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RELEASED 

April 9, 1976 

llllllllllllllllll~~~l~l~l~~~ llllllllll llllllll 
The Honorable Gay1 >rd Nelson, Chairman 

LM089250 

i Select Committee on Smell Business ,” . ’ . ’ - j 
United States Senate 

The Honorable Floyd K. Hackell 
Acting Chairman for the 

Westlands Hearings 
C 2. Committee on interior and Insular Affairs 

United States Senate 

-’ 

In accordance with your letter dated February 5, 1976, 
subsequent discussions with your offices, we have calcu- 

p&t~fm Jfz-Ld tb e subsidy applicable to the Westlands Water Distrist. 
.4e expect to resort on the other matters in the near future. 

ke estimate that the subsic’ ill be about $658 niilion, 
on a simple-interest present-val, basis, virtually all of 
which covers the estimated interest foregone on the costs of 
the Westlends distribution system and that part of the cost 
of the San Luis Unit applicable to Westlands. A small amount, 
estimated at $1 million, covers the repayments by power or 
municiFa1 and industrial water customers for part cE Lne 
irrigation costs. 

You asked that we investigate the subsiiy for both the 
Central Valley project and the Westlands Water District, 
noting the estimated total Cent_Ldl Valley project subsidies 
if we could not estimate the r,ubsidi?s allocable to the 
Westlands Water Cistr ict. You asked that, if we n:>ted on:y 
such total subsidies, we explain how or; might rouu;lly 
exl :aFolate the figures to Westlands if certain assun.otions 
were accepted. (See p. 4.) In particular, you asked ‘1s to 
evaluate the following alleged subsidies, both in present 
2nd total value, at interest rates we considered appropriate. 

--The foregone interest on both the San Luis Unit 
capital costs and the Westlands distribution 
system, (See p. 5.) 

--The differential between district rates for 
water and power and the market rates for water 
and power and the ?rgunents for and against 
including these as subsidies, as well as the 
amounts. (See p. 7.) 
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--Government payment of all or part of the operation 
and maintenance charges, either through ccntractllal ’ 
arrangements or through an inadequate water rdte. 

(See p. 10.) 

INTRODUCTION ---- 

The Bureau of Reclamation’s Central Valley project in “I’ 
California is one of the Bureau’s largest projects, con- 
sisting of 19 dams and related canals and conveyance systems. 
Ore of tbe project’s primary purposes is to provide full 
irrigation water to 258,374 acres and supplementai irrigation 
water to 2,283,321 acres in the Sacramento and San Joaquin 
Valleys. Other project purposes include providing municipal 
and industrial water, hydroelectric power generation, flood 
control, fish and wildlife activities, navigation, and 
recreation. 

The project’s costs are allocated to its various pur-- 
poses. Certain costs, such as those for irrigation, power 
generation, and municipal and industrial water, and Fart of 
the costs of recreation and wildlife activities are rei,?- 
bursable and must be repa id to the U.S. Treasury from charges 
made to the project beneficiaries. Other costs, such as 
those incurred for flood control, navigation, and certain 
recreation and fish and wildlife activities, are considered 
Federal res, .lsibilities ar,d are nonreimbursable. P.:s of 
January 1, 1976, the estimated total costs of the Central 
Valley project-- which is not yet co,mpleted--was about $3.7 
billion, of which about $3.3 billion will be reimbursable. 

Under rxlamation law, irrigation beneficiaries are 
required t-o repay, without interest, their share of project 
costs but not more than their “ability 20 pay.” If the 
irr igators ’ ability to pay is less than their share of the 
costs, the Bureau of Reclamation uses the revenues from the 
sale of power and municipal and industrial water to repay 
the deficit. Therefore irrigation beneficiaries are not 
reqc;ired to repay those Federal costs representing: 

--The interest incu,red during the period the funds 
borrowed by the U.S. Treasury to construct the 
irrigation facilities are not repaid. 

- 

--That part of the cost of the irrigation facilities 
that is determined to be beyond the ability of the 
irrigation users to repay, such cost being repaid, 
i.?stead, by project revenues from the sale of 
power and municipal and industrial water. 
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Westlands Water District ------------.--------- 

The Westlands Water District is the largest of the 
irrigation districts receiving irrigation water from the 
Central Valley project. The distri :t is approximately 15 
miles wide and 70 miles long. Befare the construction of 
the Central Valley project, the area was entirely dependent 
on groundwater for irrigation. The Bureau estimates that, 
when all irrigation works are colapleted, Westlands will 
receive from the project a supplemental water supply for 
about 572,000 acres cf land. 

