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CENTRAL ARIZONA PROJECT

FRIDAY, DECEMBER 10, 1993

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
COMMITTEE ON NATURAL RESOURCES,
Washington, DC.
The subcommittee met, pursuant to call, at 9:30 a.m. in the
Phoenix Civic Plaza, Phoenix, Arizona, Hon. George Miller [chair-
man of the subcommittee] presiding.

STATEMENT OF HON. GEORGE MILLER

Mr. MILLER. The Committee on Natural Resources will come to
order. The purpose of this hearing is to conduct an oversight hear-
ing on the Central Arizona Project, and I would certainly like to
welcome all of the members of the audience to the hearing.

I am Congressman George Miller from California, chairman of
the Committee on Natural Resources. I would like to welcome my
colleagues to the hearing from the Arizona delegation.

Just a quick word in starting out. First of all, as I think you can
see, we have a considerable witness list, and for us to get through
this hearing, people, to the extent they can in their testimony,
must stay within the five-minute limit. Clearly there are questions
that members of the panel seek to ask the witnesses.

People will be allowed to extend or to revise their remarks. We
will keep the record of this hearing open for the next two weeks
so that people can make submissions based upon either additions
to what they have said or what somebody else has said that they
disagree with, or what we have said that they disagree with or
agree with. For members of the audience, we were not able to ac-
commodate everyone as a formal witness, but certainly members of
the audience should feel free to make submissions to the committee
during this time period if they believe there is information that will
bl;e hék)lf;ul to the committee in conducting this oversight hearing of
the .

We will try to hold to the time limits in a tight fashion. We are
trying to meet a 3:00 p.m. deadline in terms of concluding this
hearing because we have plane connections to make. I would appre-
ciate everybody’s cooperation with that.

Finally, let me just say that it is a pleasure to be in Arizona.
Yesterday I had the opportunity to tour many of the features of the
Central Arizona Project. I saw more of Arizona than I knew ex-
isted, but it was a pleasure. Congressman Pastor accompanied me
on that tour and gave me a running history of both the project and
the various communities that we flew over.

(1
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And yesterday I had a long meeting with Congresswoman Eng-
lish about the project and about this hearing.

It has become evident to me that there is a great deal of specula-
tion about what the purpose of this hearing is, or what the agenda
is, or what the motives are. I think we ought to put this into per-
spective.

And that perspective fits into the history of this committee. We
have authorized some of the great water projects of this country
that have delivered millions and billions of dollars in benefits to
the country, to communities, to States, and to others. We have also
been charged with the obligation to see that in fact the purposes
for which we have authorized those projects are being carried out,
and the agreements that were entered into are carried out. Those
must be carried out both on behalf of the Federal Government, our
rights and obligations, and on behalf of the beneficiaries or the per-
ceived beneficiaries as to their rights and obligations.

Our charge is really no more than that and no less than that.
That doesn’t mean that charge is without controversy. It doesn’t
mean that charge is without emotion. But as I look across this
room and I see many familiar faces in this room who have been
around the great water issues of the West for many, many, many
years, I think it is also fair to say that we all understand that not
only have these projects changed in terms of our perception and
our intentions, and the purposes, but so has the West changed with
regard to these projects.

Arizona is a far different State today than people envisioned
when they first started thinking and talking about the Central Ari-
zona Project, as is my own State, when people first started to cre-
ate and to build the Central Valley Project of California.

Our economies are different, our residents are different, their
sense of history is different, and clearly the cost of the project has
exceeded all of our wildest imaginations. That in itself is not a bad
thing. Everything has exceeded our wildest imaginations in terms
of cost in this country, unfortunately.

But I think that we have an obligation as a committee, and cer-
tainly as Members of Congress, to periodically review this. This
project, like many in the West, has come to a point where people
are questioning its original purposes, questioning whether or not
they can participate as farmers or as cities or as other entities in
the project. Because of all of the changes, they are asking whether
they should participate, whether they are getting the deal that
they perceived they had at the outset, and whether it can all be
tucked into an affordable package.

That again is nothing new to me as chairman of this committee
or to the members of this committee. We have been going through
this process now essentially over the last ten years with all of the
great water projects in the West.

I like to think that this committee has also been able to sort out
all of the competing differences, and in fact has been able to put
together proposals that have been acceptable to the citizens of Cali-
fornia, to the citizens of Utah, to the citizens of North Dakota, and
to other areas where the projects’ purposes have had difficulty in
being met.
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A lot of people have speculated, what is my purpose? The chair-
man from California, a historical competitor for water with every-
body else in the world, not just Arizona, and with great dreamers
and designers of dramatic projects to bring water from the Arctic
Circle or to bring water from the Colorado River.

My agenda is very simple. This is the Central Arizona Project.
It was designed to deliver benefits to the State, to the citizens of
Arizona, and I think we have an obligation to see that that in fact
is carried out.

We also have an obligation to see that that is carried out with
the full protection of the American taxpayers who are not citizens
of Arizona, who have made a very hefty investment in this and are
relying on certain agreements. Those are the only two issues that
really arise.

We will see this morning that there are a whole series of propos-
als on how that should be done. This committee did not create the
concern and some of the controversy that surrounds this project at
this moment. This committee is simply responding to that.

Clearly the Governor’s office, with the creation of the advisory
committee, and the districts, with the creation of their submissions
this morning to the State and to the other principals about how
this project should be conducted in the future, recognize there are
some thresholds that are going to have to be met and changes that
will have to be created if the project is in fact going to survive in
terms of its purposes and the benefits the people of this State seek.

We are here to collect that information and to match it against
the facts, and our understanding of the future of this project, and
of the Federal commitments and obligations.

And we will do that. I think it is clear to see at the outset that
it is very difficult. Although people from time to time have desired
to do this, it is very difficult to bring about a comprehensive solu-
tion to the issues that are raised in major water projects at this
stage in their completion, without the very serious involvement and
cooperation of the Federal Government. So I think people should
understand that.

I hope that that helps to clarify the issues and the purposes of
this hearing. I have listened to and read about, for many years, all
of the speculation about my intents and the intent of this commit-
tee, most of which is usually in the interest of the person speaking,
not terribly in the interest of resolving the issue.

But the fact is I think you will find out that I am fairly candid,
I do not play to hidden agendas, and I am very straightforward. We
will conduct ourselves as a committee in that fashion. And I think
we will do so clearly trying at every step of the way to recognize
the interests of the people of the State of Arizona.

I would ask the same courtesy and respect for the people of the
State of California that I represent when we undergo these kinds
of hearings. I have had the pleasure of working very closely with
Congresswoman English on this issue over the last year. I don’t
know how many meetings I have spent discussing this, but she has
been very helpful as a member of this committee to provide me
some guidance as to all of the various pitfalls that can be set out
there, as you meander through a community other than your own.



4

And at this point, I would like to recognize Congresswoman Eng-
lish for any statement that she has at this time.

STATEMENT OF HON. KARAN ENGLISH

Ms. ENGLISH. Thank you, very much. Thank you, Mr. Chairman,
and welcome to the great State of Arizona. I do have some brief re-
marks that I would like to make before we turn our attention to
today’s witnesses.

Mr. Chairman, let me be the first of many people today who will
stress the overwhelming importance of the successful operation of
the Central Arizona Project to the economic future of Arizona.

As you are well aware, all economic activity in the arid West is
directly linked to the availability of reliable water resources. In Ar-
izona, the CAP is the linchpin of the State’s strategy to secure a
reliable—and renewable—-water source to fuel our economic future.

But a variety of difficult and complex problems stand in our way.
Many people from across the State have lent their time and talents
to searching for solutions to the CAP’s problems.

In short, Mr. Chairman, Arizona has not sat idly by in the face
of these problems. There have been many good-faith efforts to seek
creative solutions and to make sure the CAP returns to a healthy
financial condition. And these efforts are continuing.

We in Arizona take our CAP repayment obligations very seri-
ously. We are determined to work with the Federal Government at
every opportunity to make sure that our obligations are met. Now
is the time to put aside old assumptions and discuss new and cre-
ative solutions, many of which have already been proposed by the
Central Arizona Water Conservation District (hereafter CAWCD or
the District), the Governor's CAP Advisory Committee, and others.

This work must be continued and expanded as we gain a more
complete understanding of the nature and extent of the problems
that must be confronted if we are to reach our goal of providing a
secure long-term water supply.

This work must be carried out within the context of protecting
and preserving Arizona’s ability to hold onto its entitlement of Col-
orado River water to improve the quality of life for Arizonans. We
will not surrender our economic future. And I am convinced that
creative solutions can be found. I am eager to take part in this ef-
fort, to help in every way that I can to forge a consensus solution
that ensures the long-term integrity of the project.

Mr. Chairman, I look forward to hearing from today’s witnesses.
As we have discussed on many occasions, the future of the CAP is
in many ways the future of Arizona. We appreciate your interest
in this matter and look forward to working with you and the entire
Natural Resources Committee to make sure that any congressional
actions regarding the Central Arizona Project contribute to the
project’s ability to deliver a reliable and renewable water supply for
our cities, towns, industries, and agricultural and Native American
communities over the long term.

I personally want to thank every one of you here today partici-
pating in this process and look forward to the discussions.

Thank you, Mr. Chairman.

Mr. MILLER. Thank you. Mr. Pastor.
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STATEMENT OF HON. ED PASTOR, A PREPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARIZONA

Mr. PAsTOR. Mr. Chairman, I ask unanimous consent to revise
and extend my remarks. In the interests of time, I will submit my
statement for the record.

First of all, let me welcome you to Arizona, in particular to the
Second District. As you told the audience, we spent yesterday trav-
eling throughout the CAP structures. I look forward to working
with you in finding resolutions to the problems that we may have
with the CAP.

Over the years, as you look at this project, you will find that Ari-
zonans, like Barry Goldwater, Mo Udall, John Rhodes, and Carl
Hayden (of different political parties and different etiologies) all
came together to make sure tﬁat this great public works project
was successful.

And today you see the congressional delegation from both parties
here at this gearing to show the continued determination that we
have to solve any problems that the CAP may have.

We want to ensure its future and make sure that Arizona has
a sound economic base. But I have to tell you, Mr. Chairman, that
you did bother me a couple of times on the flights we took together
yesterday. We landed in various locations and had the honor of
meeting with Mayor Miller and Governor White, we also visited the
Roosevelt Dam.

And several times after we landed in those other locations, Mr.
Chairman, you did ask me how far, in terms of miles, it was from
the site to the California border.

But welcome again, Chairman Miller. I am glad you are having
this hearing, and I thank all the witnesses for being here to give
their views and insight into the future of the Central Arizona
Project.

[Prepared statement of Mr. Pastor follows:]

Mr. Chairman, I would like to both welcome you to Phoenix and thank you for
allowing me to say a few, brief words today on behalf of Arizona’s most important
public works project.

If there is one thought that I, and the people of Arizona, would like you to walk
away with today, it is the determination of the people of this great State to success-
fully work together to solve any problem that the Central Arizona Project faces. In
a very real sense, the fact that we are having this hearing today, a hearing on a
functioning and operating CAP, testifies to the long tradition of hard work, com-
promise, and unity of determination that has characterized the efforts of thousands
to bring Colorado River water to Arizona’s farmlands and cities.

As you well know Mr. Chairman, the efforts that made the CAP a reality crossed
many boundaries. Rural farmers and urban officials have worked together with such
diverse politicians as Mo Udall and Barry Goldwater to establish the CAP and over-
come the problems it has faced.

Governor Fife Symington is to be commended for continuing in this fine and im-
portant tradition of bringing together diverse interests on behalf of the CAP. The
collective knowledge, talents, and experience of the members of the committee pro-
duced an excellent report, and, what I believe, are sound recommendations to en-
sure that the CAP remains financially stable while fulfilling its many goals and pur-

oses.
P In addition to fulfilling a nearly 75-year-old dream of supplying vast regions of
Arizona with Colorado River water while reducing our State’s reliance on ground
water, the Central Arizona Project has the ability to play an important role in many
pressing water-related problems in the State. Currently, the unresolved Indian
water rights claims have created a great deal of uncertainty over the continued use
of water by non-Indian users. As an active partner with financial obligations to
these claims, the CAP presents Arizona and the Federal Government with a variety
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of options to settle these long-standing disputes. The project is also authorized for
environmental purposes, and the Governor's Advisory gommittee has recommended
that the State and the CAWCD aggressively study such a mission for the CAP.

Today, the CAP is presented with some very real problems. While divergent inter-
ests with differences of opinions on how to solve these problems do exist within our
community, we are all committed to seeing the Central Arizona Project used to its
full potential in Arizona. The people of Arizona have successfully worked together
to confront challenges to the CAP in the past, and I have complete faith that they
will continue to do so now, and in the future.

Thank you again, Mr. Chairman.

Mr. MILLER. That is how it starts. Next thing you know we will
be turning the valves on the pipes. It is a great honor to be chair-
man. You know, I sit here being a swing vote on my committee on
most issues, then I have to go hat in hand to the Appropriations
Committee and see if I can find any money to carry out my dreams.
It is a wonderful honor.

Mr. Kyl, welcome to the committee this morning.

STATEMENT OF HON. JON KYL, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARIZONA

Mr. KyL. Thank you, Mr. Chairman. I associate myself with the
remarks of my colleagues in welcoming you to this hearing. I asso-
ciate myself with Bob Stump’s comments as well.

First of all, I think it never hurts to remind ourselves—I know
you are fully aware of this, Mr. Chairman—that the Central Ari-
zona Project is not a typical Reclamation project. Its purpose is to
realize Arizona’s legal share of the Colorado River. I think that has
always counted for something, both in the deliberations in Wash-
ington with your support, and certainly for those of us in Arizona.

And as one of the participants in the 1980 Groundwater Act de-
liberations with then-Governor Bruce Babbitt who led those nego-
tiations, as a condition to continued support from the Federal Gov-
ernment, we here in Arizona had to come together with all of the
diverse interests always represented in water disputes. Through
the Governor’s leadersgi and a lot of goodwill and compromise on
the part of a lot of people, we did that because the purpose of en-
suring our future by guaranteeing any supply of groundwater for
the future was far too important. It was an interest that overrode
any of the individual interests of the parties involved.

It is that spirit that, as Ed just pointed out, has characterized
the willingness of Arizonans, each time a problem has arisen with
the Arizona project, to get together and resolve it even in the face
of great difficulty. I think you have seen that with the Governor’s
task force, the work of the CAWCD, and I think I can commit that
same effort on the part of Arizonans to resolve problems that may
arise in the future as well as questions that you have raised, and
appropriately so.

It is a spirit that simply reflects our need to preserve our future.
We recognize that as representatives of government, too, that not
only do we have an interest in representing—a need to represent
the interests of Arizonans—but also to ensure the United States’
interests are represented, because of course it is a United States
project.

We have an obligation to ensure that the project proceeds in ac-
cordance with its original intent, mindful of changes and the evo-
lution of the project. Today, Indian water settlements, environ-
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mental opportunities, agricultural interests, municipal require-
ments, all of these will be represented and heard today.

But the bottom line is, Arizonans remain committed to making
this work, and you can be assured of our continued willingness to
work with you in the months and years to come to deal with all
of these issues to ensure the success of the project both for Arizona
and for the United States of America.

Thank you again, Mr. Chairman.

Mr. MILLER. Thank you.

Mr. Coppersmith.

STATEMENT OF HON. SAM COPPERSMITH, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF ARIZONA

Mr. CoPPERSMITH. Thank you, Mr. Chairman. I don’t want it to
be my opening statement that causes you to miss your plane. I will
ask \énanimous consent that my statement be entered into the
record.

I just wish to note that this is another step in a long process. In
this State we have a strong sense of history and we honor those
that had the wisdom, persistence, and strength to see the need for,
and helped to create, the Central Arizona Project.

We now have the opportunity to see if we can match our prede-
cessors’ records of achievement, because we need to transform this
project into one that is suitable for the twenty-first century. If this
were an easy task, we would have done it sooner.

Mr. Miller, thank you for coming. It is important that you see it
and get this additional information. I would also like to thank my
friend and colleague, Karan English, who has been a moving force
for getting you here so you can see firsthand what has been accom-
plished and what needs to be done.

Thank you.

[Prepared statement of Mr. Coppersmith follows:]

Chairman Miller, fellow Members of Congress, and distinguished guests:

The Central Arizona Project, designed to fuel and support Arizona’s growth, has
become a magnet for contentious debate. Since this project was begun, Arizona has
changed dramatically, as has the public’s attitude toward rnassive public works
?rojects. Under those circumstances, it is no real surprise, as Arizonans face paying
or both the project and that water it delivers, that we find ourselves awash in con-
troversy.

Today’s hearing will provide a forum for an honest and open discussion of Arizo-
na’s obligation and ability to repay its share of CAP costs and of the use of the
water delivered by the CAP. We should not use today’s session to lay blame, to point
fingers, or to cast aspersions. Instead, we should gather facts and information to
help us craft a repayment plan that will allow Arizona to meet its obligations.

We all know that solving the problems that lie ahead will not be easy or quick.
We must balance and weigh myriad interests. We need to recognize the concerns
and needs of our present and future urban and rural population, both in their ca-
pacity as water consumers and as taxpayers. We also much recognize and deal with
a number of legitimate environmental issues. The needs and rights of tribal water
claims are also at stake.

A great deal of work by many people has gone into trying to solve these problems,
and I'm sure even more work lies ahead. At this point, I think we need to be guided
by Mo Udall's example. Mo taught us that patience, humor and a willingness to
compromise, when applied by people of good will, could find solutions where none
seemed possible.

I want to thank my colleague and friend, Congresswoman Karan English, for
causing this hearing to occur and for allowing me this chance to participate. I also
want to thank Chairman Miller for taking the time to travel to Arizona and to make
this important hearing possible.
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The CAP was built to provide our farmers and cities with an inexpensive and en-
vironmentally sound alternative to pumped groundwater. Because the project cost
four times more than the initial estimates, the cost of delivering Colorado River
water to Arizona fields has become almost prohibitively high, driving many farmers
to other sources of water or, occasionally, into bankruptcy. Although agriculture no
longer plays a dominant role in our state’s economy, low CAP water use for field
irrigation threatens Arizona’s ability to utilize its Colorado River entitlement, open-
ing the way to suggestions that Arizona give up a portion of its unused allocation.

