment period, the re-
placement of facllities has been provided for in an amount which
is equal to the total estimated cost of replacement, less interest
compounded at 3 percent on the annual amounts provided from the
time when operations began. This practlice assumes that the annual
provisgions will be invested to produce interest revenue or that
the interest cost on the general debt of the Federal Government
will be reduced.

The Corps of Engineers computed and recorded the cost of in-
terest during the construction of Folsom Dam and Reservoir in the
amount of $4,105,005. Responsibility for operation of Folsom Dam
and Reservolr was transferred from the Corps to the Bureau, and
all construction costs, including the amount of interest during
construction ($4,105,005), were recorded on the records as trans-
ferred to the Bureau. However, the records of the Bureau show
that the cost of interest during construction was not accepted by
the Bureau. (See note 7, p. 86)

12. Funds returned to United States Treasury

‘Funds returned to the United States Treasury by the Bureau of
Reclamation as shown by the accounting records of the projects at
June 30, 1956, are classified as followss

Net change
fiscal year Cumulative to
1956 June 30, 1956
Reclamation fund:
Collections by the Bureau of Rec-
lamation, exclusive of power
revenues $ 4,628,379 $ 24,592,343
Power revenues 9,393,636 83,447,533

14,022,015 108,039,876

Other collections, deposited in gen-
eral fund of the Treasury 278 80,660

Total funds returned to U.S.
Treasury $142022§29§ $108,120,536
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Collections by the Bureau, exclusive of power revenues,; include
amounts collected by the Bureau from rental of water at the Corps-
constructed and Corps-operated Kings River Project. These collec-
tions, which amounted to $1,193,929 at June 30, 1956, were depos-
ited by the Bureau in the reclamation fund.

Funds returned to the United States Treasury by the Corps of
Engineers to June 30, 1956, as shown by the accounting records,
are classified as follows:

Project Total
Isabella $254 , 606
Pine Flat 163,293
Folsom 4,822
All other 62,359

$485,080

The amounts in the tabulation above consist principally of collec-
tions received from the sale and storage of water and receipts
from leasing of reservoir areas for farming and grazing purposes.

13. Net cost of non-revenue-producing programs

The non-revenue-producing programs of the Corps of Englneers
in the Central Valley Basin are established to provide flood pro-
tection, essentlally by construction, operation, rehabilitation
and maintaining flood control dams and reservolrs, and river bank
levee and by-pass systems, and to foster navigation, essentially
by dredging of navigation channels. The cumulative net cost of
these programs to June 30, 1956, amounted to $31,784,718. Of this
amount, $18,166,357 and $13,618,361, respectively, are applicable
to the flood control and navigation programs. Costs applicable to
flood control resulting from operating and maintaining Pine Flat
and Isabella Dams and Reservoirs, which are multiple-purpose proj-
@cts, were not determined by the Corps and therefore no part of
these costs is included.

We have not analyzed the accounts to obtain the cost of flood
control and navigation operations for fiscal year 1956 nor tabu-
+ lated the costs by appropriate cost account classification. For
this reason, the fiscal year 1956 costs for flood control and navi-
gation operations are not shown in the financial statements pre-
gsented with this report.

The records of the Bureau of Reclamation show that there was
no allocation of a portion of the annual operatlon and maintenance
expense for the fiscal year 1956 to the Bureau's non-revenue-
producing programs. The non-revenue-producing functions of the
Bureau are identiflied as flood control, navigation, fish and wild-
life, and recreation.
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The Bureau's policy for the fiscal year 1956 was to adjust
allocations of total estimated construction cost, which were pre-
pared for administrative needs relating to repayment, to provide
for estimated average annual operation and maintenance costs.

This policy differs with the Bureaut!s policy for fiscal years 1953
through 1955, which provided for allocation of a portion of the
actual operation and maintenance expense for each year to the non-
revenue-producing functions.

Cumulative expenses to June 30, 1955, of the Bureau's non-
revenue-producing functions were redlstributed to the revenue-
producing functions during the fiscal year 1956 as follows:

Total
Power $ 32,248
Irrigation 354,793
Municipal water supply 9,281
Total $396,322

14, Matured installments of fixed obligations
for use of facilities

Through long-term contracts, water users organizations have
contracted to repay a part of the Governmentt!s lnvestment in irri-
gation facilitles, other than those irrigation facilities that are
repayable from water rentals. The status of these contracts in
the Central Valley and Orland Projects of the Bureau of Reclama-
tion at June 30, 1956, is:

Repayment contracts $65,974,610
Less unmatured charges 64,334,409

Repayment contracts
matured $ 1,640,201

15. Current and accruved liabilities

Accounts payable of the Bureau of Reclamation include the
amounts accrued for earnlings of construction contractors that have
not been paild or transferred to speclal deposits as contract hold-
backs; accrued payrolls; and unpald amounts due to or earned by
vendors or suppliers (including other projects or the Bureau) in
connection with the purchase of equipment under other than a con-
struction contract, the acquisition of real estate, transportation,
freight, and miscellaneous payables.

Other accrued and current liabilities of the Bureau of Recla-
mation at June 30, 1956, are comprised of:
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Contract holdbacks pending satisfactory

completion of contracts $ 935,548
Taxes withheld, including employers?

FICA tax and bond deductions 227,354
Other special deposits 20,606

Liabilities to be pald from special
deposits $1,183,508

Accounts payable of the Corps of Engineers include (1) the
amounts accerued for earnings of construction contractors that have
not been pald or transferred to the local disbursing offilcers! ac-
counts as contract holdbacks and (2) unpaid amounts due to or
earned by vendors or suppliers in connection with the purchase of
equipment under other than a construction contract, the acquisi-
tion of real estate, transportation, freight, and miscellaneous
payables.