The San Luis Unit of the Central Valley project serves 
the Westlands Water District. The, unit was authorized by 
the Congress by Public Law 86-488, approved June 3, 1960. 
The main facilities of the unit were constructed as a joint 
effort by the Federal Government and the State of California 
with the State’s part financed urlder the State water program. 
The Westlands Water District is served excl.-Lvely from the 
Federal part. About 94 percent of the cost of the Federal 
part of this unit is allocated to irrigation. We estimated 
that about 94 percent of the amount allocated to irrigation 
is assignable to the Westlands Water District. 

In addition, the Bureau started construction in 1966 of 
a water distribution and drainage collector system for West- 
lands. Distribution facilities usually consist of a system 
of small canals. pipelines, and laterals which convey water 
from the main canal to the water delivery points on a farm. 
Westlands is required to repay--without interest--the cost 
of, constructing the distribution and drainage system. 

Following is the Bureau’s estimate, as of January 1, 
1976, of the cost of the San Luis Unit allocable to irri- 
gation; the cost of Westlands’ distribution and drainage 
system, when completed; the repayment requirements: and our 
estimate of the parts applicable to Westlands. 
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Total estimated cost of: 
San Luis Unit main 

irrigation facil- 
ities 

Distr ibut ion and 
drainage (West- 
lands) 

Total 

Total repayments by: 
Irr ig,!tors 
Power or municipal 

and industrial water 
customers of the 
Central I?>‘ ley 
project 

Total 

a/ We estimate that on the 

GAO estimate of 
Bureau estimate part attributed 

of l/1/76 to Wcstlands ----_-----__-- ------ ---.------ 

a/$354,888,000 $333,595,000 

370,000,000 370 000 000 --------- ----L-,-L--- 

$/$724,888,000 ~/$703,595,000 

$617,555,000 $602,701,000 

107,333,000 1no 094 000 ---------- - _ r,L,,,l.--.- 

$724,888,020 

basis of water deliveries, about - 
94 percent of this amount is assignable to Westlands 
Water District. 

b/ Does not include interest cost incurred by the Government. 

COST OF CENTRAL VALLEY PROJECT -------.- _-__ -.-_----_-----_----- 
ALLOCABLE TO WESTLANDS WATER DISTRICT ----------------------------------- 

Bureau officials told us that, except for the costs 
shown above of the San Luis Unit of the Central Valley pro- 
ject and the Westlands distribution and drainage system, 
irrigation costs of the project were not considered assign- 
able to the Westlands Water District. The Bureau ‘8 Cccembe: 
19G2 Definite Plan Report on the San Luis Unit included the 
following staterhent on page 119. 

“Water pumped from the Delta for the San Luis 
Unit is obtained from winter surplus flows. 
These flows do not result from, nor utilize 
Central Valley Project storage facilities; 
tnerefore, Central Valley Project storage 
facility costs cannot be assigned to the 
San Luis Unit.“ 

i - 
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We have no basis for assuminq that an additional allo- 
cation to Westlands for the project’s storage facilities 
would be reasonable. Also, although tbe project’s Delta 
Mendota Canal l/ and Tracy pumping plant do benefit Westlands, 
these facilities were constructed before the Westlands Water 
District was established and, according to the Bureau, would 
be needed for other project requiraments, regardless of 
whether the San Luis Unit had bcon constructed. 

For the above reasons, and considering the difficulty 
and time frame that would be required, we did not try to 
compute an estimated subsidy applicable to the entire Central 
Valley project for making an allocation to Westlands. 
Instead --as discussed in the following sections--we estimated 
the subsidy allocable to Westlands on the basis of the esti- 
mated cost of the San Luis Unit and Westlands’ distribution 
system. 

FOREGONE INTEREST ON SAN LUIS UNIT -._-- ---- --------------‘-m7-- e--v 
AND WESTLANDS DISTRIBUTION SYSTEM _--____-----_---------------.- 

The maiir irrigation facilities of the San Luis Unit and 
the Westlands distribution system have diiferent repayment 
periods and requirements. The estimated amount of interest 
costs incurred by the U.S. Treasury that are not repaid to 
the Government (interest foreqone) can vary greatly, depend- 
ing on the assumptions concerning the completion date and 
final cost of the facilities, the interest rates used, the 
amount of the investment that will remain outstanding at the 
enci of each year of tne repayment period, and whether inter- 
est ccsts should be determined on a simple or compound basis. 
The bases for our computation of the interest foregone are 
shown in the enclosure. 