Acting on suggestions from the Governor's CAP Advisory Committee, the Central
Arizona Water Conservation District (CAWCD), which operates the CAP, renegoti-
ated the farmers’ payment schedule, significantly reducing the water rate charged
per acre/foot. Unfortunately, the subsidized price is almost guaranteed to raise the
rates municipal users pay for water, and sti{,l does not guarantee that Arizona will
use its full allocation of Colorado River water or that groundwater use will decline.

Finally, as deliberations over the future of the CAP and Arizona’s long-term water
supply continue, I would like to see some greater consideration given to the Advi-
sory Committee’s suggestions concerning improving the environmental aspects of
the CAP. I am pleased that CAWCD adopted an Environmental Enhancement Plan,
but we have considerably more work to do. The CAWCD and the Department of
Water Resources need to address the many environmental questions raised by the
CAP as part of this process.

In this state, we often celebrate the wisdom, persistence, and strength of the lead-
ers who saw the need for and who helped to create the Central Arizona Project. We
now have our chance to equal their record of achievement through the trans-
formation of the CAP into a project suitable for the twenty-first century.

Mr. MILLER. Mr. Stump.

STATEMENT OF HON. BOB STUMP, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARIZONA

Mr. Stump. Thank you, Mr. Chairman. Let me also welcome you
to Arizona. I appreciate the time you have given to be with us here.

Unfortunately, all of our delegation couldn’t be here today. Sen-
ators McCain and DeConcini and Congressman Kolbe are out of the
country on official business, but they asked that I extend their ap-
preciation to you for being at the hearing.

The partnership between Arizona and the Federal Government
and the Central Arizona Project spans decades of authorization,
planning, engineering, construction, and finally, the beginning of
water delivery.

Arizona has consistently recognized its responsibilities in ad-
dressing water use among competing interests, as well as its obli-
gations as a partner in the Central Arizona Project.

No project of the size or importance of the Central Arizona
Project is immune from problems and questions along the path to
completion. However, having been involved in water issues in this
State for almost four decades, I am proud that Arizona’s diverse in-
terests have historically worked together to respond to our prob-
lemks, and needless to say, this cooperation is not always an easy
task.

Today I am confident that you will hear firsthand how the di-
verse water interests in Arizona—subcontractors, including the
State, agriculture, municipal, industrial, and private water compa-
nies—have once again come together to confirm that Arizona is
prepared to meet its financial obligations to the Federal Govern-
ment as well as continue its responsibilities in meeting the water
needs of a growing State.

That cooperation is evidenced by the support that each of those
interests has given to the financial restructuring plan recently
adopted by the CAWCD Board of Directors.
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I would like to commend the Governor and all of those on his Ad-
visory Committee for their work in addressing some very complex
and critical issues. Also to be highly commended is the Central Ari-
zona Water Conservation District for their continued diligence to
ensure the completion of the CAP and the fulfillment of our obliga-
tions to the Federal Government.

Mr. Chairman, once again we appreciate very much your coming
out and giving us your time. Thank you.

Mr. MILLER. Thank you, very much.

Our first panel will be made up of Mr. James Duffus, the Direc-
tor of Natural Resources Management Issues for the U.S. General
Accounting Office. He will be accompanied by Mr. Jim Hampton
and Mr. Leo Ganster, Acting Director of Natural Resources Man-
agement Issues. Mr. Hampton is Evaluator-In—-Charge of the Gen-
eral Accounting Office. And Mr. Robert W. Johnson is Assistant Re-
gional Director, Lower Colorado Region, Bureau of Reclamation.

‘Mr. STuMP. Mr. Chairman, my apologies for interrupting; Sen-
ator ?eConcini asked I give you a statement to be included in the
record.

Mr. MILLER. We would be happy to do that. We talked with Sen-
ator DeConcini’s office and would be happy to include his state-
ment.

[Prepared statement of Senator DeConcini follows:]
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HEARING ON THE CENTRAL ARIZONA PROJECT
HOUSE COMMITTEE ON NATURAL RESOURCES
DECEMBER 10, 1993

Good morning. I want to begin by thanking Chairman Miller
for his graciousness in allowing me to enter a statement into the
record for this hearing. I am sorry I could not be here in
person to deliver it and have the opportunity to hear today's
testimony first-hand, but, as Chairman of the Senate Intelligence
Committee, I have a long-standing commitment to travel to the
Middle East. I want there to be no mistake, however, about how
important I feel the Central Arizona Project (CAP) is to Arizona.
The CAP is the product of many years of hard work by a great many
individuals in both the Republican and Democratic parties, and it
is an extremely critical resource for the future of the State of
Arizona.

I know Chairman Miller has always had a great deal of
interest in the CAP and has requested the General Accounting
Office (GAO) to look into its future financial solvency. I
welcome this chance for Arizona to voice its support and need for
the CAP. In the seventeen years I have spent working on CAP
issues, I have never seen Arizona water users more unified in
their support of the CAP. There are a few dissenting opinions,
but those represent a minority in the state. Such unity has
given me great confidence that the difficulties faced by the CAP
are surmountable and will be settled to the great benefit of the
State of Arizona.

I would like to give special recognition and credit to
Governor Fife Symington. His leadership on this issue has been
outstanding and the remarkable unity of Arizona water users is
due in large part to his efforts. The Governor’s CAP Advisory
Committee, which he appointed and co-chaired with Mark DeMichele,
has presented a balanced proposal as to the future of the CAaAP.
Anyone who has dealt with the CAP for any length of time knows
that the Project has been studied and restudied with no concrete
conclusions for many years. But the report issued by the
Governor'’s Advisory Committee is a perceptive analysis of the
CAP's present situation which at once recommends solutions for
some of the CAP’s immediate problems and also provides sound
long-term answers to the Project’s financial difficulties. It is
important to point out that the proposal does so without adding a
burden to the taxpayer--which I know is a great concern to my
friend from California--and at the same time it is
environmentally responsive. I know Chairman Miller is familiar
with the report--the Governor and Rita Pearson, Director of Water
Resources, presented the Advisory Committee findings and
recommendations to the delegation, the House Natural Resources
Committee and the Department of the Interior when the report was
finalized.
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I understand that the GAO is still engaged in a preliminary
investigation in response to Chairman Miller’s questions. At the
time of the Chairman’s letter, I also sent a request that the
agency look into some of the beneficial aspects of the CAP. I
believe there are many--not just for Arizona, but for the Federal
government as well. I think it important that any consideration
of the CAP include the positive aspects of the project, such as
the potential for the Federal government to settle outstanding
Indian water rights claims and to fulfill the mandates of
Arizona’s precedent-setting groundwater management code. I
understand that the preliminary investigation of my request has
not yet been completed. Nonetheless, I still think that any fair
assessment of the CAP cannot be gquantified in terms of financial
expenditures, and I hope that the GAO has taken that into
account. .

Mr. Chairman, it is important to point out that the major
goal of the CAP is an environmental one: reducing Arizona’s
reliance on nonrenawble groundwater supplies by using renewable
Colorado River water. If we fail to work together to ensure the
viability of the project, this overriding environmental objective
will not be met.

I think I speak for the majority of Arizonan’s when I thank
Chairman Miller for having this hearing to define the problems
faced by the CAP. However, I must point out that we in Arizona
are determined to resolve these issues. The amount of work and
hard decisions made by the Governor’s Advisory Committee
demonstrate that we have not only identified those problems but
are ready to make the tough choices necessary in order to
maintain the viability of the CAP. We know that to maintain the
future financial viability of the CAP and meet the criticism of
its detractors, Arizona must pull together and agree on a
restructuring of the CAP debt that includes all water users. I
believe we have taken great steps toward accomplishing this task.

Secretary Babbitt declared the Project substantially
complete on October 1, 1993, thereby triggering repayment of the
CAP to the Federal government in January 1994. The Central
Arizona Water Conservation District (CAWCD) is committed to
meeting its repayment obligation. If Chairman Miller is
concerned about Arizona’s commitment to making the CAP work,
without any additional burden to the taxpayers, I hope he comes
away from this hearing assured that Arizona is well on its way to
doing whatever it takes to maintain the future security of the
CAP.
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Mr. MILLER. Welcome. We look forward to your testimony. And
obviously we will include your full testimony in the record. You
may proceed in the manner in which you are most comfortable.
Jim, we will begin with you.

PANEL CONSISTING OF JAMES DUFFUS III, DIRECTOR, NATU-
RAL RESOURCES MANAGEMENT ISSUES, RESOURCES, COM-
MUNITY AND ECONOMIC DEVELOPMENT DIVISION, U.S. GEN-
ERAL ACCOUNTING OFFICE, ACCOMPANIED BY JIM HAMP-
TON, EVALUATOR-IN-CHARGE, U.S. GENERAL ACCOUNTING
OFFICE, AND LEO GANSTER, ASSISTANT DIRECTOR, NATU-
RAL RESOURCES MANAGEMENT ISSUES, U.S. GENERAL AC-
COUNTING OFFICE; AND ROBERT W. JOHNSON, ASSISTANT
REGIONAL DIRECTOR, LOWER COLORADO REGION, BUREAU
OF RECLAMATION, U.S. DEPARTMENT OF THE INTERIOR

STATEMENT OF JAMES DUFFUS III

Mr. Durrus. Thank you, Mr. Chairman. We are pleased to be
here today to discuss our preliminary observations on some of the
issues you asked us to review concerning the Department of the In-
terior’s Central Arizona Project or the CAP.

My testimony focuses on the Federal Government’s share to con-
struct CAP and the Central Arizona Water Conservation District’s
abilities to repay its share of construction costs.

Concerning the government’s share of construction costs, the
Federal share of CAP’s estimated $4.7 billion construction costs
could increase from $1.7 billion to over $2.8 billion, depending on
how three matters now under review by the Bureau are resolved.

Concerning the District’s ability to repay its share of construction
costs, it appears in the short term, the District will be able to repay
these costs and pay its annual operation and maintenance ex-
penses. However, in doing so, the District will substantially reduce
its financial reserve fund.

In the long term, several uncertainties could substantially affect
both the District’s ability to repay construction costs as well as its
ability to pay annual O&M expenses.

The Federal share of CAP’s costs could increase to over $2.8 bil-
lion for three reasons.

The first involves a contract repayment dispute that could add
$400 million to federal costs. According to the Bureau, the Dis-
trict’s reimbursable cost ceiling in the December 1988 master re-
payment contract is $2 billion. However, the District believes that
an exhibit to the contract pertaining to the delivery of CAP water
to the Gila Indian tribe reduces the District’s repayment obligation
to $1.8 billion, or $200 million less.

The other $200 million relates to the Bureau’s estimate that the
District’s repayment obligation will be $2.2 billion by the time CAP
is completed in 1999, or $200 million more than the ceiling in the
current master repayment contract. The Bureau contends that the
repayment ceiling can be raised with the District’s agreement, but
the District has suggested that it may not agree to a ceiling in-
crease.

The second reason the Federal cost could increase is that water
allocated for future Indian water rights and environmental uses
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could add another $585 million to Federal costs. To date nearly
one-third of CAP’s anticipated capacity as well as $980 million in
nonreimbursable CAP construction costs have been allocated to set-
tle Indian tribes’ water-rights claims.

The Secretary of the Interior has reserved 200,000 additional
acre-feet of CAP water for future Federal use, including Indian
water-rights claims, and is now in the process of negotiating settle-
ments. If these six settlements follow the pattern of past settle-
ments, the Federal Government could assume an additional $435
million of CAP construction costs.

In addition, 50,000 to 150,000 acre-feet of water may be allocated
for fish and wildlife enhancement. Construction costs associated
with this allocation would range from $50 million to $150 million.
These costs would be borne by the Federal Government.

The third reason Federal costs could increase relates to possible
defaults on water distribution system loans that could add another
$157 million to Federal costs for CAP. These loans are between the
Federal Government and the individual irrigation districts.

Turning now to the District’s ability to repay its share of CAP
costs, both the Bureau and the District are confident that the Dis-
trict can repay its share. However, our analysis of the District’s fi-
nancial plan showed that, for the 1994 to 1999 period, projected
revenues from power and water sales and interest income from in-
vestments of the reserve fund will not provide sufficient funding for
the District to repay its debt and to pay for annual O&M expenses.

As a result, the District may have to use some of its reserve
funds to meet expenses, which could reduce the fund from $160
million to about $58 to $75 million by 1999.

Over the long term, several uncertainties could substantially af-
fect the District’s ability to repay. For example, the District has not
analyzed its ability to repay the $2 billion to $2.2 billion the Bu-
reau believes the District should pay.

Another uncertainty relates to future revenues the District ex-

ects to generate from power sales. The District plans to use about
540 million in revenues from three contracts for the sale of power
from the Navajo Generating Station as a major source of funds for
repayment. The contracts, two of which exist, and one of which is
being negotiated, would expire in 2011. It is not certain the same
amount of revenues can be generated after the contracts expire. In
2011, the land lease and coal contract for the Navajo Generating
Station will also expire. Whether the lease and contract can be ex-
tended and the power contracts renewed at terms equally favorable
are unknown. The District’s financial plan assumes that power rev-
enues will stay the same throughout the 50-year repayment period.

In addition, the Navajo Generating Station could be inoperable
or inefficient to operate in 25 years, according to Interior’s Inspec-
tor General, unless it is rehabilitated or replaced. However, the
District’s financial projections do not address the issue of power
plant rehabilitation or replacement.

A third uncertainty relates to recovery of the District’s fixed
O&M expenses, estimated to be $30 million for 1994. M&I and In-
dian water users scheduled to buy CAP water in 1994 will pay $8
million, but who will pay the remaining $22 million in O&M ex-
penses is uncertain.
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A major factor contributing to the uncertainty is the “take-or-
pay” provision of CAP contracts with non-Indian irrigation dis-
tricts. These contracts require the districts to pay the fixed O&M
expenses allocated to all water not delivered to M&I and Indian
customers, whether or not the districts use the water. However, the
irrigation districts have scheduled only minimal deliveries for CAP
water in 1994, and several districts have suggested they will be
forced into bankruptcy if take-or-pay is enforced.

If the District does not recover its annual O&M expenses through
water sales and other sources, then the difference must be covered
through payment from its financial reserve fund. The long-term
payment of O&M expenses from the reserve fund will eventually
deplete the fund and could adversely affect the District’s ability to
repay its Federal obligation.

The final uncertainty that could impact the District’s ability to
pay its CAP costs relates to water sales to non-Indian agriculture
users. Having non-Indian irrigation districts buy CAP water is ad-
vantageous to the District because construction costs allocated to
agricultural water supply are repaid to the Federal Government
without interest. Therefore, the more agricultural water delivered,
the less interest the District has to pay.

In order to increase the use of CAP water by non-Indian irriga-
tion districts, the District has proposed lowering the price by as
much as $44 per acre-foot to increase non-Indian agriculture water
use. The District believes it can change water pricing unilaterally,
but the Bureau believes its approval is necessary.

That concludes my summary, Mr. Chairman, and I would be
Eappy to respond to any questions you or other Members may

ave.

Mr. MiLLER. Thank you.

[Prepared statement of Mr. Duffus follows:]
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Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today to discuss our ongoing review
of the Department of the Interior’s Central Arizona Project (CAP).
My comments today, Mr. Chairman, reflect our preliminary
observations on some of the issues you asked us to examine.

Earlier this year, you requested that we review various issues
relating to CAP, including: (1) the total financial commitment of
the federal government to construct CAP and (2) the Central Arizona
Water Conservation District’s (the District) ability to fulfill its
obligation to repay allocated project costs.! 1In addition, Senator
Dennis DeConcini asked us to look into the benefits of CAP as well

as other issues.
In summary, we have found the following:

-- CAP’'s total construction cost is expected to be $4.7
billion by the time CAP is completed, currently estimated
to be in 1999. According to Interior’s Bureau of
Reclamation, the estimated federal share of these costs is
$1.7 billion.

The federal share could increase, however, to over $2.8
billion, depending primarily on three matters now under
review by the Bureau: (1) how a dispute over the maximum
amount that the District is expected to repay is resolved;
(2) how future increases in water allocations for Indian
water-rights settlements and environmental purposes are

'The Central Arizona Water Conservation District is a multi-
county water conservation and public improvement district of the
state of Arizona. It is the single entity responsible for
repaying reimbursable CAP costs to the federal government. It
collects revenue through a local tax and through water and power
sales. The District is authorized to operate CAP.

1
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determined; and (3) whether non-Indian farmers default on
water-distribution system loans.

-- On the basis of information provided by the Bureau and the
District, it appears that the District will be able to
repay its allocated construction cost obligation and cover
its annual operation and maintenance (O&M) expenses for the
1994-99 period. However, in doing so, the District will
substantially reduce its financial reserve fund.

In the long term, several uncertainties could substantially
affect the District’s ability to meet its repayment
obligation and O&M expenses, namely, whether (1) the
District has underestimated its reimbursable construction
costs, (2) anticipated revenues from power sales
materialize, (3) annual fixed O&M expenses can be
recovered, and (4) water sales to non-Indian farmers meet
expgctations.

ACKGROUND

CAP was authorized under provisions of the Colorado River
Basin Project Act of 1968. The Bureau started construction in
1972, and estimates are that the project will be completed in 1999.
CAP includes construction of a 336-mile aqueduct/pumping system and
the New Waddell Dam and modification of the Roosevelt Dam. Power
for CAP's 14 pumping plants is provided by the Navajo Generating
Station, a coal-fired power plant that is partially owned by the
federal government.

CAP is designed to pump as much as 2.2 million acre-feet of
water annually from the Colorado River on Arjizona‘’s western border
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and transport it as far south and east as Tucson.?’ According to
the Bureau, the expected annual capacity is 1.5 million acre-feet.
CAP provides the residents of Arizona with various benefits,
including: flood control, fish and wildlife enhancement,
recreation, commercial power, groundwater conservation, and water
supply. The water supply is used for both Indian and non-Indian
agricultural irrigation and for municipal and industrial (M&I)
purposes. The District estimates that the project will have pumped
about 635,000 acre-feet of water in 1993 and will pump about
750,000 acre-feet in 1994.