16. Advance collections and other deferred credits

Advance collections and other deferred credits by the Bureau
of Reclamation as shown by the accounting records are summarized
as follows:

Amount

Collectlons 1In advance on water rental
and operation and maintenance charges $2,350,974
Miscellaneous deferred credits 446,601

Total $2,797,635

Collections recelved from water users and unapplied balances from
operations to be applled on water rental charges totaled
$2,350,974 at June 30, 1956. These advances may be applied either
on water rental charges during construction or on water rental
charges during operation and maintenance. Revenue billings made
in advance of the operating year are also included in this balance.

Included in the miscellaneous deferred credits 1s an amount
of $384,839 which represents the unexpended balance at June 30,
1956, of an advance to the Bureau from the Corps for cleanup work
at Folsom Dam and Reservoir in the amount of $385,500. The bal-
ance of $61,822 to total to miscellaneous deferrved credits of
$446,661 includes, primarily, receipts from sale of property,
equipment, and other assets for which additional information is re-
quired to effect final disposition.

17. Accumulated provisions for replacement
and depreciation

The accumulated provisions for depreciation and replacement
by the Bureau of Reclamation for the Central Valley Project to
June 30, 1956, are classified as follows:
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Plant classification

Multiple-
Total purpose Electric Irrigation
Accumulated provi-
sions for: -
Depreciation $ 488,453 ¢ 488,453 § - $ -
Replacement 5,281,270 1,336,892 3,780,628 163,750

Total $5,769,723 $1,825,345 $3,780,628 $l63,722

Depreciation is provided by the Bureau of Reclamation on
transportation and other equipment, and the amount in the above
tabulation i1s the accumulated provisions to June 30, 1956.

The provisions for replacements are designed to.provide for
the amounts that wlll be wrltten off from plant-in-service ac-
counts as a result of the replacements during the repayment perilod.
Provisions during fiscal year 1956 totaling %616,400 were charged
to power operations ($397,600), irrigation operations ($196,000),
and municipal water operations ($223%OO)°

18. Contributions in aid of proJject development
and construction

Contributions in cash, property, or services for project de-
velopment and construction are recelved by the Bureau of Reclama-
tion from states, municipalities, associatlons, and individuals.
The principal contributions received by the Bureau of Reclamation
to June 30, 1956, are as follows:

Payments by the Division of Highways, State of

California;, for one half of the excess cost

incurred by the Bureau in construction of the

Contra Costa Canal highway crossing $21,388
Payment by the Department of Fish and Game,

State of California, for construction of pipe-

line from Friant Dam to the end of U.3, right

of' way along the San Joaquin River 66,692
Contribution by the Orland Water Users'! Assocla-

tion toward the cost of investigating the pro-

posed Millsite Dam 1,800
Miscellaneous contributions 4,331
Total $ob4,211

Contributions totaling $9,629,679 to June 30, 1956, have been
recelved by the Corps of Engineers, principally from the State of
California. The contributions by the State of California have
been used primarily to defray the cost of flood protection along
the Sacramento River and tributaries.
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19. Multiple-purpose operations expense

For the fiscal years 1953 through 1955 the Bureau of Reclama-
tion classified Tracy Pumping Plant and Delta-Mendota Canal (in-
cluding the Columbla-Mowry system) as multiple-purpose facilities
in expectation that municipal water as well as irrigation water
would be delivered by means of these facillities. The expense of
operating and maintaining these facilities, therefore; was classi-
fied by the Bureau as multiple-purpose expense, and distributions
of this expense to irrigatlon were shown on the records as an in-
direct expense.

During the fiscal year 1956 the Bureau classified the facili-
ties mentioned above as single-purpose irrigation because there
has been no municipal water deliveries to June 30, 1956. As a re-
sult; the decrease in multiple-purpose expense for distribution
during the fiscal year 1956 compared with fiscal year 1955 (sched-
ule 8, p. 78 ) has been substantially offset by an increase in ir-
rigation operations direct expense during fiscal year 1956 (sched-
ule 4, p. 74)

20. Nonoperating revenues and deductions

Effective with the filscal year 1956, the revenues and revenue
deductions resulting from gulded tours at Shasta Dam, the Shasta
Dam vista house concession, operation of the Redding to Corum rall-
road, and operation of marine service on Shasta Lake were reclassi-
fied as multiple-purpose operating revenues and revenue deductions,

21l. Allocation of joint expenses

Expenses by the Corps of Engineers at the Kings River and Isa-
bella Reservoir Projects for operating and maintaining joint fa-
cllities and supervision and administrative expenses have not been
allocated to purposes to June 30, 1956. Both projects serve the
purposes of flood control and irrigation, and provisions have been
made at the Kings River Project for future power development.

22, Credits to operations

Rentals from leases of reservolr lands and other nonoperating
revenues have been received by the Corps of Englneers at the Fol~-
som, Kings River (Pine Flat), and Isabella Reservoir Projects.
Under the provisions of the Flood Control Act of 1941, as amended
(33 U.S.C. 701C-3), 75 percent of the moneys received during any
flscal year on account of lands acquired for flood control, river
and harbor, and allied purposes are to be returned to the state in
which the lands are located. The amounts paild to states are not
entered in the accounting records at district offices but are dis-
bursed and recorded at the Office of the Chief, Washington, D.C.
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AUTHORIZATIONS FOR WATER RESQURCES DEVELOPMENT

IN THE CENTRAL VALLEY BASIN

EABLY AUTHORIZATIONS IN THE CENTRAL VALLEY BASIN

Prior to authorization in 1935 for construction of the inltlal
features of the Central Valley Project, works of improvement had
been undertaken by the Corps of Engineers on the maln stem and
tributaries of both the Sacramento and the San Joaquin Rivers;
These improvements related to navigation and were concerned pri-
marily with removal of snags; construction of brush Jjettles, re-
straining barriers, and wing dams; and securing a navigable low-
water chamnel, with certailn depths and widths, in specifled
sections of the rivers through dredging, cutting off sharp bends,
and closing slde channels.