The table on page 6 showz, on the bases of simple and 
compound interest, the int&qrest foregone on the Federal 
investment applicable to Wes: lqnds and the present value 
of the interest foregone. 

The simple-intere:;t basis assumes that interest is being 
repaid as it becomits due during the repayment period. The 
compound--interest ba.ris, however, assumes that the Federal 
Government must borrow funds to pay the interest costs which 
are not being repaid. 

JJ Westlands receives about 50,300 acre-feet of water a 
year from this canal at a tort of $3.50 an acre-foot. 
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The total amount of interest foregcne does not recognize 
the fact that parts of the total interest are foregone for 
longer per iod3 than are other parts. For example, $1 of 
interest received by the Government now would be worth more 
than $1 of interest received 50 years from now. To ei iminate 
this difference in the value of interest received over a long 
period, all future dollars receivable are discounted to show 
their worth in terms of present value. 

Estimated Subsidy-to be Received by 
wes~r~n~s'~a~et'~ist~~~-~~-~~~~~i~ of 

In~cres~Foie~oneonthe-san-~uis-vnit-and ------------- ---------~---?--~--------- 
the Westlands Distribution oysten _u------_-----------c-- -~- 

Simple-interest Compound-jnterest 
basis basis --------------- --y-------------- 

--------(000,000 ommitted)--------- 

Total amount of interest 
foregone: 

Westlands distribution 
system 

Part of San Luis 
Unit applicable to 
Westlands 

Total 

Present value of interest 
foregone: 

‘Westlandc distribution 
sys tern 

Part of San Lufs 
Unit applicable to 
Westlands 

Total 

$1,241 

1,567 ------ 

$2,808 

$283 

374 ---. 

a/$657 --- -- 

$ 7,971 

32,262 ------- 

$40,233 - 

$283 

374 --- 

a/$657 -- 

a/ The present value of interest foregone is the same 
whether a simp!c- or compound-interest basis is used 
because on a simple-interest basis the interest is 
assumed to be paid throughout the repayment period 
whereas on a compound-interest basis it is assumed 
to be paid at the end of the repayment period. 

Although the estimated payments ($190.9 million) to be 
made on the Irrigation investment from revenues received by 
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the Bureau from power or municipal and industrial water 
customers of the Central Valley project are not a subsidy 
from the Government, they do represent a subsidy to Westlands 
from such customers. (See p. 4.) If these payments are 
added to the interest foregone that is shown in the above 
schedule, the estimated subsidy to Westlands on a simple- 
interest basis would be: 

Total amount Present value ----------- --. .-----_-- 
-----(003,000 ommrtted)----- 

Interest foregone 
Power or municipal and 

industrial water 
customers’ assistance 
to irrigation 

$2,808 $657 

101 g/l 
- - - - - -  - -v  

Total $2,900 $658 7 

d/ The present value is relatively small because of the 
assumption that the power or municipal and industrial 
water cuctomers’ assistance is paid at the end of the 
repayment period. 

DIFFERENTIAL BETWEE:? DISTFlCT .-+t:D ----- ----__--- _-__- -- _-__-_. -_-__ 
“IARYET FATCS FOR WATER A”‘C PCWER L--‘------k---------~--~--~~-- 

The payments by the Westlands Water District for all 
Bureau costs applicable to water delivered to the district 
from the San Luie Unit is $7.50 an acre-foot plus an addi- 
tional charge of SC.50 an acre-foot for drainage cost to be 
assessed starting in 1980. These charaes are all that 
Westlands must pay applicable to repaying the Government’s 
investment in the San Luis Unit, annual operation and 
maintenance costs of the unit, and annual costs of elecciical 
power to run the water pumps, 

To the extent that the charges pard by Westlands are 
not adequate to pay all of these costs, the Bureau can use 
the revenues the Central Valley project received from sale 
of power and municipal and indL Istrial water to repay to the 
Government the deficit. Tllese charges to Westlands rppre- 
sent the district rates for water and power, and we estimate 
that r on the basis of the amounts of water delivered or 
estimated to be delivered during the repayment period, the 
charges will result in payments by Westlands to the Govern- 
ment totaling about $662 millron. 
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There are no comparable organizations, other than the 
State of California, marketing water for irrigation purposes 
in this area of California. To estimate the market rates 
for water and power that would be applicable to Westlands 
if the Central Valley project did not exist, we used the 
rate charged by the State for irrigation water--which is 
$21 an acre-foot. A State of California official told us 
that, if t?.;t: State provided water to Westlands, tta $21 
rate would cover all charges needed for amortization of 
investment, interest on the investment, operation and 
maintenance, and cost of power to run the required water 
pumps, except those pumps designated as relift pumps. 
There are 60 relift pumps used to lift water from the San 
Luis Unit canal to the various are&s served by the Westlands 
distribution system. 