The federal government has financed most of CAP’s construction
and has spent over $3 billion as of December 1993. As each
construction phase is substantially completed, it is turned over to
the District, which operates CAP and repays reimbursable costs to
the federal government. Some reimbursable costs such as M&l water
supply and commercial power are interest bearing. Reimbursable
costs for water supply for non-Indian irrigation are noninterest
bearing. Construction costs allocated to such purposes as fish and
wildlife enhancement and flood control are not reimbursable.

The District’s repayment responsibilities are included in a
master repayment contract with the Secretary of the Interior. The
original contract, which was signed in December 1972 as well as a
new contract signed in December 1988 requires the District to repay
the costs associated with each construction phase within a 50-year
period. On September 30, 1993, the Secretary declared the first
phase of CAP--the aqueduct and power system--to be substantially
complete. Repayment will begin in January 1994.

In the late 19608, the Bureau estimated that the project would
be completed in about 7 years and would cost about $932 million,

?An acre-foot 1s the volume of water necessary to cover 1 acre to
a depth of 1 foot--about 326,000 gallons.

3
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including costs for interest during construction and water
distribution systems for Indian and non-Indian farmers. The Bureau
currently estimates that CAP’s construction will be completed in
1999 and that the project will cost about $4.7 billion. According
to Bureau officials, CAP’s cost increase is largely due to design
changes brought about by a variety of reasons, including cultural
and environmental concerns, and to interest and inflation during
the extended construction period.

The federal government, as the trustee for the Indian tribes,
has an obligation to ensure that Indian water-rights claims are
settled in the tribes’ best interest. While it is not a stated
goal or purpose in CAP's authorizing legislation, CAP has become a
major source of water in the settlement of these claims. These
settlements, achieved in part through reallocations of CAP water,
decrease the reimbursable costs that the District must pay to the
federal government. The settlements are negotiated by Interior and
confirmed by federal legislation.

The District has about $160 million in a financial reserve
fund, financed mainly from property tax assessments and interest on
investments. The District expects to use the fund to pay
reimbursable construction costs and O&M expenses.

TH ERA HAR P’
LD INCR

The federal share of CAP’s costs could increase from the
current $1.7 billion to over $2.8 billion depending on how three
matters now under review by the Bureau are resolved.
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Contract Repavment Dispute Could
Add $4 on to Fed osts

The first matter under review involves a contract repayment
dispute that could add $400 million to federal costs. According to
the Bureau, the District’s reimbursable cost ceiling in the
December 1988 master repayment contract is $2 billion. However,
the District believes that an exhibit to the contract pertaining to
delivery of CAP water tc the Gila Indian Tribe reduces the
District’s repayment obligation to $1.8 billion--or $200 million
less. If the ceiling is $1.8 billion, the federal government has
already spent about $150 million more in reimbursable costs than it
can legally recover. 1If the celling is $2 billion, it could be
reached in 1994, on the basis of current construction plans.

The other $200 million relates to the payment of future
construction costs. According to the Bureau’'s September 1993 cost
allocation, the District’s repayment obligation will be $2.2
billion by the time CAP is completed in 1999, or $200 million more
than the ceiling in the December 1988 master repayment contract.
The Bureau contends that. the repayment ceiling can be raised with
the District’s agreement.,, but the District has suggested that it
may not agree to & ceiling increase.

The Bureau and the District had not resolved the matter as of
December 1, 1993. 1If they cannct reach agreement to increase the
District’s ceiling to $2.2 billion, the Bureau could (1) halt
construction prior to CAP’s completion; (2) lower the District’s
reimbursable obligation by reallocating CAP's costs to
nonreimbursable purposes, such as settling of Indian water-rights
claims; or (3) seek congressional approval to grant relief to the
District for some reimbursable costs.
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water Allo ns fo uture Indian
Water-Ri d Env enta ents
ould Add Million to deral Costs

The second matter under review involves water allocated for
future Indian water-rights and environmental settlements that could
add another $585 million to federal costs. 1In 1983, the Secretary
of the Interior allocated 310,000 acre-feet of CAP water to 12
Indian tribes in order to settle some Indian water-rights claims.
Between 1978 and 1992, an additional 140,000 acre-feet of CAP water
was allocated to six tribes. Thus, nearly one-third of CAP’s
anticipated maximum annual water capacity as well as $980 million
in nonreimbursable CAP construction costs has been allocated to
settle Indian Tribes’ water-rights claims. The federal government
also assumed responsibility for substantial O&M expenses in one of
these settlements.

Six additional Indian water-rights claims could be settled
with CAP water. The Secretary has reserved 200,000 acre-feet of
CAP water for future federal use, including Indian water-rights
claims, and is now in the process of negotiating settlements. 1If
these six settlements follow the pattern of past settlements, the
federal government could assume an additional $435 million of CAP

construction costs.

In addition, CAP legislation included fish and wildlife
enhancement as an authorized project purpose. A committee
commissioned by the governor of Arizona recommended allocating
between 50,000 acre-feet and 150,000 acre feet of CAP water for
environmental enhancement. We estimate that construction costs
associated with this allocation would range between $50 million to
$150 million. These costs will be categorized as nonreimbursable
and will be borne by the federal government.
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Defaults on Water Distribution

System Loans Could Add
$157 Million to Federal Costs

The third matter under review involves possible defaults on
water distribution system loans that could add $157 million to
federal costs. The federal government made loans to non-Indian
irrigation districts for CAP irrigation distribution systems for
about $200 million. These loans are between the federal government
and the individual irrigation districts--they do not involve the
Central Arizona Water Conservation District. Some irrigation
districts have indicated that repayment of the loans is jeopardized
because farm incomes are too low and CAP water is too expensive.

As of November 1993, one irrigation district had defaulted on its
loan of $17.4 million, and two other irrigation districts were in

danger of defaulting cn loans totalling $140 million.

THE DISTRICT'S ABILITY TQ MEET ITS
LONG-TERM REPAYMENT OBLIGATION IS UNCERTAIN

Both the Bureau and the District are confident that the
District can meet its repayment obligation. However, we anaiyzed
the District’s financial plan for CAP and found that, for the 1994-
99 period, projected revenue from power and water sales and
interest income from investments of the reserve fund will not
provide sufficient funding for the District to meet its federal
repayment obligation and to pay for annual O&M expenses. As a
result, the District may have to use some of its reserve funds to
meet expenses. The reserve fund could be reduced from about $160
million to about $58 million to $75 million by 1999, depending on
the level of the District’s investment income.

Our work to date also has shown that, over the long term,
several uncertainties could substantially affect the District’s
ability to repay.
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May Be Understated

As we mentioned earlier, the District contends that its
repayment obligation is $1.8 billion and has based its repayment
projections on this amount. The Bureau, however, contends that the
District owes $2 billion and that the repayment ceiling can be
rajsed to $2.2 billion with the District’s agreement. According to
District officials, the District has not analyzed its ability to
repay either of these amounts. -

Projected Power Revenues
May Not Materialize

Another uncertainty relates to future revenues the District
expects to generate from power sales. The District plans to use
revenues from three contracts for the sale of power from the Navajo
Generating Station as a major source of revenue to meet its
repayment obligation. Two of the contracts are between the
District and the Salt River Project Agricultural Improvement and
Power District (Salt River Project). The contracts provide revenue
of about $20 million a year, which will be used solely to retire
debt for bonds used to finance the District’s share to construct
the New Waddell Dam. The contracts will expire in 2011.

The District and Salt River Project are currently negotiating
a third contract for the District’s remaining Navajo power that
exceeds CAP’s operating needs. The Bureau is withholding approval
of this contract, pending resolution of several repayment matters.
I1f approved, this contract is expected to provide another $20
million each year to help the District meet its repayment
obligation. The contract, as proposed, will also expire in 2011.

Although the contracts for the sale of Navajo power provide
significant revenues, it is not certain that the same amount of

8
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revenues can be generated after the contracts expire in 2011. 1In
2011, the land lease and coal contract for the Navajo Generating
Station will also expire. It is unknown whether the land lease and
coal contract with the Navajo Tribe can be extended and the power
contracts renewéd with the Salt River Project at terms equally
favorable. The District’s financial plan assumes that power
revenues will continue at the same level throughout the 50-year
repayment period.

Finally, the Department of the Interior’s Office of Inspector
General reported that the Navajo Generating Station could be
inoperable or inefficient to operate in about 25 years unless it is
rehabilitated or replaced.’ However, the District has not
addressed the issue of its share of power plant rehabilitation or
replacement costs in its financial projections.

Uncertainty Over Recovering Fixed O&M Expenses

A third uncertainty relates to recovery of the District’s
fixed O&M expenses estimated to be $30 million for 1994.°¢
According to the Bureau, M&I and Indian water users scheduled to
buy CAP water in 1994 will pay about $8 million, but who will pay
the remaining $22 million is uncertain.

A major factor contributing to the uncertainty is the "take-
or-pay" provision of CAP contracts with non-Indian irrigation
districts. These contracts require the districts to pay the fixed
O&M expense allocated to all water not delivered to M&I and Indian
customers, whether or not the districts use the water. However,

‘Cost Allocation a Re nt tra o
of Reclamation; U.S. Department of the Interior Office of
Inspector General, Report No. 92-I-1151, August 1992.

‘Fixed O&M expenses are those incurred regardless of whether
water is delivered.
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because of declining farm incomes and the high price of CAP water
compared with groundwater, the irrigation districts have not
scheduled deliveries for any CAP water during 1994, and several
districts have suggested they will be forced into bankruptcy if
"take-or-pay" is enforced.

Another uncertainty is the amount of fixed O&M expenses to be
paid by the federal government. The District billed the Bureau
$12.6 million for fixed O&M expenses for & 15-month period in 1993
and 1994. These costs were associated wigﬁ an Indian water-rights
claim settlement (Fort McDowell Indian Community) and water held
for future Indian water-rights claims. However, the Bureau has not
accepted these costs. The matter is still unresolved.

If the District does not recover its annual O&M expenses
through water sales and other revenue sources, then the difference
must be covered through payment from its financial reserve fund.
Since the fund is to be used to both repay construction costs and
pay annual O&M expenses, the long-term payment of O&M expenses from
the reserve fund will eventually deplete the fund and could
adversely affect the District’s ability to repay its federal
obligation.

Water Sales to Non-Indian Irrigation
Districts Are Uncertain

The final uncertainty relates to water sales to non-Indian
irrigation districts. Since the non-Indian irrigation districts
have not scheduled deliveries of CAP water for 1994, the District’s
ability to repay its construction costs could be adversely
affected. Having non-Indian irrigation districts buy CAP water is
advantageous to the District because construction costs allocated
to agricultural water supply are repaid to the federal government
without interest. Therefore, the more agricultural water that is
delivered, the less interest the District has to pay.

10
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In order to increase the use of CAP water by non-Indian
irrigation districts, the District proposed in October 1993 to
lower the price of CAP water from about $61 per acre-foot to as low
as $17 per acre-foot. The District’s goal is to stimulate non-
Indian agriculture’s use to about 400,000 acre-feet of water per
year. Under this proposal, the District would save about $13
million annually in interest expenses, most of which would be used
to offser the reduced revenues from the non-Indian agriculture
water sales. While the District believes it can change water
pricing unilaterally, the Bureau has indicated that its approval is
necessary if the change in pricing affects repayment.

In summary, Mr. Chairman, CAP is almost complete and
substantial federal funds have already been spent. The significant
uncertainties to be resolved are how the costs will ultimately be
allocated between the federal government and the District, and
whether the District will be able to repay its allocated costs.

This concludes my statement. We will be happy to answer any
questions that you or other Members of the Subcommittee may have.

(140882)
) 11
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STATEMENT OF ROBERT W. JOHNSON

Mr. MILLER. Mr. Johnson, welcome to the committee.

Mr. JOHNSON. Thank you, it is a pleasure to be here. I will also
submit my testimony for the record, and I will try to summarize
it as quickly as I can.

As I am sure you are aware, the financial difficulties of the
central Arizona irrigation water users have created a unique set of
problems for the Central Arizona Project, and we appreciate those
problems that have been created, and appreciate the difficulty of
resolving those issues, and we are especially appreciative of the ef-
forts of Governor Symington’s Advisory Committee as well as
CAWCD in developing proposals to resolve those issues.

Having had some firsthand experience with CAWCD about a
year ago in developing a restructuring proposal, we appreciate the
difficulty of finding an equitable resolution and appreciate the ef-
forts of the State and CAWCD in sorting out a proposal which we
are interested in working with, and working with CAWCD on fur-
ther.

We are also appreciative of CAWCD’s support over the last year
in our efforts to initiate repayment. While we have had many com-
plex and contentious issues associated with this effort, CAWCD
was willing to work diligently with us to help resolve those issues.

This effort did result in our declaring the aqueduct system sub-
stantially complete and initiating repayment in January of 1994.

I believe our working relationship with CAWCD continues to be
a good working relationship. We would also like to commend the
State and CAWCD in their proposal for reemphasizing their com-
mitment to Indian water rights settlements in Arizona.

The Department and the Bureau are also committed to prompt
resolution of those issues and support the recommendation that
that be a priority. We estimate that there could be a need for as
much as 200,000 acre-feet of additional CAP water that could be
used for this purpose.

The recommendation of the Advisory Committee that Arizona
participate in groundwater recharge programs with the other lower
basin states of Nevada and California will also help provide a par-
tial resolution of CAP financial issues.

In addition, such a program will provide another mechanism to
help meet the water supply needs of the lower basin. We are com-
mitted to working with Arizona and the other two basin States to
facilitate implementation of that recommendation.

Another helpful area in the Governor’s Advisory Committee rec-
ommendation is in the environmental area where they rec-
ommended that 50,0000 to 150,000 acre-feet of CAP water be eval-
uated for possible allocation to fish and wildlife enhancement pur-
poses. .

In addition, the committee recommended a State environmental
trust fund be established for the maintenance, enhancement, and
restoration of aquatic, wetland, and riparian habitats. We are cur-
rently working with the environmental groups represented on the
Advisory Committee to better define the amount of water needed
for these purposes.
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We see this recommendation as providing a framework for ad-
dressing environmental needs and ways that the Central Arizona
Project can help address those needs.

Notwithstanding those areas where we agree with the Arizona
proposals, there are a number of areas where we believe the pro-
posals fall short or are silent on important points that must be ad-
dressed in any complete resolution of issues.

In this regard, our overriding concern is in protecting the finan-
cial interests of the United States. We believe that the United
States has lived up to its end of the bargain on CAP. By and large,
the project is complete and capable of delivering Arizona’s remain-
ing Colorado River apportionment for use in central and southern
Arizona, a dream of several generations of Arizonans.

That dream, however, has been achieved largely at the Federal
taxpayers’ expense. Based on current estimates, the project will
have a total Federal construction cost of approximately $4 billion.
Under Reclamation law and the contractual framework governing
the assignment of costs and repayment of the project, our current
estimates indicate that approximately $1.5 billion will be
nonreimbursable, $2.3 billion will be repaid by CAWCD, and in the
case of distribution system loans, approximately $100 million reim-
bursed by individual water user entities.

While I will not go into detail, some of the terms for repayment
have been questioned by the Inspector General and other auditors.

Several key issues remain to be addressed if we are to find a
comprehensive solution. In this regard there are four areas of pri-
mary concern.

The first relates to the payment of operation and maintenance
costs. The existing financial arrangements provide that non-Indian
irrigation users will take the take-or-pay charges. This was a sys-
tem that was put in place at the beginning to encourage irrigation
to use more water and to provide a consistent water rate for M&I
and Indian users over a period of time. It is now apparent that the
take-or-pay obligation of non-Indian agriculture will not be met.

We think it is important that the failure of non-Indian agri-
culture to pay that O&M expense should not be pushed off on ei-
ther the United States or the other Federal users of the project,
particularly the Indian users of the project.

The second issue relates to the repayment obligations of the
CAWCD and the magnitudes of that obligation. CAWCD maintains
that the obligation is limited to $1.8 billion under the master re-

ayment contract, while the United States maintains the ceiling is
¥2 billion. Further, current estimates indicate the total obligation,
under the existing water supply and allocation assumptions, will
ultimately be $2.3 billion.

Unfortunately, absent agreement on this issue soon, Reclamation
will be forced to curtail construction activities.

In addition to the adjustment to the District’s repayment con-
tract, there is also an issue that relates to the authorized appro-
priations ceiling. The cost of compliance with Federal laws such as
the National Environmental Policy Act, Endangered Species Act,
and others, has increased the cost of the project.

If all authorized future projects were to be built, we anticipate
the Federal obligation wiﬁ exceed the authorized appropriation
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ceiling by more than 5 percent. Therefore, an adjustment in the au-
thorized appropriations ceiling would be necessary.

The third area of concern relates to the repayment of the CAP
irrigation distribution system loans. Nine loans totaling $230 mil-
lion have been made. These interest-free loans have repayment pe-
riods extending from 25 to 30 years with a present value, dis-
counted to reflect the interest-free repayment provisions, of ap-
proximately $80 million.

The financial difficulties faced by the CAP non-Indian agricui-
tural districts have thrown the long-term repayment of the three
largest loans, totaling $157 million, into question.

The Governor’s Advisory Committee recommended that the Unit-
ed States grant the irrigation district deferment requests and ex-
tend the repayment of the loans over a 50-year period. We appre-
ciate the fact that the irrigation loans are held solely by the United
States and there is no legal obligation for other Arizona entities to
pay. However, these distribution system loans are a repayment
issue, in addition to the issues we have with CAWCD, and the Fed-
eral Government needs to see these repayment issues resolved.

In general we think we need to take creative solutions to finding
answers to these concerns. One such area where a creative oppor-
tunity exists is in the area of commercial power sales. The financial
difficulties of CAP agriculture have resulted in a significant reduc-
tion in the amount of water to be delivered. As a result, project
power resources that would have been used to pump irrigation
water can now be made available for commercial sale.

Based on recent power contract negotiation, such power re-
sources will generate in excess of $20 million in additional power
revenues annually. It seems only appropriate that the revenues be
applied to help resolve the same issues that have been created by
the failure of agriculture.