The early navigation improvements on the Sacramento River and
tributaries were adopted by river and harbor acts commencing wilth
the act of March 3, 1875 (18 Stat. 456), and provided for channel
work on the Sacremento, Feather, Yuba, Bear, and American Hlvers.
The exlsting project was authorlized by river and harbor acts com=
mencing with the act of March 3, 1899 (30 Stat. 1121), and, as
modified by later acts, particularly the act of July 24, 1946 (60
Stat. 634), provided for construction of a ship channel 30 feet
deep and 200 to 300 feet wide from deep water in Sulsun Bay to
Washington Lake, construction of a harbor and turning basin at
Washington Lake, a connective canal with navigation lock from the
harbor to the Sacramento River, smd other chamnel work on the river
to about 180 miles above Sacramento, California.

On the San Joaquin River the first improvements were author=
ized by river and harbor acts commencing with the act of August 14,
1876 (19 Stat. 132), The plan of improvement under these early
authorizations did not become definite until about 1881, These
early acts provided for genersl chamnel improvements on the San
Joaguln River, including improvements for Stockton and Mormon
Channels. The existing project, although related to work per=
formed under these early acts, was supplemented and modified by
river snd harbor acts through the act of May 17, 1950 (64 Stat.
163). These acts provided for securing a navigation channel with
a minimum low-water depth of 30 feet from the mouth of the Sen
Joaquin at New York Slough up to Mormon Channel at Stockton, Calle
fornia, a distance of asbout 41 miles, and other channel work above
that point and in Stockton and Mormon Chamnels. The act of May 17,
1950, modified the project and asuthorized extensive chemnel and
harbor work in the area around Stockton, Californlsa.

Other early improvements on certein tributaries of both the
Secramento and the San Joaquin Rivers have been authorized by vari-
ous river and harbor acts. These improvements have been directed
primarily toward securing a navigable chamnnel in certain stretches

96



APPENDIX A

of these rivers, malnly through construction of wing dams and
brush jetties, removal of snags, and occasional dredging. These
works of lmprovement relate primerily to the Feather River,
Mokelumne River, and the Middle River and connecting charmels,

INITIAL AUTHORIZATION OF CENTRAL VALLEY PROJECT

Construction of the Central Valley Project was initiated under
authority of the Emergency Relief Appropriation Act, 1935 (49 Stat.
115), end was subsequently authorized under a Finding of Feasi-
bility by the Secretary of the Interior, spproved by the President
on December 2, 1935, The principal engineering festures of the
project as outlined in the report, snd which comprised the initlal
features of the project, consisted of:

Kemnett Dam (later changed to Shaste Dam), reservoir,
power plants, transmission lines, and substation

Contra Costa Canal

Sen Joaquin pumping system

Friant Dam snd Reservoir

Frisnt-Kern Csnal

Madera Canal

These features had an estimated total comstruction cost of
$170,000,000, '

The San Joaquin punmping system feature of the project as de=
scribed in the feasibllity report contemplated the transferral of
water from the Sacramento Biver to the San Joaquin River and upe
stream on the San Joaguin through a system of small dams and pumps.
This plan was later zltered to the use of a pumping plent at Tracy,
Callfornia, and a single graevity cenal to Mendota, referred to as
the Delta-Mendota Canal.

Construction of the initiel festures was sterted in 1937, end
by 1951 all the initially suthorized features were essentlially
complete and in operastion. The first unit of the project to be
placed in operation was the Contra Costz Cemal, which 1s operated
primerily for the delivery of water for municipsl and industrisl
use in the eastern ares of Contra Costa County. Water was first
delivered to the distribution system of the Contra Costa Canal 1in
August 1940 for delivery to the city of Pittsburg, Cslifornlsa,
when the canal was only partially completed. All water deliwvered
from the canal is distributed by the Contra Costa County Water Dis-
trict. Water was first diverted from Friant Dam into the Madera
Canal in June 1944 aznd into the Frisnt-Kern Canal in March 1949
for delivery to irrigation customersg in the San Joaguin Valley.

The first large movement of water from Shasta Reservolr to the San
Joaquin Valley begen in August 1951, when the first pump at Tracy
delivered water to the Delta-Mendota Cansl. Delivery of water from
Shasta Reservoir south some 500 miles through the Central Valley
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of California te the southern San Joaguin Valley requires the ¢o=-
ordinsted operetion of storage reservoirs, canals, power plants,
transmission lines, and pumping plants. The first two generating
units at the Shasta Power Plant, of 75,000 kilowatts each, were
placed in operation in July 1944,

DEVELOPMENT OF COMPREHENSIVE PLANS

)

Under suthority of the Flood Conbtrol Acts of 1936 (49 Statl.
1570) and 1938 (52 Stat. 1215), the Corps of Engineers submitted
survey reports to the Congress on most of the important floodw
producing stresms in the Sacramento=Sen Joaquin River basin,.

Based on the recommendatlions contained in these survey reports
(published ag various House end Sensate documents), the Flood Cone
trol Actg of 1941 (55 Stat. 638) and 1944 (58 Stat. 887) authorized
extensive flood control improvements for construction by the Corps
of Engineers., The authorizations comsisted of 11 multiple=purpose
reservolrs on major stresms, 5 flood control reservoirs on minor
streams, and related and supplemental levee and channel ilmprovew
ments.

During this same period the Bureau of Reclamation, under the
authority of the Federal reclamation laws, undertook extensive ine
vestigations slong many of the rivers and streams in the Central
Valley Basin preliminary to obtalning authorizations for construct-
ing works for the development of these water resources.