Casing the $21 an acre-foot as the charge for water to 
be delivered to Westlands during the repayment period and 
adding an additional charge (based on power rates charged 
by the Pacific Gas and Electric Company of about $0.02 a 
kilowatt-hour) for electric power to run the relift pumps., 
we estimated that th? market rates for water and power 
during the repayment period would result in payments by 
Westlands to the State of California and to the Pacific Gas 
and Electric Company totaling about $1.9 billion. Al though 
the water rate charged Westland s by the Federal Government 
is fixed for 40 yeass, the S21 rate charged by the State 
of California and the power rate charged by Pacific Gas and 
Electric Company are subject to change to cover any 
increased costs. Therefore the above-cited amount could 
increase considerably as a result of inflation or other 
factors. 

ou, estimate of the differential between district and 
market rates for water and power, including the present value. 
of such differential, is summarized in the foliowing table. 

- 
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Estimated Subsidy to be Received by --------- 
WestlandsWafer-Disfrici----- 

on the B~%-of>he-~if%?$%i~ Between D1stTrc-ana-~aTTIe~~a’fes-~or-~a~e?-anS-Power 
e------r- --e---- ---------------- 

Estimated cost and subsidy 
for water during the 

___ repazmi.nt Eer iod 
--------Tmiii~n~~-~~=~~ 

Market cost for water and 
power (not including 
relift ;;umps ) 

Electric power cost for 
relift pumps 

Total market cost for 
water and power 

Less district cost for 
water and power 

$1,750.4 

167.8 -------- 

a/$1,918.2 

662.0 -------e 

I 
L 

.L 

Estimated subsidy to be 
received on the basis of 
the dif fereiit ial between 
market and district rates 
for water and power 

Fresent value of the estimated 
subsidy 

$1,256.2 

$ 352.5 

a/ Does not include capital cost of relift pumps, estimated 
to be about $48 million. 

A subsidy determined on the above basis does not reflect 
the subsidy Mes+.lands Watar District received on its distri- 
bution system. Also the above subsidy should not be added 
to the subsidy determined on an intert?t-foregone Sasis 
(see pp. 6 and 7) because it would result in double counting 
an amount for interest on the part of the San Luis Unit 
applicable to Gjestiands. (The $21 an zzce-foot charged by 
the State of California includes an amount. for interest.) 

The above subsidy could be added to that part of the 
subsidy determined on an interest-foregone basis for West- 
lands’ distribution system (see p. 6) without resulting in 
double counting like items, but it would result in a total 
subsidy determined on two different bases. 
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We believe that the subsidy determined on the basis 
of estimated unrecovered interest costs to be incurred by 
the Government, plus the power or municipal and industrial 
water customers ’ assistance in repaying the irrigation 
investment, as shown in the schedule on page 7, is based 
on a reasonable method. 

GOVERNMENT PAYMENT OF ALL OR PART OF -------.---------_---------I 
THE OPERATION AND MAINTENANCE CHARGES ---I--- ----- ---_------ 

We are not aware of instances in which the Government 
has not recovered, or does not expect to recover, operation 
and maintenance costs incurred on behalf of Wastlands. A 
Rureau regional official told us that Westlands assumes 
operation and, maintenance responsibility for the distri- 
bution syste,n as soon as each lateral Candl is completed 
and is capable of delivering water. He said that the 
acre-foot charge paid by Westlands has been adequate to pay 
the operation and maintenance costs applicable to the San 
Luis Unit. 

We discussed this report with Bureau officials and 
considered their comments in preparing this report. How- 
ever, as requested by your offices, we have not obtained 
the Bureau’s or Department of the Interior’s formal 
comments. 

As your offices agreed, we are sending a copy of this 
report to Congressman B. F. Sisk. 

of the United States 

- 

Enclosure 
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