We believe there are other creative areas where we can work
with Arizona to resolve these financial issues. We are willing to
work with the proposals that have been forwarded by the Gov-
ernor’s Advisory Committee and by CAWCD, and we are anxious
to negotiate and resolve these issues.

We have invited CAWCD and the State to begin negotiations as
soon as ﬁossible. We are planning to do that early in January.

Mr. Chairman, that concludes my remarks. I would be glad to re-
spond to questions.

[Prepared statement of Mr. Johnson follows:]

80-254 - 94 ~ 2
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TESTIMONY OF
ROBERT W. JOHNSON
ASSISTANT REGIONAL DIRECTOR,
LOWER COLORADO REGION, BUREAU OF RECLAMATION
ON THE CENTRAL ARIZONA PROJECT
BEFORE THE OVERSIGHT AND INVESTIGATIONS SUBCOMMITTEE
OF THE HOUSE COMMITTEE ON NATURAL RESOURCES

PHOENIX, ARIZONA
DECEMBER 10, 1993

Introduction

Chairman Miller, my name is Robert Johnson, and I am the
Assistant Regional Director for the Bureau of Reclamation’s Lower
Colorado Region. It is a pleasure to be here today and offer
testimony on behalf of the Bureau of Reclamation and the
Department of the Interior regarding the current status of our
efforts to resolve outstanding issues related to the Central
Arizona Project (CAP). As I am sure you are aware, the financial
difficulties of the CAP irrigation water users have created a
unique set of problems which must soon be resolved if we are to
have a smooth transition of the project from construction by the
United States to operation and maintenance by the Central Arizona
Water Conservation District (CAWCD).

After developing a draft restructuring proposal with CAWCD last
year, which was rejected by most CAP water users, we are
encouraged by the efforts of Governor Symington's CAP Advisory
Committee and CAWCD to develop a new set of recommendations to
address the issues. Having a first-hand understanding of the
issues, we appreciate the difficulty of finding an equitable
resolution and appreciate the efforts of the State and CAWCD in
sorting out a proposal.

The CAP Advisory Committee and the CAWCD are to be commended for
their proposals.

Reclamation is especially appreciative of the support of CAWCD in
our efforts to initiate repayment over the past year. While
there were many complex and contentious issues associated with
this effort, CAWCD was willing to work diligently to resolve
those issues prior to issuance of the notice of substantial
completion for the CAP agqueduct on October 1, 1993. The working
relationship between CAWCD and the Bureau continues to be strong.

o
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Further, we would like to commend the State and CAWCD for their
recent efforts and believe that the proposals before us provide a
basis for further discussions with the United States. 1In
particular, we believe the existing proposals are especially
helpful in several areas.

We were pleased to see the Advisory Committee reaffirm the State
of Arizona's commitment, and CAWCD reaffirm its commitment, to
resolution of outstanding Indian water right claims. Both
Reclamation and the Department of the Interior concur that
resolution of these claims should be a priority. We see the CAP
water supply as being an important element in resolving the
claims. Previous estimates suggest that an additional annual
allocation of about 200,000 acre-feet of CAP water may be needed
for this purpose.

The recommendation of the Advisory Committee that Arizona
participate in groundwater recharge programs with the other lower
basin states of Nevada and California will also help provide a
partial resolution of CAP financial issues. 1In addition, such a
program will provide another mechanism to help meet the water
supply needs of the lower basin. We are committed to working
with all three lower basin states to facilitate the
implementation of this recommendation.

Another helpful area is the Governor's Advisory Committee
recommendation that 50,000 to 150,000 acre-feet of CAP water be
evaluated for possible allocation to fish and wildlife
enhancement purposes. In addition, the Committee recommended that
a state environmental trust fund be established for the
maintenance, enhancement and restoration of aquatic, wetland and
riparian habitats. We are currently working with the
environmental groups represented on the Advisory Committee and
others to define better the amount of water needed for these
purposes. We see this recommendation as providing a framework to
address environmental needs.

The overriding concern of the Department is protecting the
financial interests of the United States.

Notwithstanding those areas where we agree with the Arizona
proposals, there are a number of areas where the proposals fall
short or are silent on important points that must be addressed in
any complete resolution of issues. In this regard, our
overriding concern is in protecting the financial interests of
the United States. We believe that the United States has lived
up to its end of the bargain on CAP. By and large, the project
is complete and capable of delivering Arizona's remaining
Colorado River apportionment for use in central and southern
Arizona, a dream of several generations of Arizonans.

That dream, however, has been achieved largely at the Federal

< 9w
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taxpayers' expense. Based on current estimates, the project
would have a total comstruction cost of approximately $4.0
billion. Under Reclamation Law and the contractual framework
governing the assigmment of costs and repayment of the project,
our current estimates indicate that approximately $1.5 billion
would be nonreimbursable, $2.3 billion would be repaid by CAWCD,
and, in the case of distribution system loans, approximately $200
million reimbursed by individual water user entities. While I
will not go into detail, the terms for repayment have been
questioned by the Imspector General. (See Attachment 1 - listing
of Inspector General Audit Reports and Findings.)

There are four areas with significant financial implications for
the United States.

Several key issues remain to be addressed if a comprehensive
resolution of CAP financial issues acceptable to the Department
is to be achieved. In this regard there are four areas of
primary concern.

1. PFederal and Indian payment of O&M costs.

The first relates to the payment of operation and maintenance
(O&M) costs. The existing financial arrangements provide that
the non-Indian irrigation users of the CAP pay the fixed
component of O&M costs based on the proportionate amount of water
available for their use, whether or not such water is actually
ordered and delivered. This provision, referred to as "take or
pay," was intended to encourage irrigation users to utilize CAP
water in lieu of overdrafted and potentially cheaper groundwater,
and to provide a uniform water rate to Indian and M&I water users
as their utilization of the project increased over time. With
the financial difficulties currently faced by the non-Indian
irrigation users, the *take or pay" obligations of the irrigation
users will not be met. This has led to recommendations by the
Advisory Committee and CAWCD that Federal uses (i.e., Indian and
environmental) of the project pay a larger share of the fixed O&M
costs than originally contemplated. While this issue is more
complicated than I have time to describe here today, we will
continue to encourage Arizona to find mechanisms to fund the O&M
costs that do not place additional burdens on the United States
or the Indian users of the project. 1In short, the failure of CAP
agriculture should not place additional financial burdens on the
United States or the Indian CAP water users.

- 3
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2. Contractual repayment and authorizations ceilings of CAWCD.

The second issue relates to the repayment obligation of CAWCD and
the magnitude of that obligation. CAWCD maintains the obligation
is limited to $1.8 billion under the Master Repayment Contract,
while the United States maintains the ceiling is $2.0 billion.
Further, current estimates indicate the total obligation, under
the existing water supply and allocation assumptions, will
ultimately be $2.3 billion. Unfortunately, absent such agreement
on this issue soon, Reclamation will be forced to curtail
construction activities.

In addition to the adjustment to the District’'s repayment
contract, there is an issue that relates to the authorized
appropriations ceiling. The cost of compliance with Federal laws
such as the National Environmental Policy Act, the Endangered
Species Act, and others, has increased the cost of the Central
Arizona Project. If all authorized features of the Project were
to be built, we anticipate the Federal obligation will exceed the
authorized appropriation ceiling by more than five percent.
Therefore an adjustment to the authorized appropriations ceiling
would be necessary.

3. Payment of CAP distribution system loans.

The third area of concern relates to repayment of the CAP
irrigation distribution system loans. Nine loans totaling $230
million have been made. These interest free loans have repayment
periods extending from 25 to 30 years with a present value,
discounted to reflect the interest free repayment provisions, of
approximately $80 million. The financial difficulties faced by
CAP non-Indian agriculture have thrown the long-term repayment of
the three largest loans, totaling approximately $157 million,
into question.

The Governor's Advisory Committee recommended that the United
States grant the irrigation district deferment requests by
extending the repayment of loans over a 50 year period. We
appreciate the fact that the irrigation loans are held solely by
the United States and there is no legal obligation for other
Arizona entities to pay. However, these distribution loans are
another repayment issue, in addition to those with the CAWCD,
that the Federal Government needs to resolve.
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4. Utilization of windfall power revenues.

One area where such creative opportunities exist is in the area
of commercial power sales. The financial difficulties of CAP
agriculture have resulted in a significant reduction of the
amount of water to be delivered. As a result, project power
resources that would have been used to pump irrigation water can
now be made available for commercial sale. Based on recent power
contract negotiations, such power resources will generate in
excess of $20 million in additional net power revenues annually.

It seems only appropriate that the revenues be applied to help
resolve those same issues.

The Bureau is ready to begin negotiatioms.

We believe that there are other creative areas where we can work
with Arizona to resolve these financial issues. We are anxious
to see them resolved and have extended an invitation to CAWCD to
begin negotiations. While we have significant differences, we
are still hopeful that a fair and equitable resolution of issues
can be achieved.

Chairman Miller, this concludes my initial statement. I will be
glad to respond to questions.
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Attachment # 1

AUDITS OF THE CENTRAL ARIZONA PROJECT BY OFFICE OF INSPECTOR GENERAL

1. September 1980, Review of Central Arizona Project.

2. April 1986, Audit W-WS-BOR-08-85, Review of the Status of the CAP.

3. October 1988, Audit 89-03, Timely Recovery of Irrigation Investment Cost.
4. August 1992, Audit 92-1-1151, CAP Cost Allocation.

5. February 1993, Audit 93-1-577, Deferral of Notice of Project Completion.
6. July 1993, Audit 93-1-1271, Distribution System Audit.
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Mr. MILLER. Thank you very much. Thank you to both of you.

Mr. Duffus, let me see if I might begin with you. On page 4 of
your statement, at the bottom there, you talk about essentially al-
most $1 billion in cost—I don’t know what the proper term here,
if it is cost shifting or just additional cost that is open for anticipa-
tion by the Federal Government. I don’t know how you want to
refer to that amount. What do you call that?

Mr. Durrus. That would be the Federal share of the cost, going
from $1.7 billion to $2.8 billion. It is that portion that the Federal
Government will not obtain reimbursement for.

Mr. MILLER. Is that a foregone conclusion, or is that based upon
some contingencies?

Mr. Durrus. Our numbers differ somewhat from the Bureau’s
and I don’t have a breakdown of the differences. But as far as the
$1.7 billion is concerned, there is no contentiousness over it.

About 60 percent of this amount relates to the Indian water
rights settlements that have already taken place, about $980 mil-
lion. The rest are costs that relate to repair of siphons and scrub-
bers at the Navajo Generating Plant, flood control and recreation.

Mr. MILLER. But what you are saying is that at this point in your
review, to see the project to completion, that the Federal Govern-
ment can anticipate that it is going to absorb—some of which we
have already agreed to, the siphons and others—it is going to ab-
sorb another $1 billion?

Mr. DuFrus. Right. That was based on the things I laid out in
my statement. If the contract dispute is not resolved, or depending
on how it is resolved, that could add $200 million to the Federal
costs.

Another $200 million we estimate, based on the Bureau’s num-
bers, would be future construction costs between now and when the
project is completed in 1999.

There is an estimated $435 million for pending Indian water-
rights settlements, $150 million for fish and wildli%e enhancement,
and $157 million in possible defaults on water distribution loads.

If all those things come true, then in our view, the Federal share
of cap would increase to $2.8 billion.

I want to point out, Mr. Chairman, that this is the worst case
situation.

Mr. MILLER. I understand that. Is there an answer as to whether
these issues would be resolved on behalf of the Federal Govern-
ment’s point of view or on behalf of the project’s point of view?

Is there a distinction as to those two amounts, or are most of
these, in your mind, still to be borne by the Federal Government?

Mr. DUFFUS. The contract dispute has not been settled. They are
currently in the process of trying to resolve it. With respect to the
Indian rights water settlements, if you look at what has happened
in the past, there probably will be future Indian water rights set-
tlements. Whether or not it will be in the amount that we have dis-
cussed is unknown.

Mr. MILLER. Do your figures include the issue that was raised by
Mr. Johnson as to whether or not there would be default on the
distribution loans?

Mr. Durrus. Yes, $157 million.

Mr. MILLER. But that is still an open issue?
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Mr. DUFFUS. It is an open issue. One of the water irrigation dis-
tricts has already defaulted on a loan of about $17 million and two
other: ure in danger of defaulting with loans totaling $140 million.
That is the makeup of the $157 million

Mr. MILLER. Should the worst case happen there and all three
remain in default, that is included in your §1 billion cost shift?

Mr. Durrus. That is correct.

Mr. MiLLER. What happens, Mr. Johnson, in the event that we
see default on behalf of all three districts?

Mr. JOHNSON. That is a good question.

Mr. MiLLER. Thank you.

Mr. JoHNSON. You would likely get into bankruptcy proceedings.
The United States would likely be treated as a creditor, along with
other creditors. The districts have a significant amount of private
debt that is outstanding as well.

I think ultimately the United States might recover some portion
of the debt, but just how much the United States would recover,
I think is uncertain. It is a guess.

Mr. MILLER. You mentioned the suggestion as to the stretch-out
restructuring of these loans—to extend them over a 50-year period.
Has the Bureau taken that under consideration, are you looking at
that, rejecting that?

Mr. JOHNSON. We have looked at that, and we have had three
districts that have requested extending those loans over a longer
period of time. The problem that we have had is we don’t see how
restructuring the Federal debt will solve the problem.

The take-or-pay obligation that the districts have in their private
debt were much more onerous obligations than repayment of the
Federal debt.

And without a comprehensive resolution, we couldn’t see how our
loan, restructuring the Federal debt, would solve the problem. So
we have consistently told the districts that absent a comprehensive
resolution that addresses the private debt and the take-or-pay
issue, we would consider restructuring our loans.

I think that now that we have this new proposal on the table
with CAWCD in essence agreeing not to pursue the take-or-pay ob-
ligation and reduce the O&M debts that the districts have, we need
to take a fresh look at that, and we are doing that.

Mr. MILLER. Can you explain that a little bit? Pull that apart a
little bit.

Mr. JOHNSON. One of the biggest obligations that the district had
was this take-or-pay obligation for O&M that says that the districts
have to pay for the water that is available for their use.

Mr. MILLER. That is a three-way agreement?

Mr. JOHNSON. Well, yes, it is. It is a three-way agreement be-
tween CAWCD, the United States, and Reclamation. And CAWCD
has proposed that they would be willing to sell the water to the dis-
tricts at a reduced price for the O&M deliveries, not require the
districts to take or pay charges as originally contemplated. That is
part of the CAWCD proposal.

And with that obligation removed and the significant reduction
in the price of water that the districts will now be paying, that puts
them in a better financial position, and there may be a chance that
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changes in the payment schedule could in fact help make the dis-
tricts more viable.

Now, there is still a big question related to the private debt, be-
cause the private debt, at least in the early years, over the next
five- to ten-year period, is still 711}1ch more onerous than the Fed-
eral debt.

So I think we still have a big question whether or not that re-
structuring will solve the problem.

Mr. MILLER. On the CAWCD’s proposal, when they shift to this
new arrangement from the take-or-pay provisions, there are still
dollars to be made in that arrangement?

Mr. JOHNSON. That is correct, yes.

Mr. MILLER. So the suggestion is there that the District will
stand in the place of the irrigation districts?

Mr. JOHNSON. That is our assumption. Now, that gets into the
first issue that we talked about and that is who pays the O&M. If
the irrigators aren’t paying the O&M, this $30 million fixed O&M
cost, who does pay that O&M?

Now, CAWCD and the Bureau have had different interpretations
on that. Their interpretation has been that all of the remaining
users will equally share in paying that O&M. And that results in
dividing that $30 million fixed O&M cost over significantly reduced
number of acre-feet of water, and we get O&M costs in $70, $80,
$90, $100, depending on how much water is delivered, maybe even
as much as $100 per acre-foot cost using that formula.

Reclamation’s position has been that the default of the irrigation
districts should not place—that is, a relationship between CAWCD
and the irrigation districts, the payment of O&M, and the default
of those irrigation districts should not place additional O&M bur-
dens on the %nited States or the Indian users of the project.

And the United States’ obligation is to pay O&M as though the
take-or-pay charges are being paid.

Mr. MILLER. Are there otﬁer parties or would those be the two
parties——

Mr. JOHNSON. The M&I users are the other group that would end
up bearing the burden of that O&M cost.

Mr. MILLER. M&I is the city contractors?

Mr. JOHNSON. Yes.

l\gr. MILLER. Do you have individual company contractors—min-
ing?

%/Ir. JOHNSON. There are some mines that would be M&I contrac-
tors. All the remaining users under CAWCD’s formula would end
up absorbing the O&M cost, that is some districts—

Mr. MILLER. So the mininﬁ contracts directly with CAWCD?

Mr. JOHNSON. They are the same three-party contracts that the
M&I users have, yes.

Mr. MILLER. So what you are suggesting is that the default on
the distribution systems and/or the potential default by the remain-
ing two districts, that is simply one level of debt, and if if you were
at this moment to consent to stretching those out over 50 years,
and these are interest free; is that correct?

Mr. JOHNSON. That is correct.

Mr. MILLER. I don’t want to put words in your mouth. What I
hear you saying is you are putting the Federal Treasury, in this
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case, we have taken a hit on the stretch-out over the lost oppor-
tunity on that money.

Mr. JOHNSON. Right.

Mr. MILLER. But there are other debtors that may even threaten
this agreement.

Mr. JOHNSON. That is correct. I think we need to look at that
carefully. The private debt holders are still a very significant por-
tion, and again, it may not do any good for us to stretch that debt
out over a longer period of time, if it looks like the irrigation dis-
tricts aren’t going to get relief from the private debt holders as
well.

Mr. MILLER. Do you have any ability to bring private debt hold-
ers into that arrangement?

Mr. JOHNSON. I don’t know if we have any ability. I think that
needs to be explored.

Mr. MILLER. Legal ability. If you went into formal bankruptcy,
you would all stand in the line.

Mr. JoHNSON. Right. I don’t think we have any legal ability to
bring them into that, no.