Through the interasgency sgreement providing for joint action
among the vaprious Federal agencies, representztives of the Corps
of Engineers, Bureau of Reclamation, Federal Power Commission, and
Bureau of Agpisuitural Economicg, Department of Agriculture, held
a meeting at Sasramento, Cslifornis, on July 16, 1943, =and sgreed
that the Bureswu of Reclamation esnd the Corps of Engineers each
shouwld prepare & veport for the entire basin instead of individual
reports on eagh of the numerous streams of the Sacramento=San
Joaquin Blver basin, as had been done in the past. The report by
the Corps of Engineers was to present a comprehensive plan for
flood control, end the report by the Bureasu was to present & comw
prehensive plen for water resource development. :

On February 1, 1945, the Corps of Englneerg issued thelir re-
port entltled "Comprehensive Flood Control Survey Report on
Sacramento=San Joaquin Basin Stresms, California." This report
updated and expanded all previous investigations made by the Corps
end combined asuthorized and proposed new projects into a coordie
nated and comprehensive basin plan of flood protection and relsted
water usess The proposed plan contemplated construction of 19
multiple-purpose end 6 flood control reserveoirs; 7 hydroelectric
genersting plants and 2 afterbay dams with power facilities;
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revislon end extension of certesin existing levees end sppurtenant
workssy snd additional supplemental levecs, channel improvements,
and other related facllitles at a total estimated ccst of
$438,335,000.

On November 9, 1945, the Commissioner of Reclemstion trense
mitted to the Secretary of the Interior hls report on g comprehens
sive plan for water resource development in the Centrel Velley
Basine. The Bureau's proposed plan included 38 major dems and reSe
ervoirs together with related canals, laterzls, =snd drainsy 28
hydroelectric power plants with supplementing fuel-electric plants,
transmlssion end feeder lines, and substations; and other related
works at a total estimated cost of $1,810,800,000,

$

The comments of the Secretary of the Interior on the proposed
report on the basin by the Chief of Engineers noted that the re-
port was directed primarily toward flood control improvements,
whereas the report by the Bureau was directed primarily toward de-
velopment of irrigation, hydroelectric power production, and other
beneficial uses of water in California, including flood control.
The Secoretary stated slso that flood control was not the primary
purpose of any truly comprehensive plan for the Central Valley Bae
gin and that the primary concern of an adequate plan for the area
must be to collect and distribute water. He stated further that
flood control must be regarded in the cage of the Central Valley
Basin as secondary in importance to the necessity of comserving
and distributing water.

The further comments by the Secretary of the Interior opposed
divisicn of agency responsibllity for Federal development and cons
trol of the water resources of the Central Valley Basin, Califore-
nia. The Secretary proposed that certain procjects authorized for
censtruction by the Corps be either reauthorized by the Congress
for construction and operation by the Bureau of Reclamatlion or
that the operation amd maintenance of these projects be trensferred
to the Bureau, upon completion of construction by the Corps, and
that the related power facilities at all projects be constructed
by the Bureau of Beclamation,

The comments of the Secretzry of War on the proposed report
by the Commissioner of Reclamation glso brought out basic differ-
ences between these two Federsl sgencles in thelr respective plans
for the development of the weter resources of the Central Valley
Bagin., These differences related primarily to the relative ime=
portaence of flood control and irrigstion snd stemmed largely from
the laws and sdministrative procedures under which the Corps of
Engineers snd the Bureau of Reclamation operate.

The reports by the Corps sand the Bureau were amended in
supplementary reports by these two agencies dated July 27 and
July 26, 1948, respectively, prior to their submission to Cone
gress. These supplementary reports, however, did not meterially
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alter the original plen by these two agencies or their concept for
development of the water resources of the basin.

On June 2, 1945, the President requested the Secretary of War
to submit his report on the Central Valley Basin to him through
the Director of the Bureau of the Budget, with a memorsndum sete
ting forth clesrly the differences both as to plan of development
and as to policy between the recommendations of the War Department
and those of the Department of the Interior, Similar instructions
were 1ssued to the Secretary of the Interior. In & letter to the
President, dated July 29, 1948, the Secretary of the Interlior sum=
marized the differences as to policy and administration between
thingorps and the Bureau as thelr respective viewpoints concerning
mainly:

1. The relative importance of irrigation and flood control.

2. The most efficient mesns of attaihing coordinated opera-
tlon of the various project works.

3. The applicability of reclamation law to projects cone
structed and operated by the Corps of Enginecrs.

4. The proper constructlion and operating agency for the
various structures,

In his letter the Secretary of the Interior proposed the establishe
ment of a definite and thoroughly understood Federal policy to
guide the construction, operation, and administration of Federal
works in the Central Valley to eliminate confusion and inefficiency
and to provide for the maximum effectiveness of Federal particilipa-
fion in water resource development of the Centrsl Valley.

On August 15, 1949, the President wrote similar letters to
the Secretary of the Army and the Secretary of the Interior state
ing that the related reports by the two departments on the basin
did not contalin sufficient information with respect to engineering
and econodmic feasiblility To justify thelr approval as a comprehen-
sive valley plan and that, aside from the authorizations for the
projects specified in paragraph (c¢) of his letter, the other proj-
ects proposed in the reports were to be considered as an inventory
of possible future work to be thoroughly investigated to Justify
construction authorization, The projects specified in the Presi-
dent's letter as projects which the reports demonstrated a need
for authorization were:

l. The New Melones, Tuloch, end Pine Flat hydroelectric power
plants by the Buresu of Reclamation; ss adjuncts to au-
thorized dam and reservolr projects,