Mr. MILLER. The question is whether they would join those dis-
cussions.

Mr. JOHNSON. The question is whether or not you could get them
to join you. The reports I have got is that that might be difficult.

Mr. MiLLER. If the District under one of these additional ar-
rangements is to stand in the place of the individual irrigation dis-
tricts, you seem to raise questions—I am trying to match your tes-
timonies up here—maybe you should be talking to one another
more. In any case, you seem to suggest that that raises some ques-
tions about the overall economic soundness of the District.

Mr. DUFFuUSs. I don’t believe it is just this situation alone. I think
what we talked about in terms of O&M is that the District would
have to use its reserve fund to pay O&M costs as well as its share
of construction costs. It could affect its abilities to pay its share
over the long term.

Mr. MILLER. You say, if the district were to pay the O&M. Is that
in anticipation of what, of them being able to lay it off on the non-
agricultural users, or not?

Mr. Durrus. If the non-Indian water irrigation districts default,
then the District would end up having to pay the O&M expenses.

Mr. MiILLER. If I hear Mr. Johnson correctly—we will hear from
the District in a little bit—they want to divide that among the
other users; is that correct, Mr. Johnson?

Mr. JOHNSON. That is correct, yes. That is part of CAWCD’s
interpretation

Mr. MILLER. What is the response to that increased price by the
other users?

Mr. JoHNSON. Well, I think that CAWCD has addressed that by
target pricing the M&I water, and in essence for the M&I users,
CAWCD proposes picking that cost up out of ad valorem taxes and
not actually paying all of that O&M through water pricing.

Mr. MILLER. What do they have to do to bring about that ar-
rangement?

Mr. JouNsoN. I think that is just a matter of CAWCD making
their own internal decision about how they are going about pricing
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the water when they sell it to their users. They have taxing author-
ity.

Mr. MILLER. In order to make that up?

Mr. JOHNSON. Yes. Under their proposal, I think that is their
plan, in essence, to target price the M&I water at reasonable rates,
allowing it to build up over time, so that the M&I users don’t have
this huge increase in water costs to face immediately.

Mr. MILLER. Have you taken that into account that they could
raise revenues?

Mr. DUFFUS. No, I can’t believe we looked at that in the work
we have done so far. I am sorry. Mr. Hampton——

Mr. MILLER. Mr. Hampton.

Mr. HAMPTON. Mr. Chairman, we have some information on rais-
ing the ad valorem taxes, but it is one of several proposals that was
out there. If the District implements target pricing for M&I, they
are not target pricing the water going to the Federal Government,
namely, the Indians. For the Indians the Federal Government
would be picking up some or all of the O&M costs. For example,
under Ak-Chin settlement, all the O&M costs are being paid by the
Federal Government.

The cost to the Federal Government would be significantly high-
er under this target pricing proposal than the O&M costs charged
to M&I customers. We are talking in the range of $60, $70, $80 per
foot, fixed O&M only, for the Federal Government.

Mr. MILLER. When you talk about the redistribution of the O&M
as a result of the default, one of the parties is in fact the Federal
Government, because we stand in the same place as the tribes?

Mr. JOHNSON. That is correct.

Mr. MILLER. Would the ability to raise revenues, Mr. Duffus,
would that change your view of the long-term viability of the Dis-
trict given the contingencies you mentioned in your report of the
Navajo plant and the giminishment of reserves?

Mr. DUFFUS. Yes, I think it would.

Mr. MILLER. So they could put this on a pay-as-you-go basis con-
ceivably. I am not asking people to make recommendations. I am
just trying to pull this apart as to the options that are really in
fact on the table here.

Mr. Durrus. Yes, to the extent they could raise revenues, it
would change their financial picture.

Mr. MILLER. So theoretically, I don’t know about politically, but
theoretically there is a potential to provide a means by which you
would not l{ave to diminish those reserves, the reserves could re-
main in place for the Navajo contingency, turn of the century.

So there is another option laid out in your report, but obvioushy
it is dependent upon whether the District can cross that threshold.

Mr. Durrus. That is correct.

Mr. MILLER. When we talk about them raising revenues to ab-
sorb that O&M, obviously how you split that cost, the more you can
lay off on the tribes the better off you are, from the District’s
standpoint. I am not passing judgment on this, I am just—

Mr. JOHNSON. That is correct.

Mr. MiLLER. I want to get back to the target pricing. I don’t want
to take up all the time, but I want to make sure the committee for
the formal record has some of this down.
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Before we get to that, Mr. Johnson, in your statement—I am
looking on page 4, under section 2, the last sentence in the first
paragraph—“Unfortunately, absent such agreement on this issue
soon, Reclamation will be forced to curtail construction activities.”

Can you tell the committee exactly what you are saying there?

Mr. JOHNSON. We have a repayment ceiling in the contract that
limits the amount that CAWCD is obligated to repay, the total
amount they are obligated to repay. Our interpretation of that con-
tract is that they are limited to $2 billion.

They read the contract differently and they say they are only ob-
ligated to pay $1.8 billion. What I meant by that statement there
is, we are currently on a spending path where their obligation,
based on our current cost allocation, will in fact—reimbursable ob-
ligation will be exceeding $2 billion in fiscal year 1995.

So if we aren’t able to resolve these issues and amend the con-
tract to increase the repayment ceiling to accommodate that, then
we would be forced into a position of spending dollars that we don’t
have a repayment contract to pay the reimbursable costs on.

So in order to avoid that, we would have to curtail construction
on some of the reimbursable facilities under construction. That is
a remedy that is provided for in the master repayment contract.

Mr. MILLER. The remedy——

Mr. JOHNSON. If we can’t get agreement to increase the ceiling
to ensure that we are going to get repaid, then the master repay-
ment contract gives the United States the option of curtailing con-
struction.

Mr. MILLER. I appreciate there is the dispute between the $1.8
billion and the $2 billion, as the obligation, but even if you accept
the $1.8 billion, you are over the ceiling, you say. You say you are
over the $2 billion.

Mr. JOHNSON. We will be over the $2 billion in fiscal year 1995.
We are over the $2 billion right now.

Mr. MILLER. But you are over the $1.8 billion?

Mr. JoHNSON. That is correct.

Mr. MiILLER. If that is the figure that the District wants to ad-
here to for the moment, the amount of dollars that are exposed
without repayment are even greater than you had suggested as $2
billion. You would argue in a court of law that you have a right
under the master contract to recover $2 billion.

Mr. JOHNSON. That is correct.

Mr. MILLER. They would argue you have $1.8 billion. You have
already blown by the $1.8 billion and you are arguing for secured
interest for the $2 billion, but under their interpretation, you don’t
have a secured interest for anything over $1.8 billion. So we are
already——

Mr. JOHNSON. We are about $100 million over.

Mr. MILLER. $150 million will be——

Mr. JOHNSON. This year. We are at about $1.9 billion right now,
is what our estimates indicate in reimbursable costs.

Mr. MILLER. You basically argue you don’t have a secured inter-
est for that repayment?

Mr. JoHNSON. Yes. We feel confident that our interpretation of
the contract is correct on the $2 billion. We have had that reviewed
by our Solicitor’s office and they support that view.



42

Mr. MILLER. The next paragraph down, the last two sentences,
again, I guess, “If all authorized features of the project were to be
built, we anticipate the Federal obligation will exceed the author-
ized appropriation ceiling by more than 5 percent,” which was ac-
knowledged in the last budget submission, was that not so?

, Mr. JOHNSON. I would have to check that. I am not sure in the
ast—-—

Mr. MILLER. I think actually it was less than 5 percent, therefore
it was okay. Back to your statement, “Therefore the adjustment to
the authorized appropriations ceiling would be necessary.”

Do you want to tell us what you are saying there?

Mr. JOHNSON. That is correct. If we build all of the features of
the project that we are planning on building over the long period
of time, we will in fact exceed the appropriations ceiling. If we are
to complete the project, all of the features will have to be legislated
to increase the appropriations ceiling.

Mr. MILLER. Do we know when that would occur?

Mr. JOHNSON. We haven’t made a formal decision on when we
would request an increase in the ceiling. Our obligations to con-
struct the project would exceed the ceiling in fiscal year 1995.

So we are apﬁroachjng a time when we will need to approach
Congress and ask for an increase.

Mr. MILLER. Would that include this next submission for appro-
priations?

Mr. JOHNSON. Yes. There will be laid out in the 1995 budget re-
quest.

Mr. MILLER. Again, it may go to one of the issues in terms of how
we have to construct this. In the past, within the context of legisla-
tion, and in the context of these projects, this is something that
was not always viewed as being important. From time to time you
were able to go to the appropriations process—and various projects
throughout the West have done that—and simply moved past that
ceiling and gotten the appropriations with the full recognition that
you were exceeding the authorization.

If in fact your calculations are correct, I would just throw out,
because I think it is a statement of fact, that that is no longer true
in the legislative atmosphere in the Congress.

Mr. Pastor sits on the Appropriations Committee, and he knows
and we all know on a bipartisan basis the battles that took place
in this last session of Congress over authorized and unauthorized
projects in the transportation budget, the Water and Power Sub-
committee budget and others. The chairman of the Appropriations
Committee essentially was put in the position of having to strip
those projects from the bill to seek their passage.

And that is a bipartisan effort. That is led by people on both
sides of the aisle to make sure that we stay within those caps, and
that we have those reviews. I don’t know how many times, when
the Appropriations Committee, at the behest of the leadership or
the Administration or others, tried to put in unauthorized projects,
successful amendments were overwhelmingly adopted to strike
those projects from those bills. Then when attempts were made to
insert those projects in the Senate and bring them back to the
House, they were struck on points of order, because the rules of the
House have changed in the last two years.
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This raises great matters of contention, even with my own dele-
gation in California on transportation monies. But those rules have
changed rather substantially. So this isn’t a situation that you can
simply ignore if you think you have got the ear of one Member or
the other.

That determination will have a resulting impact here on that leg-
islative process.

And it is just one of these situations that has evolved over the
years in the House of Representatives. By now it is almost impos-
sible to get unauthorized projects or projects exceeding authority
past that process, in most instances with the concurrence of the
chairman of the Appropriations Committee. It doesn’t matter if
they are transportation or water projects or what-have-you. In his
own bill, HHS, he will not appropriate any money for any project
that is unauthorized.

So that is the direction we are moving in. So I think that every-
body ought to read Mr. Johnson’s statement as one of creating a
very serious result certainly within the House and I think in the
Congress overall.

Let me yield now to Congresswoman English for questions that
she might have, then I have a couple of follow-ups, then we will
go to the other members of the delegation sitting here.

Ms. ENGLISH. Thank you, Chairman Miller. You have asked sev-
eral questions which I was very interested in but I do have a cou-
ple of follow-ups.

Mr. Johnson, I am concerned about a couple of things with the
$100 million over the project that you were referring to. One of
them is, is there concurrence that that is the figure from CAWCD?
Is there agreement?

Mr. JOHNSON. There is not agreement on what the ceiling is.
They interpret the contract, you know, as I have said, their repay-
ment ceiling is limited to $1.8 billion, and our reading of the con-
tiact is it is limited to $2 billion.

That is just a ceiling. The actual determination of the amount
that is reimbursable is really a technical analysis. We know what
costs have been expended. There are certain rules and procedures
related to how you then assign those costs between what is reim-
bursable and what is nonreimbursable. It is a technical cost alloca-
tion analysis.

And that is the basis for our saying that ultimately the obliga-
tion is going to be $2.2 billion.

That analysis has been provided to CAWCD. We have an obliga-
tion to consult with CAWCD on the preparation of that analysis.
During the last year, as we were initiating repayment, we did in
f'acfl;l consult with CAWCD on that analysis in putting all of that to-
gether.

They have a chance to input to us on technical issues related to
how that allocation is done, and where they have comments that
have merit, we will incorporate them into the analysis.

Ultimately determining that amount is not a negotiation. We
consult with CAWCD, but ultimately the United States has the re-
sponsibility to ensure that we assign those costs in a technical way
consistent with the law and the procedures that we have.
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Ms. ENGLISH. Can you tell me briefly some of the projects that
you think are increasing the costs over what was agreed to?

Mr. JOHNSON. There are a number of things that have increased
the costs since we put the ceiling in the contract. And I don’t have
a comprehensive list of all the things. Certainly the siphons and
the need to repair the siphons is $150 million additional cost, some
of which is nonreimbursable in accordance with 575.

There has been inflation in the project that has caused cost in-
creases. There are some other areas where we have deficiencies in
the project that we are making repairs that have caused the costs
to increase also.

Ms. ENGLISH. Could the increase, the inflation, the cost of the si-
phons, be projects that, if the project had gone in a timeframe or
there had not been problems like the siphons, that those costs
would not have been incurred, wouldn’t the costs be right at the
ceiling that was set?

Are we talking about some gray areas here that might in fact be
partially the responsibility of the Bureau?

Mr. JOHNSON. Our authority for making costs reimbursable and
nonreimbursable is pretty clear. Flood control, Indian use of facili-
ties, basically Reclamation law and the authorizing Act in essence
define what costs can be reimbursable.

We really don’t have latitude when we have a problem like the
siphons to make those costs nonreimbursable. There is no choice.
If the dollars are spent, we have to allocate those costs and assign
them in accordance with the laws and the authority we have.

So I guess from our perspective, no, there is not a gray area. If
the costs are incurred, we have to allocate them to those reimburs-
able functions consistent with the authorities and the laws that we
have.

I appreciate that there are issues associated with the siphons.
CAWCD’s concerns on particularly the siphons were partially ad-
dressed, I think, in the legislation that was provided, that made
half of those costs nonreimbursable. But we had to have authority
to do that. We couldn’t do that administratively.

Ms. ENGLISH. Thank you.

Mr. MILLER. Let me ask you one question and then go to the
other Members. Well, actually two questions. The issue of target
pricing, as I understand the discussion I have seen in this, where
you would make water available to non-Indian irrigators at a tar-
get price, and then I guess CAWCD has to make up that cost obli-
gation to the Federal Government, but internally they make that,
that theoretically allows non-Indian irrigators to stay in business
or lowers their cost so hopefully they can stay in business.

That also diminishes the obligation to the Federal Government,
does it not, because there is less cost associated with the repay-
ment of that water because it is agriculture water, and that is the
way it is set up under the arrangements for the CAP?

Mr. JOHNSON. That is correct.

Mr. MILLER. So there is an accounting procedure by which you
end up owing the Federal Government, if you can keep this water
in a characterization of non-Indian agricultural water?

Mr. JOHNSON. That is right.

Mr. MILLER. What happens on the Indian side of that equation?
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Mr. JOHNSON. That is an area where we have a difference, 1
think, on O&M costs with CAWCD.

Mr. MILLER. They would be paying market rates?

Mr. JOHNSON. Under CAWCD’s interpretation of the contract,
they would assign the O&M cost based on proportionate deliveries.
We would be setting water rates based on, say, delivery of 300,000
or 400,000 or 500,000 acre-feet, rather than the 1.5 million acre-
feet that was intended, and that will drive up the cost of water if
it was not subsidized from some source, significantly, and result in
a charge for Indian use under the CAWCD proposal, in the early
years of $80 to $120 an acre-foot, depending on how much water
is delivered.

Mr. MiLLER. That would be adjusted on a yearly basis based
upon O&M?

Mr. JOHNSON. It would depend on the O&M costs on an annual
basis, but more importantly it varies based on how much water is
delivered. See, we are not delivering as much water, and the agri-
culture users are not paying—they had an obligation to pay for the
water whether they took it or not, and we are not delivering as
much water.

So CAWCD says, well, now it is our discretion to assign these
O&M costs based on the actual deliveries. And with the high fixed
O&M costs of $30 million, we get a very high acre-foot on O&M
cost that ends up being assigned to Indian tribes.

Our view is that the non-Indian agriculture users were respon-
sible for paying that cost. Now that they have defaulted, there is
no basis for CAWCD to assign those costs, you know, in this man-
ner. If the non-Indian agriculture folks have defaulted in their
O&M payments, then that is a relationship between CAWCD and
non-Indian agriculture, and it is up to CAWCD to come up with the
money to pay that cost that non-Indian agriculture is not paying.

Mr. MILLER. What is the target price under discussion?

Mr. JOHNSON. For non-Indian agriculture, it is $17 to $27 an
acre-foot, depending on which pool it is in.

Mr. MILLER. That would cover what?

Mr. JOHNSON. That would cover the cost of delivering the water
to the irrigators. Actually it would not cover the full cost. The vari-
able cost of delivery is approximately $39 an acre-foot. That is just
a variable cost. The full cost if we delivered the 1.5 million acre-
feet, paid the full $3¢ million fixed O&M and the variable cost, the
full cost that was intended to be charged originally if the project
would have worked the way it was intended, would be about $60
an acre-foot.

Mr. MILLER. Yesterday we visited Gila River and flew over fairly
extensive agricultural investment in terms of, I think, olives and
citrus. I don’t know this, but let me just speculate, under this sce-
nario we would then be, after, if you have arranged a target price
for non-Indian irrigation, you would be hard pressed to do the same
for Indian irrigation.

And absent that, if those prices are what you suggest they are,
I don’t know, you know, where you break even in citrus and that
sort of thing, but absent serious Federal subsidy to Indian irriga-
tion, they are not going to be in business.
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Mr. JOHNSON. They are not going to be using CAP water, not at
that price.

Mr. MILLER. There is always another choice in the State. That
is why we have the CAP project, right? Or there is a choice for a
while, I guess. But that would be the arrangement, and the theory,
the unspoken theory here is that, well, we will meet our trust obli-
gations, the Federal Government will have to meet its trust obliga-
tions to the Indians. They have made this investment, somehow we
will bail them out.

So it is sort of an indirect three cushion shot here where the
unspoken is that we are going to reach into our pocket, the Federal
Treasury, because we are not going to let that happen to the Indian
nations in this area. You don’t have to agree to that.

Mr. JOHNSON. We don’t have to. We think we are obligated to
pay O&M costs.

Mr. MILLER. We are still under $3 billion, right? I don’t want to
have a cost overrun right in this hearing room.

Mr. Duffus, have you looked at going to this question of the
stretchout of the loans to 50 years, have you looked at the financial
integrity of the individual districts? You didn’t cover that in this.

Mr. DUFFus. We did not look at that.

Mr. MILLER. Thank you. Ed, do you have questions?

Mr. PAsTOR. I will submit some written questions.

Mr. MILLER. We will have written questions, both from the com-
mittee and I assume from Members that are sitting here. We will
transmit those to you.

Mr. PASTOR. I just want to make a comment, and it shows how
sometimes reasonable men will differ. In one testimony from GAO
on page 8, which concerns projected power revenues that may not
materialize, you say that you have a contract, it will expire in
2011, and we don’t know what the situation will be.

It is interesting that Mr. Duffus sees this as a liability. If you
turn to Mr. Johnson, on page 5, he sees utilization of windfall
power revenues as an asset. Somehow we are going to have to get
some agreement on issues like this.

I think it is very important as we make a determination of the
financial future of CAP, that at least we get some agreement of
how we are going to treat circumstances like this, because it can’t
be both a liability and an asset. In part I believe this is a function
of looking at the CAP from a best-case or worst-case scenario. I
would just like you to comment on that.

Mr. JOHNSON. I think the GAO comment, and gentlemen, correct
me if I am wrong, is probably related to what happens after 2011
in terms of the Navajo power plant, and is there still going to be
a viable power plant to provide power resources to pump the water.

Mr. PASTOR. Yesterday we were talking about 2032.

Mr. JOHNSON. Qur comment about being an asset was really
talking about the period between now and 2011, when we are going
to generate significant revenues from the sale of excess power.

So we are really talking about two time periods.

Mr. PASTOR. 2011 and 2023?

Mr. Durrus. We are talking about 2011 and what happens be-
yond 2011. That is when the contracts expire. The two that the
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District has expire in 2011. The one it is negotiating is to expire
in 2011 as well.

So we are saying that the District is assuming over the 50-year
term that they were going to have that money. And we are raising
an uncertainty that when the contracts expire in 2011, it is not
known whether they can be renewed at the same favorable rates.
I think that is the difference.

Mr. PASTOR. Thank you, Mr. Chairman.

Mr. MILLER. Mr. Kyl.

Mr. KYL. Mr. Chairman, I just have one question for Mr. John-
son. On page 4 of your testimony you say the Reclamation would
be forced to curtail construction activities and the second contin-
gent, you actually testified that was just an option. The Reclama-
tion has not made a decision as to——

Mr. JOHNSON. No, we have not. As a matter of fact, we are hope-
ful that our negotiations with CAWCD will be fruitful and that not
have to occur.

Mr. KyL. But if it did, that is not a certainty it would be cur-
tailed, that is an option that you have?

Mr. JOHNSON. That is an option that we have, yes.

Mr. KyL. Thank you.

Mr. MILLER. Sam.

Mr. COPPERSMITH. Let me submit most of these for the record.
But I'd like to ask Mr. Johnson about the Bureau’s contention that
you need to be brought into discussions of the agreement that the
CAWCD has made, and you need to approve any agreement.

I don’t want to take time now to discuss the procedural frame-
work, but substantively, what are the sorts of things that the Bu-
reau would like to see in that contract that aren’t there now? What
sort of things would the Bureau’s approval depend on, or what is-
sues would the Bureau like to see addressed that have not been?

Mr. JOHNSON. I think simply our only concern is to protect the
financial interests of the United States and ensure that the United
States is fully repaid. And I think that if we can resolve the O&M
issue and the repayment ceiling issue, and distribution system
loans, and ensure that in fact the United States is going to receive
full repayment consistent with the terms that have been estab-
lished, then I think that is what we are looking for.

We are looking for those conditions to be incorporated into the
proposal that CAWCD has put forward.

Mr. COPPERSMITH. Thank you.

Mr. MILLER. Mr. Stump.

Mr. StuMP. No thank you, Mr. Chairman.

Mr. MILLER. Thank you very much for your cooperation. Mr.
Duffus, would you mind properly characterizing, this is not a for-
mal GAO report, correct?

Mr. Durrus. That is correct, Mr. Chairman. We are here testify-
ing today on our ongoing work. We have not got to the reporting
stage. It is our intention after this hearing to sit down with com-
mittee staff and decide where we go from here in terms of report-
ing.

So this is testimony and not a formal GAO report.
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Mr. MiLLER. Thank you. Thank you, very much for your coopera-
tion. As you know, we will be sitting down after this hearing with
both of these parties. Thank you.

The next panel will be made up of the Honorable George Miller,
the Mayor of the city of Tucson, Arizona, and Mr. Mark DeMichele
is the President and CEO of Arizona Public Service and co-chair-
man of the Governor’s Advisory Committee on the CAP. Ms. Rita
Pearson, Director of the Department of Water Resources, State of
Arizona, and Mr. Sam Goddard, President, Board of Directors,
Central Arizona Water Conservation District.

Welcome to the committee. Your formal statements and the sup-
porting documents will be made part of the record of this commit-
tee. You can see the number of questions that we have, so to the
extent you can please summarize. Mayor Miller, we are going to
begin with you. That is a great name in the State of Arizona.

PANEL CONSISTING OF HON. GEORGE MILLER, MAYOR, CITY
OF TUCSON, AZ; MARK DeMICHELE, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, ARIZONA PUBLIC SERVICE CO., AND
CO-CHAIRMAN, GOVERNOR’S CENTRAL ARIZONA PROJECT
ADVISORY COMMITTEE; RITA P. PEARSON, DIRECTOR, DE-
PARTMENT OF WATER RESOURCES, STATE OF ARIZONA;
AND SAMUEL GODDARD, PRESIDENT, BOARD OF DIREC-
TORS, CENTRAL ARIZONA WATER CONSERVATION DISTRICT

STATEMENT OF MAYOR GEORGE MILLER

Mayor MILLER. Chairman Miller, thank you very much for com-
glg here, and also I want to say hello to the committee members

ere.

I am glad to see the congressional group from Arizona here. 1
know that my own experience, every one of the Members of the Ar-
izona congressional delegation have been south of the Gila, and we
appreciate that too.

I certainly appreciate the opportunity to present testimony on be-
half of the city of Tucson concerning Tucson’s water situation and
its firm commitment to the Central Arizona Project.

I want to start off by emphasizing Tucson’s historic role in bring-
ing the Central Arizona Project to Arizona. Until CAP water deliv-
ery began, Tucson was totally dependent on groundwater. As a
matter of fact, the largest city in the United States totally depend-
ent on groundwater, mine water. Tucson committed early to
groundwater conservation and to taking its full CAP allocation as
rapidly as possible before Arizona law demanded it. But taking de-
livery of CAP water has turned out to be a difficult process for us.

Economic factors underlying original cost assumptions have col-
lapsed. Original estimates for operation and maintenance as well
as capital charges have skyrocketed. As this subcommittee is
aware, the most critical change is the agricultural community’s se-
verely reduced economic ability to take CAP water. As a result,
many of the costs that were to have been paid by agriculture will
shift to municipal users.

What is more, new technical problems have arisen that make dif-
ficult and expensive Tucson’s immediate conversion to full reliance
on CAP. I will speak to each one of these issues. Before I do, I want
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to say the most important thing I can tell this subcommittee today,

and I want to emphasize that, the most important thing I can say

today is that despite the enormous complexity of the issues and

number of conflicting interests involved, Tucson is satisfied with ef-

forts taken by the Central Arizona Water Conservation District to

;ealize the city’s financial obligation to support the Central Arizona
roject.

The current approved structure of charges is one that Tucson can
live with. The process has been one of cooperation, open debate,
statewide public involvement, and has recognized and reconciled
many conflicting interests across the State. Tucson applauds the
CAWCD and reports to this subcommittee the city’s belief that the
CAWCD has made a strenuous effort to meet its obligations to the
United States of America while addressing the needs of the water
user constituencies.

Tucson now serves 590,000 area residents. We serve not only the
city limits, but outside. That number will grow to 1.5 million by
2025, and estimated at 2.5 million 100 years from now. We used
105,372 feet of water in 1992 and will need 430,000 acre-feet in the
year 2100, no matter how successful our conservation efforts are.

Tucson has been a major supporter of the Central Arizona
Project. We recognize that CAP water will be the most viable long-
term water source to sustain Tucson’s economic and population
growth, meet Arizona groundwater code requirements, and con-
serve and preserve the city’s groundwater resources for the future.

In 1989, Tucson made a policy decision of rapid transition from
mine water, mine groundwater to surface water. To prepare for
CAP, Tucson has been shifting its economic resources from drilling
new wells and maintaining the well fields to reorienting the water
delivery system and to construction of a large treatment plant ca-
pable of delivering treated CAP water to substitute renewable
water for groundwater use.

Nearly $250 million has been invested in these facilities. The pu-
rification plant alone is $70 million.

The city’s allocation of CAP water is 148,420 acre-feet with an
additional 25,000 acre-feet allocated to private water companies
and State land in the area.

This area’s current CAP allocation will be totally utilized by the
year 2025. The city needs to acquire as much additional CAP water
as possible.

Tucson is and must be committed to the Central Arizona Project
to support the city’s future growth and environmental needs. The
riparian areas in our basin have been adversely affected as the
mining of water reduces the depth of the water table by 22.5 feet
every year. For instance in the Tanka Verde area, those who are
familiar with Tucson, over the northeast area, we, the City of Tuc-
son Water Department, a year ago last summer was actually bring-
ing water in water tank trucks to resupply that particular area be-
cause the trees were dying for the simple reason that we had
pumped so much water out of the underground that the roots
couldn’t get down far enough to replenish the vital water they re-
quire.

Also, I think one of the most important components when you
talk about the environment is the obvious, and that is the people
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who are going to live in the area of Tucson in the future. For the
Tucson basin to be able to provide water to its citizens, the CAP
is a necessity. There is no alternative actually to CAP water. And
our next source of clear water, drinking water, is going to be re-
claimed water.

And if I was a very, very young man, much younger than I am
gow, I think I would be buying up a perfume franchise for the year

030.

Tucson’s long-term commitment to the CAP remains intact de-
spite financial changes and problems experienced by the city at the
inception of the CAP water delivery. Conversion of Tucson’s 90,000
water users from groundwater to surface water has been a signifi-
cant challenge to the city. When the first 84,000 connections were
transferred from groundwater to CAP water, early this year, 7 per-
cent of those customers experienced problems on a scale that had
not been anticipated.

The surface water caused encrusted materials and old galvanized
steel pipes to break loose and resulted in delivery of brown water
to approximately 6,000 of the connections.

The city established a special office to deal with consumer com-

plaints and employed nationally recognized experts to help solve
the problem. However, a quick solution could not be achieved. We
have already spent above and beyond what we even considered
spending on this, $350,000 to meet the needs of individual people
who have been connected with CAP water.
- Tucson has returned a percentage of its customers to ground-
water while solutions are being sought. Unavoidably we will not be
able to take delivery of our full CAP entitlement as quickly as an-
ticipated. Tucson, however, will resolve its problems and take its
allotment as rapidly as possible.

I would like to address two other subjects, one concerning the Ar-
izona Water Rights Settlement Act, as well as terminal storage.
Tucson is committed to implementing the settlement claims to the
Tohono Nation embodied in the Water Rights Settlements Act of
1982. The city and local parties timely performed all their obliga-
tions under the Act.

However, unresolved disputes between the Nation and the
allottees have to date prevented dismissal of litigation. I want to
emphasize, we, the city of Tucson have made an agreement, but it
is being held up from being resolved because of the difference be-
tween the Nation and the allottees.

Last year, the Arizona congressional delegation introduced a
comprehensive amendments package which has been negotiated
among the Nation, the State, the local parties, and the city of Tuc-
son. And while the allottees participated in negotiations, they and
the Nation were unable to resolve their differences at this point.

This year, staff for the Senate Committee on Indian Affairs has
been working with the Nation, the allottees, and the Departments
of the Interior and Justice to develop a new comprehensive amend-
ments package for introcduction next year. We hope to have your as-
sistance in resolving this difficult problem.

Meanwhile, to assist the Nation and the allottees, Tucson has
been buying its CAP water through the Nation so the Nation can
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start to get financial benefits from the settlement. We are paying
the same price to them as we would to the CAWCD.

Terminal storage is critical to Tucson’s plan to rely on CAP for
its water future. The problems Tucson has switching from ground-
water to CAP water highlight the need for a storage facility near
the terminal of the aqueduct. Terminal storage is the final element
of the Central Arizona Project in southern Arizona.

Tucson plans to rely entirely on Central Arizona Project water as
soon as the switch from groundwater to CAP water can be made.

The Bureau is currently doing detailed planning, and beginning
EPA processes on the terminal storage proposal has been approved
by the city and the CAWCD board. The principal elements of the
proposals are a 15,000 acre-foot storage area reservoir, recharge fa-
cilities, and well fields with pipelines to the storage reservoir, so
that recharged water can be recovered and used to replenish the
reservoir supply.

The estimated cost of this project is $50 million for the storage
facility and $50 million for existing new well fields and pipelines.

We are counting on the Bureau to expedite its work on the cru-
cial portion of the Central Arizona Project so Tucson can plan for
full reliance on CAP water and stop pumping groundwater. We
were disappointed to learn earlier this week that the draft environ-
mental impact statement which was to be completed as we thought
January 1994, will be delayed until September 1994 because of the
physical problems at the proposed site.

I want to thank you for giving me this opportunity to brief you
on Tucson’s important long-term water issues, and certainly I
would be happy to answer any questions you may have.

Mr. MILLER. Thank you, very much.

[Prepared statement of Mayor Miller follows:]
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December 10, 1993
REVISED

GEORGE MILLER
MAYOR, CITY OF TUCSON

STATEMENT TO THE SUBCOMMITTEE ON
CVERSIGHT AND INVESTIGATIONS
OF THE
HOUSE NATURAL RESOURCES COMMITTEE

Chairman Miller, Members of the Subcommittee:

I appreciate the opportunity to present testimony on
behalf of the City of Tucson concerning Tucson’s water situation
and its firm commitment to the Central Arizona Project.

Tucson lies within the Upper Santa Cruz sub-basin; Tucson
Water serves approximately 90 percent of the area’s population
of approximately 650,000. Since the early 1900s, when the Santa
Cruz River flows diminished, groundwater has been Tucson’s sole

water source. As a result, Tucson has been forced to mine
groundwater - withdraw more groundwater than is naturally
replenished to the basin - to provide water to its growing
population. Tucson, recognizing the finite nature of the

groundwater resource, committed to a conservation ethic in the
1970s.

Since the 1970s, Tucson has been a major supporter of the
Central Arizona Project to import Colorado River to the
metropolitan areas of the state. Tucson recognizes that CAP
water will be the most viable long-term water source to sustain
Tucson’s economic and population growth, meet the Arizona
groundwater code requirements, and conserve and preserve the
City’s groundwater resource for the future.

In 1989, after a lengthy process of study and public input,
Tucson adopted a long range Water Resources Plan. As part of
that Plan, Tucson made a policy decision of rapid transition
from mined groundwater to surface water. Tucson’s long range
Plan called for transition to CAP water earlier than required by
Arizona’s Groundwater Management Code. For the past twelve
years, Tucson has been shifting its economic resources from
drilling new wells and maintaining the well fields, to
reorienting the water delivery system, and to the construction
of a large treatment plant capable of delivering treated CAP
water to substitute renewable water for groundwater use. Tucson
has invested nearly $250 million in the facilities required for
reliance on CAP water. In addition, the City is currently
recharging CAP water and plans to expand such recharge. This
water will be stored underground for future use.

Growth projections put the Tucson area’s population at 1.5
million by 2025, and at 2.5 million 100 years from now. The
City of Tucson used 105,372 acre-feet of water in 1992, and is
projected to need 240,000 acre-feet in 2025, and 430,000 acre-
feet in the year 2100. Tucson has a potential service area
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which includes most of eastern Pima County, north of the San
Xavier Indian Reservation. Additionally, along with its own
residents, Tucson serves other municipal and industrial
providers in the area. The City’s allocation of CAP water is
148,420 acre feet, with an additional 25,000 acre feet allocated
to private water companies and state land in the area. Tucson’s
long range plan indicates that this area’s current CAP
allocations will be totally utilized by the year 2025. The plan
calls for the City to ‘acquire as much additional CAP water as
possible. .

Tucson is and must be committed to the Central Arizona
Project to support the City’s future growth. At this time, I
would like to assure this Committee that Tucson’s long-term
commitment to the CAP remains intact, despite problems
experienced by the City at the inception of CAP water delivery.

In the past few months, new problems have arisen concerning
Tucson’s conversion to full reliance on CAP. Cost assumptions
underlying the utilization of CAP water have changed markedly
from initial projections, and technical problems were
encountered when CAP surface water entered the City’s pipelines.
I will speak to each of these issues in turn.

CAWCD Structure of Charges

As this Committee is aware, the most critical change is the
agricultural community’s severely reduced economic ability to
take CAP water. As a result, many of the costs that were to
have been paid by agriculture will shift to municipal users.
Operation, maintenance and replacement (OM&R) rates were
originally estimated to be within a range of $55 to $60, then
escalating on the basis of inflation. Today, it is clear that
these rates will not be high enough to cover fixed OM&R costs.
Capital charges were initially to be in the $5 to $10 per acre
foot range, escalating slowly to $48 over the 50 year repayment
period. With CAWCD’s new financial situation, these rates will
escalate much more quickly and to a somewhat higher level.

Nevertheless, Tucson is satisfied with efforts taken by the
Central Arizona Water Conservation District to realign the
City’s financial obligation to support the Central Arizona
Project. The current approved structure of charges is one that
Tucson can live with. The process has been one of cooperation,
open debate, state-wide public involvement, and has recognized
and reconciled many conflicting interests across the State. The
resulting plan makes it possible for Tucson to meet its
obligations to CAWCD, and for CAWCD to meet its obligations to
the federal government. Tucson applauds CAWCD, and reports to
this Committee the City’s belief that CAWCD has made a strenuous
effort to meet the needs of its water-user constituencies, as
well as its obligations to the United States of America.
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Tucson also wishes to bring to the attention of this
subcommittee the thorough review of the issues pertaining to CAP
utilization and financing achieved by Mark DeMichele and
Governor Symington’s CAP advisory committee. Many ideas which
became part of a successful rate restructure were the direct
result of the serious analysis completed through the cooperation
of all interests working together on this committee.