2. A number of miscellaneous levee and channel lmprovement

projects for flood control purposes by the Corps of Engle-
neerse.
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The President further proposed transfer of existing constraclion
authorization for certain multiple=-purpose projects from the Corps
of Engineers to the Bureau of Reclamation and the tronsfor of ¢dre-
taln other projects to the Bureau for operation and malntenwnce
after completion of construction by the Corps,

The President established g policy in his letter to be used as
a gulde in the comstruction, operation, and adnministration of (il
ture Federal works in the Central Valley, by providing that addi=-
tional proposed projects not now authorized which are found feasl
ble on the basis of detalled project reports will be epproved for
authorizgtion in accordsnce with the Folsom formula, l.2.,
multiple-purpose dams are the responsibility of the Bureau of
Reclamation, and dams and other works exclusively for flood con-
trol are the responsibility of the Corps of Engineers, The func-
tional division of responsibility outlined by the President has
been accepted by the Corps and the Bureau as a guide to further
Federal development in the Central Valley of Callfornia.

The comprehensive reports by the Buresu and the Corps have
been submitted to the Congress and were published as Senate docu=
ment 113, Eighty-first Congress, and House document 367, Eighty-
first Congress, respectively.

AUTHORIZATION FOR AMERICAN RIVER DEVELOPMENT

The construction of Folsom Dam and Reservolr was originally
authorized by the Flood Control Act of 1944 (58 Stat. 887) to be
constructed by the Corps primaerily as a flood control project at
an estimated cost of $18,474,000, This authorization provided for
s dam with a reservoir capacity of 355,000 acre-feet. Although
part of this capacity was earmerked for irrigation, the authoriza=
tion did net include provision for construction of lrrigation or
power facilities, After the project was authorized and before any
appropriations had been made for construction, it was agreed by
the Federal agencies concerned and the State of Califormia that
the project should be enlarged and bullt as a multiple-purpose
project for flood control, irrigation, power; end ofher heneficial
uses, with a reservoir capacity of 1,000,000 acre-fect,

In a special message to Congress on January 12, 1948, the
President recommended that the Congress expand the present author=
ization for construction of Folsom Dam. The President recommended:

1. The transfer of Folsom Dam and Reservolr, upon completion
by the Corps, to the Buresu for operation snd maintenance
as a coordinated unit of the Central Valley Project under
the Federal reclamation law,

2., Construction by the Bureau of a power plant, afterbay,
and necessary transmission lines.
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3. Construction by the Bureau of irrigation cansls snd re-
lated works needed to delliver water from the reservolr
to irrigation districts, citlies, and suburban arcas.

The reauthorization and enlargement of the Central Valley Project
to include the American River development in the act of October 14,
1949 (63 Stat. 852), authorized the construction of Folsom Dam and
related works substantially in accordance with the earlier recome
mendations of the President, The act directed the Secretary of
the Interlor to cause the operation of the authorized works to be
coordinated and integrated with the operation of existing and fue
ture features of the Central Valley Project.

The act of October 14, 1949, further authorized the Secretary
of the Interior through the Bureau of Reclamation to conduct ine
vestigationg, surveys, and studles for the purpose of developing
plans for disposing of the water and electric power which would be
made avelilable by the project, including a study of the water rew
sources of the entire American River watershed.

Constructlon of Folsom Dam and Reservoir, by the Corps of
Engineers, was started in 1948, These features were transferred
to the Bureau for operation and maintenance on May 15, 1956,

AUTHORIZATION OF PINE FLAT DAM AND RESERVOIR

Construction by the Corps of Engineers of the Pine Flat Dam
and Reservolir on the Kings River was authorized by the Flood Cone
trol Act of 1944 (58 Stat, 901) for flood control and other pure
poses for the Kings River and Tulare Lake Basin, Californisa.
Although the development of power at the dam was not included in
the authorization, provisions were made for the installation of
penstocks for possible future development of power.,

The authorizatlon for the project contained the following pro-
visions:

#"That the Secretary of Wer shall make arrangements
for payment to the United States by the State or other
responsible agency, elther in lumnp sum or amual installe
ments for conservation storage when used: provided fur-
ther, that the division of costs between flood control,
and irrligation and other water uses shall be determined
by the Secretary of War on the bagis of continuing
studies by the Bureau of Beclamation, the War Department,
and the local organizations,®

The War Department Civil Appropriation Act, 1947 (60 Stat. 160),
included $1,000,000 for the initiation of construction of the
project, but provided that none of the appropriation should be
used until the Secretary of War had received reports as to the
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division of costs between flood control, irrigation, aend other
water uses from the Bureau of Reclamation and local organizations
and, with the concurrence of the Secretary of the Interior, had
made & determination as to what the allocation should be, In
addition the President asked the Director of the Budget to im-
pound the funds sppropriated for construction of the project,
pending asllocation of costs and the making of the repayment ar-
rangements.

In a letter dated January 31, 1947, to the Pregident transg-
mitting a report on the division of costs of the Kings River
Project (published as H. Doc. 136, 80th Cong.), the Secretary of
War determined that the division of costs to irrigation should be
set at an amount not to exceed $14,250,000, the exact emount to be
sgreed upon between the Buresu of Reclamatlon and the local agen-
cles concerned., The Secretary of War proposed that the Kings River
Project be constructed immediately end operated initially for
flood control but not operated for irrigation until agreement had
been reached between the Bureau of Reclamation end local water
users on the division of costs and on repayment arrangements. The
Secretary of War recommended that the funds appropriated by the
Wer Depertment Civil Appropriation Act, 1947, be released from lm-
poundment by the Buresu of the Budget. Thls recommendation end
the proposals by the Secretary of War were concurred in by the
Secretary of the Inbterlor, snd the funds were released for inltlge
tion of congtruction of the project.

Construction of the project was started in April 1947 =end was
substentially completed in June 1954, The project was operated
for flood conmtrol during fiscal years 1955 and 1956 end for irri-
gation under interim contracts with the Kings River Conservation
District,

AUTHORIZATION OF ISABELLA DAM AND RESERVOIR

Congtruction of the Isabella Dam and Reservolr on the Kern
River was authorized by the Flood Control Act of 194k {58 Stat.
901) for flood control snd other purposes in the San Joaguin
Valley, Callfornia. The asuthorization provided for construction,
operation, snd maintenance of the project by the Corps of Engi-
neers primarily for flood control and for water conservation
purposes. Although development of commerclial power at the dam
wes not included 1n the suthorization of the project, benefits
accrue to downstresm hydroelectric power plants of private utlllty
compenies as a result of the exigtence of Igabella Dam and Reserw
voir, The project zs authorized is a unit in the comprehensive
plans proposed by the Corps of Engineers and the Bureau of Recla-
mation for the development of the water resources of the Sacramento-
Sen Joaquin Basin.
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Construction of project works was started in March 1948 and
the dam wes completed in April 1953. Operation of the reservolr
was initiated in fiscal year 1954 to provide the flood protection
and conservation beneflits for which 1t was designed,

AUTHORIZATION OF SACRAMENTQ VALLEY IRRIGATION CANALS

The construction of the Satramento Valley lrrigation canals
was authorized by the act of September 26, 1950 (64 Stat. 1036),
as an integrated part of the Central Valley Project of California.
The principal feabures of the project suthorized by the act come
prise the Tehama=Colusa Cansl located on the west side of the
Sacramento River, together with all necessary pumping plants and
appurtenent works to irrigate lands in Tehama, Glenn, snd Colusa
Counties, and the Chico Canal located on The east side of the
Saoramento River, together with all necessary pumplng plants and
appurtenant works to lrrigate lands. in Tehama snd Butte County,
or such albternate cenals and pumping plants as in the opinlon of
the Commigsioner of Reclamation and the Secretary of the Interior
may be necessary to provide sn adequate water supply to meet the

irrigation, industrial, domestic, and other beneficidl require=
nents of water for these lands.

Section 5 of the as¢t provideds:

"That no expenditure of funds shall be made for cone
struction of this project until the Secretary of the Ine
terior, with the approval of the President, has submitted
to the Congress, with respect to such works, a completed
report and finding of feasibility under the provisions of
the Federal reclamstion laws."

In accordance with the requirements of this section of the acty, the
Secretary of the Interior, on Januery 19, 1953, transmitted to the
Congress his report and findings (H, Doc. 73, 834 Cong.) on the
Sacramento cenals unit of the Central Valley Project., The report
stated that the Sacramento canals unit had englneering feasibillity,
provided that the proposed Trinity River divigion, upon which the
canals unit lg dependent for a firm water supply, will be authore
ized and constructed. This report by the Secretary of the Interior
satisfied the requirements of section 5 of the authorizing act amnd
pleared the Sazcramento caznals unit for construction as an inte-
grated part of the Central Valley Project.

The revised pleam of development for the Sacresmento cenals
unit ab an estimated cost of $54,396,000 is comprigsed of three
main conveyance cansls diverting water from the Sacramento River.
In addition to the works of improvement described in section 2 of
the act of September 26, 1950, the revised plan provided for the
construction of the Corning Canal on the west side of the river
beginning near Bed Bluff snd extending southerly a distance of
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about 25 miles to serve lands in southern Tehama County, Water
for this canal would be lifted from the Sacramentc River by an
electrically powered pumping plent.

AUTHORIZATION OF THE TRINITY RBRIVER DIVISION

Construction of the Trinity River Divislon was authorized by
the act of August 12, 1955 (69 Stat. 719}, as sn addition to and
an Ilntegral part of the Central Valley Project, Californla, pri-
marily for the purpose of increasing the supply of water available
for irrigation and other beneficial uses in the Central Valley of
California. The principal features of the Trinity River Division
authorized by the act comprise Trinity Dam, Reservoir, and Power
Plant; Lewlston Dam, Reservoir, and Power Plant; Tower House Tun-
nel, Power Plant, and Diversion Damj and Matheson Turmnel and Power
Plant, at a total estimsted cost of 225,000,000,

The general plan of development provided that Triunity Reser-
voir on the Trinity River, with a storage capacity of 2,500,000
acre-Teet, would store Trinity River waters for diversion into
the Sacramento River tasin, Lewiston Reservoir, a short distance
downstream from Trinity Reservoir, would reregulate Tlows from
Trinity Reservoir for dowunstream uses, especially for fish pur-
poses, and for diversion through Clear Creek Tumnel and Power
Plant into Clear Creek. Whiskeytown Dam on Clear Creek, just be=
low the power plant, would divert water through Spring Creek Tune
nel and Power Plant into the existing Keswick Reservoir on the
Sacramento River. Under this general plan about 704,000 acre-~feet
of Trinity River water would be diverted annually to the Sacra
mento Biver basin to meet the ultimate needs of 205,400 acres in
the recently authorized Sacremento cznals unit and for use on
other lands in the Central Valley Basin.

Section 1 of the authorizing act directed the 3Sccretary of
the Interior to continue:

wEE% engineering studles and negotietions with eny
non-Federal agency with respect to proposals to purchase
falling water end, not later than eighteen months from
the date of ensctment of this act, report the results of
such negotiations, including the terms of a proposed
agreement, if any, that may be reached, together wlth
his recommendationsg thereon, which agreement, if any,
shall not become effectlive until spproved by Congress.”