Technical Implementation Problems in Tucson

Conversion of Tucson Water’s 170,000 customers (590,000
people) from groundwater to surface water has been a significant
challenge for the City. In order to comply with anticipated new
stringent EPA requirements, Tucson constructed a state of the
art water treatment plant utilizing ozone and chloramine rather
than chlorine. We operated a pilot plant in Phoenix to identify
and deal with the problems that could be encountered when CAP
water was introduced in Tucson. A major public relations
campaign - was implemented to prepare our customers for the
changes they might encounter when CAP water arrived. When the
first 84,000 customers were transferred from groundwater to CAP
water early this year, 7% of those customers experienced
problems on a scale that had not been anticipated. The surface
water caused encrusted materials in old galvanized steel pipe to
break loose and resulted in the delivery of brown water to
approximately 6,000 customers. The City established a special
office to deal with customer complaints and employedenationally
recognized experts to help solve the problem. However, a quick
solution could not be achieved.

At one point, the Tucson City Council voted to stop taking
delivery of CAP water until this problem could be resolved. The
Council was clear and united, however, 1in continuing its
commitment to solve the "brown water" problem and return to CAP.
In fact, the Council reversed its vote after our technical
people discovered a means of segregating the affected customers
and returning them to groundwater. Tucson must deal with the
quality issues which have arisen because of the flow of CAP
water through the City’s older pipe system. Economic
consequences will include pipeline repair and accelerated
replacement, costs for homeowner damages, and the possible need
for a new demineralization plant. However, we will preserve
our basic conservation ethic, and our long-term need for CAP
water to meet the needs of Tucson’s growing population will
continue. To this end, Tucson has convened a committee of
citizens and experts to study and explore the options and costs
associated with a return to full CAP utilization. Additionally,
Tucson continues to explore alternative means of utilizing CAP
water other than direct use and delivery. Unavoidably, Tucson
will not be able to take delivery of its full CAP entitlement as
quickly as anticipated. But Tucson will certainly resolve its
problems and take its allotment as rapidly as possible.
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To assure that the Committee is fully informed with regard
to Tucson’s major water issues, I will address three more
subjects in this testimony: environmental concerns in the Tucson
region, the Southern Arizona Water Rights Settlement Act
(SAWRSA), and Tucson Terminal Storage.

Environmental Concerns

The riparian areas in our basin have been adversely
affected by groundwater mining, as the water table depth has
diminished by two to two-and-a-half feet per year. For example,
the City of Tucson has had to truck in water to preserve
vegetation in the Tanque Verde riparian area. As well,
subsidence is suspected in our area, which could result in
damage to both the natural 1landscape and the human
infrastructure. Tucson is committed to conserving the
groundwater table, and the natural resources of our desert
environment. Without our full allotment of Central Arizona
Project water, we risk further degradation of our natural
environment.

Southern Arizona Water Rights Settlement Act

Tucson is committed to implementing the settlement of the
water claims of the Tchono O’odham Nation which was embodied in
the Southern Arizona Water Rights Settlement Act of 1982. The
water claim dispute had its origins in 1975 litigation initiated
by the Nation against Tucson and other parties to establish
water rights and recover damages for perceived injuries to those
rights. As a result of protracted negotiations, SAWRSA was
passed in 1982. The Act called for the City and other local
entities to contribute money within a year to a cooperative
fund, and for the City to contribute 28,200 acre feet of
effluent to the Secretary within a year. In addition, the
Nation and the Secretary were to enter into a settlement
agreement within a year. The City and local parties timely
performed all of their obligations, and the settlement agreement
between the Nation and the Secretary was timely executed.

However, unresolved disputes between the Nation and
allottees have to date prevented dismissal of the litigation.
Tucson has been working with the Tohono O0’odham Nation, and has
attempted to work with the allottees to develop proposed
amendments to the Settlement Act that will resolve the remaining
issues. Last year the Arizona congressional delegation
introduced a comprehensive amendments package which had been
negotiated among the Nation, the State, local parties and the
City of Tucson. While the allottees participated in the
negotiations, they were unable to resolve their differences with
the Nation.

This year, staff of the Senate Committee on Indian Affairs
has been working with the Nation, the allottees, and the

4
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Departments of the Interior and Justice to develop a new
comprehensive amendment package for introduction next year. We
hope to have your assistance in resolving this difficult
problem. Meanwhile, to assist the Nation and allottees, Tucson
has been buying its CAP water through the Nation so that the
Nation can start to get financial benefits from the settlement.

Finally, terminal storage is critical to Tucson’s plans to
rely on CAP for its water future.

Terminal Storage

The problems Tucson has had switching from groundwater to
CAP water highlight the need for a storage facility near the
terminus of the agqueduct — terminal storage, as the final
element of the Central Arizona Project in Southern Arizona. As
I explained earlier, Tucson plans to rely entirely on Central
Arizona Project water as soon as the switch from groundwater to
CAP water can be made.

As early as 1978, the Commissioner of the Bureau of
Reclamation notified the Chairman of the House Committee on
Interior and Insular Affairs that the San Pedro Aqueduct had
been eliminated from the CAP and, instead, the Bureau proposed
to extend the Tucson aqueduct from Pinal County "to the south,
and to add terminal storage which will facilitate improved
operation of the Tucson agqueduct and its integration with the
Tucson water system."

In 1981, the Secretary of the Interior assured Governor
Bruce Babbitt "that the Tucson aqueduct and any required storage
will be sized to meet the future needs of Pima County within
cost and water allocation limits."

When the Plan Six Agreement was executed in 1986, the
United States, CAWCD and the City of Tucson agreed that Terminal
Storage, if approved by the Secretary, was to "provide as
reasonably reliable a supply of municipal and industrial (M&I)
water for the water users in the Tucson area as is provided for
other major Central Arizona Project M&I water subcontractors."

When the Bureau designed the CAP aqueduct from the Phoenix
area to Tucson, it assumed that terminal storage would be part
of the Project. The pumping plants for that stretch of the
aqueduct were built with single discharge 1lines while the
pumping plants between the Colorado River and the Phoenix area
contain dual discharge lines. This fact, the increased risk of
emergency outages south of the Phoenix area, and the presence of
regulatory storage at New Waddell Dam all combine to make the
CAP to Phoenix area subcontractors significantly more reliable
than the supply to the Tucson area.
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The Bureau is currently doing detailed planning and
beginning NEPA processes on a terminal storage proposal that has
been approved by the City and the CAWCD board. The principle
elements of the proposal are as follows :

1. A 15,000 acre foot surface storage reservoir with 350
cfs gravity flow to the Tucson Water Treatment plant;

2. Joint surface recharge facilities at the Pima Mines
Road location, with a CAWCD share of approximately 15,000 acre
feet per year;

3. Recovery of recharged water from two of Tucson Water'’s
existing exterior wellfields. Avra Valley and Santa Cruz
wellfields would be expanded slightly with the flexibility to
introduce flows either at the treatment plant or into the
surface reservoir;

4. Recovery of recharged water from a new Central Avra
Valley wellfield, located on City-owned property; the pumped
supply would be introduced directly into the CAP canal on the
discharge side of the Brawley Pumping Plant.

The estimated cost of this project is $50 million for the
storage facility and $50 million for existing and new wellfields
and pipelines. We were disappointed to learn earlier this week
that the draft Environmental Impact Statement which was to be
completed in January 1994 will be delayed until September 1994
because of physical problems at the proposed site. We are
counting on the Bureau to expedite its work on this crucial
portion of the Central Arizona Project so that Tucson can plan
for full reliance on CAP water and stop pumping groundwater.

Thank you for giving Tucson this opportunity to brief your
Subcommittee on our important long term water issues. I will be
happy to address any questions you may have.
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Mr. MILLER. Again, thank you for your hospitality and for the
chance to talk to you and your city staff about specifically the ter-
minal storage facility. We were properly admonislged and we did fly
over that area. They told me that area was a reservoir down there
even though it didn’t look like it. In California we put reservoirs
in steep canyons. I have never seen a reservoir on flat land. Appar-
ently it is doable.

It is a matter of serious negotiations with the Bureau. We will
stay involved in that.

Mark, welcome to the committee. I told you many months ago,
Mark, you didn’t want to do this.

Mr. DEMICHELE. Some advice 1 take and some I don’t.

Mr. MILLER. I think along with others, I know certainly with the
Members of your congressional delegation, we should thank you for
the time and the effort that you put on behalf of starting to delin-
eate these issues, and then going forward and making rec-
ommendations. Whether or not those recommendations are all ac-
cepted or partially accepted or negotiated into something else is
really almost immaterial.

I think the fact that you were willing and your committee was
willing to pull this apart and to start to deal with some of the basic
underlying facts and situations, we should all thank you for. I
think you probably have reduced the time to get to the end of this
story rather dramatically by that effort.

But if you ask me again today I would still advise you not to get
into it. I am sure it has taken an awful lot of time away from your
other concerns and interests. But welcome to the committee.

STATEMENT OF MARK DEMICHELE

Mr. DEMICHELE. Thank you, Chairman Miller. And welcome to
Arizona. Nice to see you in our territory. And a special welcome
home to the Members of our delegation here this morning. I think
it is more than that you all are together this morning.

I want to thank you for the opportunity to present testimony on
behalf of the Governor’s CAP Advisory Committee. You have got a
full agenda, so I am going to ask that my written statement be sub-
mitted for the record and I be permitted to summarize key points
of that statement in the interests of time.

First and foremost, Mr. Chairman, I want to thank you for your
willingness to take time from your busy schedule to meet with Rita
Pearson and other members of our Advisory Committee and me
during the course of the examination of the pertinent issues sur-
rounding CAP’s future. 1 appreciate the courtesies you have ex-
tended to me as well and your willingness to provide us consulta-
tion as we have embarked on the process of addressing the many
issues affecting CAP.

As you know, the advisory Committee’s recommendations rep-
resent, I believe, an extraordinary effort by a diverse group of peo-
ple who worked long and hard during the past 12 months to iden-
tify and examine all major issues impacting the CAP.

I can assure you no stone was unturned. It was an exhaustive
process.

I think you will agree many people felt this process had very lit-
tle chance of success at the outset. I am confident these thoughtful
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recommendations will be useful and important to Governor Sy-
mington, the Department of Water Resources, the CAWCD, the Bu-
reau of Reclamation, and your committee as it exercises its juris-
diction and responsibilities associated with oversight and investiga-
tion.

I am rather proud of the work that we have done in spite of all
the effort that it took. I am very pleased to present those rec-
ommendations for the record at this time.

Mr. Chairman, as you are well aware, the advisory Committee
was composed of representatives of all parties affected by CAP. At
your urging, which I greatly appreciated, the advisory Committee
recruited several environmentag leaders to be part of the process.
A special subcommittee on environmental issues was set u&), and
the working group charged with identifying and reviewing all envi-
ronmental issues related to the CAP.

And again, sir, | must emphasize it was an inclusive and open
dialogue to reach as much consensus as possible on these impor-
tant environmental issues. Although the final recommendation
does not contain agreement on all environmental issues examined
by the committee, I am heartened that several innovative rec-
ommendations have been put forth and agreed to by all the inter-
ested parties which comprised the advisory Committee.

They include recommendations for using CAP water to benefit
the environment, to benefit natural habitats, and to enhance our
State’s natural resources. We also concluded that the State and
CAWCD should aggressively study the potential benefits from envi-
ronmental, fish anﬁildlife use, not only to produce benefits in the
form of natural resource enhancement, but also because such uses
may potentially reduce repayment obligations on the project.

To complete the historical package, we concluded tﬂe State envi-
ronmental trust fund should be established, and on Tuesday, De-
cember 21, the week after next, the Department of Water Re-
sources and CAWCD will hold hearings on the establishment of the
environmental trust fund and review revenue sources to be used.

Now, I recognize that some environmental leaders have commu-
nicated in written form to Commissioner Beard addressing several
concerns which did not make it into our committee’s final rec-
ommendations. And quite frankly, no interests represented on our
committee got everything they wanted, not the cities, not agri-
culture, not the business interests. We intended to balance all the
interests as best as we could accomplish.

The State focused on goals to produce a solid, defensible set of
recommendations.

Although I believe it is within your purview, Mr. Chairman, to
review these additional environmental issues, I would hope the
Natural Resources Committee would give credit where credit is due
and support the findings of the CAP Advisory Committee as it re-
lates to environmental reforms as I have proposed.

Based on the results of our work in Arizona, we do have consen-
sus on work in several issues and plan to translate those issues
into an Arizona legislative package designed to quickly implement
several recommendations. We believe the aggressive legislative
package will strengthen the CAP and help reach two of the three
goals, which I set forth in my own mind as of paramount concern.
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First, these changes are designed to assure realistic long-term
water supply for Arizona well into the next century by utilizing
CAP in an efficient and cost-effective manner. Second, a goal which
I know is of enormous concern to your committee, is that of doing
everything possible to protect the interests of the Federal taxpayer
to ensure long-term financial viability of the project.

The financial legal subcommittee that authored our financial
plan was comprised of some of the best financial minds and legal
minds in this area. They created a financial model on their own
and completed the comprehensive analysis that will assure the
State of Arizona through its designee CAWCD, will be able to meet
its obligations to repay the Federal Government.

And lastly, Mr. Chairman, if I may be so bold, I will identify a
third goal, which I know is of high priority to you and other mem-
bers of the committee.

The reason I say “bold” is that this issue is probably the most
vexing of all those associated with the long-term prospects of put-
ting CAP in a realistic financial condition. I speak of outstanding
Indian water rights claims, which in my opinion are causing enor-
mous uncertainty, ambiguity, and questions about the long-term
O&M costs associated with the project.

Now, I have discussed this issue with Secretary Babbitt, Assist-
ant Secretary Rieke, and have strongly suggested we need atten-
tion to this issue in order to rationally approach solutions to alloca-
tion, utilization, and costs associated with the CAP resource.

We plan to do our part by including in our aggressive legislative
package a plan to create an Office of Indian Settlement Facilita-
tion. I implore you, Mr. Chairman, on behalf of all interested par-
ties in Arizona, to use your influence and apply whatever pressure
necessary to bring the issue of Indian water rights settlements to
the forefront as you address issues that impact CAP.

In closing, your leadership has played an impressive role in re-
structuring the water projects in California, Utah, and North Da-
kota in the last several years. It is not lost on members of the Ari-
zona business communities that you will undoubtedly be focusing
your attention and that of other members of your committee as we
go about enactment of the recommendations set forth in the Gov-
ernor’s CAP Advisory Committee.

Again, I want to thank you for your support and interest in our
committee’s work. I would be pleased to answer any questions at
the appropriate time.

[EDITOR’S NOTE.—See appendix for additional material for the
record submitted by Mr. DeMichele.]

Mr. MILLER. Thank you.

[Prepared statement of Mr. DeMichele follows:]
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TESTIMONY OF MARK DEMICHELE , CO-CHAIRMAN OF THE
GOVERNOR'S CENTRAL ARIZONA PROJECT ADVISORY COMMITTEE

 FOR THE U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON

NATURAL RESOURCES, SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS

GEORGE MILLER, CHAIRMAN

FRIDAY, DECEMBER 10, 1993

CHAIRMAN MILLER AND DISTINGUISHED MEMBERS OF THE SUBCOMMITTEE,

WELCOME TO ARIZONA.

I AM PLEASE TO HAVE THE OPPORTUNITY TO OFFICIALLY PRESENT THE REPORT OF
OUR RECENTLY COMPLETED GOVERNOR'S CENTRAL ARIZONA PROJECT ADVISORY
COMMITTEE AND TO DESCRIBE THE PROGRESS OF OUR STATE'S EFFORTS TO CRAFT
A PLAN FOR THE OPERATION OF THE CENTRAL ARIZONA PROJECT THAT WILL
ASSURE AN ADEQUATE WATER SUPPLY IN ARIZONA INTO THE 21ST CENTURY AND
BEYOND. MR CHAIRMAN, I REQUEST THE GOVERNORS CENTRAL ARIZONA PROJECT

ADVISORY REPORT BE SUBMITTED INTO THE RECORD.

FOR ARIZONA, SECURING OUR WATER SUPPLY IS OF UTMOST IMPORTANCE.
QUESTIONS ABOUT THE AVAILABILITY OF WATER IN ARIZONA STILL ARISE. THESE
QUESTIONS UNDERMINE OUR EFFORTS TO BRING NEW JOBS TO THE STATE. AS
CHAIRMAN OF THE GREATER PHOENIX ECONOMIC COUNCIL, I HAVE HAD THE
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OPPORTUNITY TO PARTICIPATE IN OUT-OF-STATE RECRUITING MEETINGS.
INEVITABLY, THE FIRST QUESTION RELATES TO THE AVAILABLE SUPPLY OF WATER
IN OUR STATE. AS CO-CHAIRMAN OF THE GOVERNOR'S CENTRAL ARIZONA PROJECT
ADVISORY COMMITTEE, I AM COMMITTED TO CREATE STRATEGIES AND
RECOMMENDATIONS THAT WILL FINALLY ANSWER THOSE OUTSTANDING WATER

QUESTIONS.

THE GOVERNOR, THE CAP ADVISORY COMMITTEE, LEADERS OF OUR ARIZONA
LEGISLATURE, THE ARIZONA DEPARTMENT OF WATER RESOURCES AND THE
CAWCD BOARD MEMBERS, WITH WHOM I HAVE REVIEWED OUR
RECOMMENDATIONS, ALL ARE DEDICATED TO THE EFFICIENT AND COST EFFECTIVE
OPERATION OF THE CENTRAL ARIZONA PROJECT AND WE ARE PREPARED TO

FULFILL OUR OBLIGATION TO REPAY THE UNITED STATES GOVERNMENT.