The Committee on Interior and Insulsr Affairs of the Senste con-
cluded in its report that this provision was not to be considered
a commitment on the part of the Congress to the sale of falling
water or to eny arrengement other than construction snd operstion
of the entire project, including the power festures, by the

United States, and was not to be understood as an authorization to
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walve, in any negotiation for the sale of falling water, any pref=-
erence in the sale or transmission of power as expressed in sec-
tion 5 of the Flood Control Act of 1944, the Reclamation Project
Act of 1939, or in any other law.

The authorizing act provided that 25 percent of the addi-
tional electric energy added to the Central Valley Project Power
System as a result of the construction of the Trinity River Divi-
sion is to be made available, under reclamation law, to preference
customers in Trinlty County, California. The remainder of the
electric energy generated was to be disposed of in accordance with
preferences expressed in the Pederal reclamatlion laws. The opera-
tion of the works authorized was to be integrated and coordinated
with the operation of other features of the Central Valley Proj-
ecte

AUTHORIZATION OF THE SOLANO PROJECT

The Soleno Project, under construction by the Bureau of Recla=-
mation, is located on the west side of the Central Valley Basin
about 30 miles west and south of the c¢ity of Sacrasmento, The proj-
ect was authorized by the Secretary of the Interior on January 28,
1949, in accordance with section 9(a) of the Reclamation Project
Act of 1939 (53 Stat, 1187). The report and letter of authoriza-
tion are printed as House Document 65, Eighty~first Congress.

The Solano Project, as presently planned and being con-
structed, is not considered to be an integrated part of the Cen-
trel Valley Project, but it is a part of the comprehensive plan
for the development of the water resources of the Central Valley
Basin. Certain features of the project could be coordinated with
existing and potentisl future works in the Central Valley Basin.

The principal features of the project consist of Moubicello
Damy, a concrete arch-type structure which will create a storage
capacity of 1,600,000 acre-=feet, a low diversion dam downsbiresm
from Monticello Dam which is designed to divert water into a
concrete-lined main conveyance canal 38 mlles long with a diversion
capaclity of 920 cubic feet per second snd terminal capacity of
115 cubic feet per second, an irrigation distribution system, and
a drainage system. The estimated cost of this project contalned
in the definite plan report as revised to February 20, 1953, was
$47,111,000, The current estimate of the cost of this project 1s
$52,410,000,

The principal purposes of the project are to provide for the
municipal and industrlal water needs of the citles of Vallejo,
Benicia, Fairfield, and Suisun in Solano County, Californla, as
well as to supply irrigation water in the county. About 27,200
acre=feet of municlipal and industrial water use is expected
annually by the year 1990, and it is planned thet the project
would deliver 216,000 acre~feet annually for irrigation use at
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the diversion dam. The project is expected also to provide some
flood control benefits. Although provision has been made in the
construction of Monticello Dam for the constructiomn of a small
power plent, such a power plant is not being constructed at the
present time,

AUTHORIZATION OF THE ORLAND PROJECT

The Orland Project, constructed by the Bureau of Reclamation,
is located about 100 miles north and west of the city of Sacramento
in the foothills which formulate the western extremities of the
Central Valley Basin. The project is one of the oldest reclamag.
tion projects in the basin and, although it is not an integrated
part of the Bureau's Central Valley Project, 1t contributes to the
comprehensive plan for water resource development in the Central
Valley Basin.

The Orland Project was authorized under the provlsions of the
Reclemation Act of June 17, 1902 (32 Stat. 388), which permitted
the Secretary of the Interior "##* to maeke examination and surveys
for, and to locate and construct, as herein provided, irrigation
works for the storage, diversion, and development of waters ¥##¥ %
The Secretary of the Interior found the Orland Project feasible
and authorized its construction as a consequence of the following
documents:

1. Letter dated November 12, 1906, from a Board of Englneers
of the United States Geological Survey and the Reclama-
tion Service to the Chief Engineer, Unlted States
Geological Survey.

2. Letter dated August 5, 1907, from a Board of Englineers of
the Reclamation Service to the Director of the
United States Reclamation Service.

3., Letter dated October 5, 1907, from the Acting Director
of the Reclamation Service to the Secretary of the Inte-
rior recommending that the Orland Project be approved for
construction, which recommendation was followed by en
endorsement dated October 5, 1907, on the letter, by the
Secretary of the Interlor,

Construction began on August 27, 1908, and the first water was
avallable in the 1910 season.

The principal features of the project conslst of two concrete
storage dams which create storage capacities of 51,000 and 50,200
acre-feet of water, three diversion dams, and a carrlage, distrie
bution, and drainage system. The operation of these features
allows the consummation of the irrigation purpose of the project,
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Flood control is not a stated purpose of the project, and hydro-
electric power plants have not been constructed as a part of the
project.

The total construction cost of the project as recorded in the
records of the Bureau at June 30, 1956, is $2,583,870. In addi-
tion, it is estimated that an amount of $750,000 will be required
to be expended to rehabllitate some of the exlsting features of
the project. At June 30, 1956, a contract between the Bureau and
the Orland Unit Water Users' Association had been signed coverlng
$250,000 of this rehabilitation work.
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METHODS OF ALLOCATION OF ESTIMATED CONSTRUCTION COSTS
OF MULTIPLE-PURPOSE PROJECTS T0 POWER
AND OTHER PURPOGLS

The allocation of comstruction costs of multiple-purpose proj-
ects to purposes is the division of the costs into amounts consid-
ered equitable to charge to each of the project purposes. These
allocations are important because the charges to beneflclaries for
certain services of the project are determined on the basis of the
costs incurred. The rates for sale of power, or lease of power
privileges, include interest on the counstruction costs allocated
to the purpose. The fairness in the reporting on financial poli-
cies and administration, and on the financial results of opera-
tions, is dependent upon the reasonableness of the allocations.

Construction costs of projects for more than a single purpose
include joint and specific costs. Joint construction costs include
costs of facilities useful for more than a single purpose (e€.Z.,
multiple-purpose dams and reservolrs) and must therefore be allo-
cated to the seversl purposes. Specific counstruction costs are
costs of facilities serving a single purpose (e.g., pover plants
and irrigation canals) and can therefore be allocated directly to
that purpose.

In the past, the several agencies of the Federal Government
having water resource development responsibllities have used vari-
ous methods for allocating joint costs of multiple-purpose pro]j-
ects, the most common being the (1) benefits, (2) alternative-
justifiable-expenditure, (3) use-of-facilitles, and (4) priority~
of-use methods.t The Subcommittee on Benefits and Costs prepared

1Benefits method--Based on excess of benefits over specific costs, Joint costs
are allocated in the ratio of such excess benefits for each purpose to total
such excess benefits for all purposes.

Alternative-justifiable-expenditure method--Based on excess of (1) cost of
single-purpose projects (providing benefits equivalent to those of a multiple-
purpose structure) or (2) benefits, whichever is lower, over specific costs,
Joint costs are allocated in the ratio of such excess costs (or benefits) for
each purpose to the total  such excess costs (or benefits) for all purposess

Usg=of-facilities method--Based on various measurements of the physical use of
the facilities, such as capacity of reservoir or quantity of water released.
Joint costs are allocated in the ratio of use for each purpose to total for
all purposes.

Priority.of-use method--Based on priority of use of the facilities by purposes,
The benefits method of the alternative-justifiable-expenditure method, which-
ever is lower, is used to determine that part of the joint costs to be as~
signed to the purpose having top priority of use of the facilities. Remaining
joint costs are similarly assigned to each purpose in order of its priority of
use of the facilities until all joint costs are allocateds
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a report (May 1950) to the Federal Inter-Agency RBiver Basin Commlt-
tee entitled "Proposed Practices for Economic Analysis of River Ba-
sin Projects," commonly referred to as "The Green Book," recommend-
ing the separable costs-~remaining beneflts methodl of cost alloca-
tion. Thls method has the objective of an equitable distribution
of costs among the purposes served by preventing costs allocated to
any purpose from exceeding corresponding benefits, by requiring
each purpose to carry at least its separable cost, and, within
thebe maximum and minimum limits, by providing for proportional
sharing of the savings resulting from multiple-purpose development.

On December 31, 1952, circular No., A-47 relating to water re-
gources projects was issued by the Bureau of the Budget. This cirw
cular provided certain standards and procedures to be used by the
Executive Office of the President in reviewing proposed water re-
gource project reports and budget estimates to initiate construce
tion of sguch projects, The circular recognized the absence of unl-
form standards and procedures in many of the problems related to
water resource development and expressed the hope that the circu-
lar would encourage the adoption of uniform standards and proce-
dures as a better basis for evaluating the merits of proposed proje
ects. On allocation of costs of multiple-purpose projects, the
clrcular provides:

"The costs of facilities or features of a program or
project used Jjolntly by more than one purpose of water
resource development shall be allocated among the pur-
poses served in such a way that each purpose will sghare
equitably in the savings resulting from combining the
purposes in a multiple-purpose development.”

1Thé separable costs--remaining benefits method of cost allocation
differs from the generally recognized benefits method in that the
amounts of benefits used as a basis for the allocation in the
separable costs--remaining benefits method are limited by the
costs of available gingle-purpose alternative projects. In this
respect it resembles closely the alternative-~justifiable-
expenditure method except that the concept of specific costs for
each purpose 1s replaced by the concept of separable costs for
each purpose.

Separable cost for each project purpose of a multiple-purpose
project is the difference between the total cost of the multiple-
purpose project and the cost of such project with the purpose
omitted. Separable costs include more than the direct and spe-
cific costs of physically identifiable faclilities serving only
one purpose. Separable costs include also the added costs of in-
creased size of structures and changes in design for a particular
purpose from that required for all other purposes of the project,
such as the cost of increasing the storage capaclty of a reser-
voir.
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The circular, however, did not suggest or require the use of any
specific method of allecation.

By memorandum dated April 2, 1954, to heads of Bureaus and Of- .
fices in the Department of the Interior, the Assistant Secretary
of the Interior stated that general agreement on cost allocation
of multiple-purpose projects had been reached with the Corps of
Engineers and the Federal Power Commission. Similarly on March 29,
1954, the Chief of Engineers issued a release to division and dis-
trict engirieers and other interested parties within the Corps of
Engineers that ¢ontained a similar statement. These communications
described acceptable methods for allocation of costs of multiple~
purpose projects as:

l. Separable costse=-remaining beneflts
2. Alternative justifiable expenditure
3. Use of facilities

The separable costs--remaining benefits method was descrlbed as
preferable for general application. The alternative-justifiable-
expenditure method was considered to be acceptable where the nec-
essary basic data to determine separable costs were not avallable
and the time and expense required to obtain the data were not war-
ranted. The use-of-facilitlies method was considered to be ac-
eeptable where the use of facilities is clearly determinable on a
comparable basis and where the method would be consistent with the
bagis of project formulation and authorization. The costs of a
multiple-purpose project are to be allocated among the purposes
served in a manner that each purpose will share equitably in the
savings resulting from combining the purposes in a multiple-purpose
development,

The Presidential Advisory Committee on Water Resources Policy
in a report dated December 22, 1955, entitled Water Resources
Policy stated that it was important that uniform standards be used
by all agencies for allocating costs of multiple-purpose projects.
The committee, consisting of the Secretary of Agriculture, the Sec-
retary of Defense, and the Secretary of the Interior, endorsed for
general use the separable costs--remaining beneflts method as pre-
viously adopted by Federal agencies., The committee stated that
costs represented by expenditures to mitigate damages to existing
regources and facilitlies should be equitably allocated among the
project purposes.
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