IN ORDER TO ACCOMPLISH OUR MISSION TO DEVELOP THE MOST USEFUL REPORT
AND REALISTIC SET OF RECOMMENDATIONS, MR. CHAIRMAN, YOU WILL RECALL
REPRESENTATIVE KARAN ENGLISH, YOU AND I MET TO DISCUSS THE GOALS OF OUR
COMMITTEE AND AMBITIOUS WORK PLAN WE HAD DESIGNED. THROUGH THIS
TESTIMONY, I WILL REVIEW OUR COMMITTEE GOALS, AS 1DID AT THAT MEETING,
DESCRIBE THE POLICY ISSUES WE CONSIDERED AND CONCLUDE MY TESTIMONY

WITH OUR "ACTION RECOMMENDATIONS."

i3
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GOVERNOR'S CAP ADVISORY COMMITTEE PLANNING GOALS:

OUR CAP ADVISORY COMMITTEE ADOPTED A SET OF FIVE PLANNING GOALS AND
OBJECTIVES TO BE USED AS A FRAMEWORK OF DISCUSSION WITHIN OUR THREE
WORKING GROUPS (FINANCE/LEGAL, ENVIRONMENT AND INDIAN AFFAIRS) AND TO
BE USED AS GUIDANCE FOR THE FULL CAP ADVISORY COMMITTEE. THE

COMMITTEE PLANNING GOALS AND OBJECTIVES WERE TO:

() PROTECT ARIZONA'S ENTITLEMENT OF COLORADO RIVER WATER TO
PROVIDE A SECURE LONG TERM WATER SUPPLY FOR GROWTH AND
MAINTENANCE, AND TO ENHANCE THE STATE'S QUALITY OF LIFE.

(2)  ENSURE THE FINANCIAL INTEGRITY OF THE CAP IN A COST- EFFECTIVE WAY.

(3)  IDENTIFY HOW AND TO WHAT EXTENT THE CAP MAY BE UTILIZED TO
ENHANCE THE STATE'S ENVIRONMENT,

(9  UTILIZING CAP WATER TO THE EXTENT PRACTICABLE, TO ACHIEVE THIS
OBJECTIVE.

(5  UTILIZE CAP AS A WATER SUPPLY SOURCE TO COMPLETE AND IMPLEMENT
WATER RIGHTS SETTLEMENTS WITH INDIAN TRIBES IN ARIZONA.

(6)  UTILIZE CAP WATER TO ACHIEVE WATER MANAGEMENT GOALS IN THE
URBAN AND RURAL AREAS OF THE STATE. WE PLACED PARTICULAR
EMPHASIS ON PRESERVING THE STATE'S GROUND WATER MANAGEMENT

CODE.

A
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MR. CHAIRMAN, IRECALL THAT YOU AND REPRESENTATIVE ENGLISH MADE IT
VERY CLEAR AT THE MEETING, THAT IN ORDER TO PRODUCE A CREDIBLE REPORT,
IT WOULD NEED TO BE, IN FACT IT MUST BE, REFLECTIVE OF THE DIVERSE
CONSMCB INTERESTED IN OUR "WATER FUTURE" IN ARIZONA.
CONGRESSMAN MILLER, MEMBERS OF THE COMMITTEE, I AM PLEASED TO REPORT
THAT OUR COMMITTEE MEMBERSHIP IS CONSISTENT WITH THAT SUGGESTION.

OUR COMMITTEE REPORT IS REFLECTIVE OF THE THOUGHTS OF A DELIBERATELY
DIVERSE MEMBERSHIP, SOME 34 MEMBERS REPRESENTING ARIZONA AGRICULTURE,
BUSINESS, LOCAL AND NATIONAL ENVIRONMENTAL INTERESTS, MUNICIPAL
OFFICIALS PLUS INDIAN AND LEGISLATIVE INTERESTS. MEMBERSHIP 6N THE
COMMITTEE WAS ALSO GEOGRAPHICALLY DIVERSE REPRESENTING THE FAR FLUNG

ARIZONA COUNTIES OF MARICOPA, PIMA, PINAL, YAVAPAI AND COCONINO.

ORIGINALLY, SOME MAY RECALL, THE COMMITTEE WAS MADE UP OF 29 MEMBERS
BUT WAS EXPANDED TO 34 MEMBERS TO INSURE EVEN GREATER REPRESENTATION
BY INTERESTED PARTIES. IN THE EARLY DECADES OF CAP DEVELOPMENT, URBAN
AND AGRICULTURAL INTERESTS DOMINATED THE DEBATE. IN RECENT YEARS
OTHER CONSTITUENCIES ARE PLAYING A ROLE IN SHAPING CAP POLICY. IN
RECOGNITION OF THIS CHANGE, GOVERNOR SYMINGTON INCLUDED SEVERAL
MEMBERS OF THE ENVIRONMENTAL COMMUNITY ON THE ADVISORY COMMITTEE. I
STRUCTURED THE COMMITTEE PROCESS TO INCLUDE A SEPARATE ENVIRONMENTAL

WORKING GROUP.
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THROUGHOUT OUR POLICY AND RECOMMENDATION PROCESS WE RECOGNIZED,
THAT USING CAP WATER FOR ENVIRONMENTAL ENHANCEMENT IS A WISE AND

APPROPRIATE USE OF THE RESOURCE.

COMMITTEE MEMBERSHIP IS LISTED ON PAGE 32 TO 35 OF THE REPORT. SOME
MEMBERS OF THE COMMITTEE HAD SIGNIFICANT EXPERTISE REGARDING THE
PROJECT, WHILE OTHERS WERE WELL VERSED IN PUBLIC POLICY ISSUES AND
BUSINESS MANAGEMENT STRATEGIES WHICH PROVED TO BE OF GREAT
ASSISTANCE. 1 BELIEVE THEIR EXPERTISE IS REFLECTED IN THE THOUGHT AND

DETAIL CONTAINED IN THE FINAL "ACTION RECOMMENDATIONS".

AS IT RELATES TO THE SPECIFIC "ACTION RECOMMENDATIONS," IT SHOULD BE
NOTED THAT THEY ALL WERE SUPPORTED BY A MAJORITY OF THE MEMBERS WITH

MOST "ACTION RECOMMENDATIONS" BEING APPROVED UNANIMOUSLY.

THE WELL ATTENDED PUBLIC AND OPEN COMMITTEE MEETINGS, THE STATEWIDE
PUBLIC INVOLVEMENT PROCESS THAT PARALLELED MEETINGS OF THE FULL
ADVISORY COMMITTEE AND THREE ACTIVE WORKING GROUPS; FINANCIAL/LEGAL,
ENVIRONMENTAL AND THE INDIAN ISSUES WORKING GROUP, WERE THE FORUMS TO
IDENTIFY OUR COMMON INTERESTS AND SET ASIDE, WHENEVER POSSIBLE, THE

NARROW SELF INTERESTS THAT CAN DIVIDE A PROCESS OF THIS MAGNITUDE.
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ADVISORY COMMITTEE POLICY FORMULATION AND "ACTION
RECOMMENDATIONS":
NOW TO THE DETAILS OF THE SPECIFIC POLICIES FORMULATED AND THE "ACTION

RECOMMENDATIONS" OF THE ADVISORY COMMITTEE.

OUR GOVERNOR'S CAP COMMITTEE EVALUATED A WIDE RANGE OF ISSUES RELATED
TO STATE AND FEDERAL WATER MANAGEMENT POLICIES AND OBJECTIVES PLUS
THE OPERATION OF THE CAP. WE THEN ADOPTED *POLICY ISSUES" WHICH FORMED
THE BASIS UPON WHICH WE DEVELOPED AND ADOPTED COMMITTEE ACTION
RECOMMENDATIONS. THOSE POLICY ISSUES CAN BE FOUND ON PAGES 20-26 OF THE

FINAL REPORT.

REVIEW OF THE ADVISORY COMMITTEES POLICY ISSUES:
WE CONCLUDED THAT STATE POLICY SHOULD STRIVE TO PROTECT ARIZONA'S FULL
COLORADO RIVER ENTITLEMENT TO ASSURE AN ADEQUATE SUPPLY FOR FUTURE

ECONOMIC GROWTH.

WE CONCLUDED THAT IN ANY REFORMULATING OF THE CAP, WATER MANAGEMENT
GOALS OF THE ARIZONA GROUND WATER MANAGEMENT ACT SHOULD BE

INTEGRATED INTO THE SOLUTION.
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OUR NEXT POLICY ISSUE ADDRESSED THE ORIGINAL PURPOSE OF THE CAP AS A
REPLACEMENT SUPPLY FOR ARIZONA IRRIGATION. IRRIGATED AGRICULTURE IS THE
LARGEST USER OF GROUND WATER IN THE CENTRAL ARIZONA PROJECT SERVICE
AREA. ONE OF THE PROJECT'S PRIMARY PURPOSES WAS TO SUPPLY WATER TO THE
AGRICULTURAL SECTOR. SINCE NO NEW LAND IS ALLOWED TO BE PUT INTO
AGRICULTURAL PRODUCTION, USING EITHER GROUND WATER OR CAP WATER, OUR
ALLOTMENT OF CAP WATER IS INTENDED TO BE A SUBSTITUTE OR A "RESCUE"
SUPPLY FOR AGRICULTURE, WHICH WILL ALLOW IT TO BE A SUSTAINABLE
INDUSTRY IN OUR STATE. IF AGRICULTURE CANNOT UTILIZE CAP WATER BECAUSE
THE COST IS TO HIGH, IT WILL REMAIN ON GROUND WATER. THIS WILL
EVENTUALLY DEPLETE THE STATE'S GROUND WATER SUPPLY WITHIN CENTRAL
AND SOUTHERN ARIZONA. FOR POLICY PURPOSES, WE CONCLUDED THAT
FINANCIAL ASSISTANCE TO IRRIGATION DISTRICTS, THROUGH LOWER CAP COSTS
AND RESTRUCTURED DISTRIBUTION DEBT SHOULD BE PROVIDED, BUT ONLY TO THE
EXTENT THERE ARE BENEFITS TO THE STATE, INCLUDING THE STATE'S

ENVIRONMENT AND CAWCD'S OTHER WATER CUSTOMERS.

THE ADVISORY COMMITTEE CONCLUDED THAT A REFORMATTED CAP SHOULD USE

CAP WATER FOR ENVIRONMENTAL ENHANCEMENT PURPOSES.

OUR POLICY REVIEW CONTINUED BY REEMPHASIZING THE IMPORTANCE OF
RESERVING CAP WATER SUPPLIES FOR FUTURE MUNICIPAL AND INDUSTRIAL USE IN

THE STATE.

iy




68

15

16

17

20

21

22

23

24

26

THE POLICY FORMULATION PROCESS PLACED A VERY HIGH LEVEL OF IMPORTANCE
ON THE RESOLUTION OF INDIAN WATER RIGHTS CLAIMS WHERE THOSE CLAIMS

INCLUDE CAP WATER AS A CRITICAL COMPONENT OF THEIR RESOLUTION.

THE FINAL POLICY ISSUE WE REVIEWED RELATED TO USING REVENUE SOURCES,
OTHER THAN WATER CHARGES, TO LOWER THE COST OF CAP WATER. WE
CONCLUDED THAT INCREASED POWER REVENUES, CONTINUATION OF CERTAIN
TIME LIMITED AD VALORUM TAXES, GROUND WATER WITHDRAWAL FEES, AND

GENERAL FUND APPROPRIATIONS SHOULD BE REVIEWED.

CAP ADVISORY COMMITTEE "ACTION RECOMMENDATIONS"

NOW TO THE "ACTION RECOMMENDATIONS" FOUND ON PAGE 27 TO 31 OF THE
REPORT I HAVE SUBMITTED. THE FINANCE/ LEGAL COMMITTEE THAT DIVISED OUR
RECOMMENDED PLAN WAS COMPRISED OF SOME OF THE BEST FINANCIAL AND
LEGAL EXPERTS IN OUR REGION. THEY CREATED A FINANCIAL MODEL AND
COMPREHENSIVE ANALYSIS THAT WAS INSTRUMENTAL IN PRODUCING THE FINAL
RECOMMENDATIONS. THOSE RECOMMENDATIONS, IN SUM, WILL ASSURE THAT
THE STATE OF ARIZONA, THROUGH IT'S DESIGNEE, THE CENTRAL ARIZONA WATER
CONSERVATION DISTRICT, WILL BE ABLE TO MEET ITS FINANCIAL OBLIGATIONS TO
REPAY THE UNITED STATES GOVERNMENT. THESE FINANCIAL RECOMMENDATIONS
ARE FAR REACHING, RANGING FROM A "TARGET PRICING" MECHANISM TO AN
INCREASED USE OF PRICING INCENTIVES TO CAUSE AN INCREASE IN THE USE OF

CENTRAL ARIZONA PROJECT WATER.

8-
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THE REPORT CONTAINS A STRONG RECOMMENDATION THAT CAWCD AND THE
ARIZONA DEPARTMENT OF WATER RESOURCES JOINTLY DEVELOP A PROGRAM FOR
INTRASTATE MARKETING OF CAP WATER AND STUDY THE FEASIBILITY OF
ARRANGEMENTS IN WHICH CALIFORNIA AND NEVADA TAKE ADVANTAGE OF
UNUSED ENTITLEMENT AND CANAL CAPACITY TO STORE WATER IN ARIZONA IN
EXCHANGE FOR THE RIGHT TO INCREASE COLORADO WATER DIVERSIONS IN THE
FUTURE. THIS TYPE OF PROGRAM SHOULD BE BENEFICIAL TO ARIZONA AND TO THE
REGION BECAUSE IT WOULD PROVIDE A LONG-TERM SOURCE OF WATER TC A
NEIGHBORING STATE WITHOUT REDUCING ARIZONA'S COLORADO RIVER
ENTITLEMENT. THIS STRATEGY WOULD PROVIDE ADDITIONAL UTILIZATION OF THE
PROJECT, THEREBY REDUCING COSTS FOR ARIZONA CONTRACTORS AND

SUBCONTRACTORS.

OTHER "ACTION RECOMMENDATIONS" RECOGNIZED THAT QUTSTANDING INDIAN
WATER RIGHTS CLAIMS ARE AN INTEGRAL PART OF BOTH THE CAP PROBLEM AND
IT'S SOLUTION. IT IS IN THE BEST INTEREST OF THE INDIAN COMMUNITIES, THE
FEDERAL GOVERNMENT AND THE STATE, THAT WE RECOMMEND THE FEDERAL
GOVERNMENT MAKE SETTLEMENT OF OUTSTANDING WATER RIGHT CLAIMS IN
ARIZONA, A TOP PRIORITY. CURRENTLY, WE ARE PREPARING AN AGGRESSIVE
ARIZONA LEGISLATIVE PACKAGE. THIS PACKAGE IS DESIGNED TO QUICKLY
IMPLEMENT SEVERAL OF OUR RECOMMENDATIONS. ONE IMPORTANT ELEMENT OF
THE LEGISLATIVE PACKAGE WILL ENABLE ARIZONA TO DO ITS PART IN RESOLVING
OUTSTANDING INDIAN WATER RIGHTS CLAIMS BY CREATING AN OFFICE OF INDIAN
SETTLEMENT FACILITATION. 1 HAVE ASKED SECRETARY OF INTERIOR BRUCE
BABBITT AND BETSY RIEKE OF THE INTERIOR DEPARTMENT TO HELP IN THE

-5-
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EFFORT TO RESOLVE OUTSTANDING INDIAN WATER RIGHT CLAIMS. I APPEAL TO
YOU, CONGRESSMAN MILLER, AND YOUR COLLEAGUES TO HELP RESOLVE THE

SEVERAL OUTSTANDING INDIAN CLAIMS THAT STILL REMAIN.

THE COMMITTEE ADDRESSED ENVIRONMENTAL ISSUES IN THIS STATE AND MADE
RECOMMENDATIONS THAT, I BELIEVE, PUT OUR STATE IN THE FOREFRONT OF USING
CAP WATERS TO BENEFIT THE ENVIRONMENT, TO BENEFIT NATURAL HABITATS AND
TO ENHANCE OUR STATE'S NATURAL RESOURCES. WE CONCLUDED THAT WATER
ALLOCATIONS OF BETWEEN 50,000 AND 150,000 ACRE FEET BE STUDIED AND
SERIOUSLY CONSIDERED FOR ENVIRONMENTAL ENHANCEMENT PROJECTS. A
LARGE AMOUNT OF WATER RESERVED FOR ENVIRONMENTAL ENHANCEMENT
COULD BE DEDICATED TO THE COLORADO MAINSTEM. A TASK FORCE SHOULD BE
NAMED TO DISCUSS THE ECONOMIC, ENVIRONMENTAL AND POLITICAL
CONSEQUENCES OF THE ALLOCATION OF CAP WATER FOR ENVIRONMENTAL
ENHANCEMENTS WITH APPROPRIATE REPRESENTATIVES OF THE FEDERAL

GOVERNMENT AND THE COLORADO RIVER BASIN STATES.

IN OTHER ENVIRONMENTAL RECOMMENDATIONS, WE CONCLUDED THE STATE AND
CAWCD SHOULD AGGRESSIVELY STUDY THE POTENTIAL BENEFITS FROM
ENVIRONMENTAL, FISH AND WILDLIFE USE, NOT ONLY TO PRODUCE BENEFITS IN
THE FORM OF NATURAL RESOURCE ENHANCEMENT BUT ALSO BECAUSE SUCH USES
MAY POTENTIALLY REDUCE REPAYMENT OBLIGATIONS ON THE PROJECT.

TO COMPLETE THE HISTORIC ENVIRONMENTAL PACKAGE, WE CONCLUDED THAT AN
ENVIRONMENTAL TRUST FUND SHOULD BE ESTABLISHED IN ARIZONA, WITH AN

-10-
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ARIZONA ADVISORY BOARD MADE UP OF A CROSS SECTION OF OUR CITIZENS.
FINALLY, ALTERNATIVE FUNDING SOURCES SHOULD BE EXPLORED, INCLUDING,
AMONG OTHERS, A SUR- CHARGE ON UNDERGROUND STORAGE AND RECOVERY

PROJECTS USING CAP WATER.

THAT, MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE, IS AN OVERVIEW OF THE
FINAL REPORT AND "ACTION RECOMMENDATIONS" OF THE GOVERNOR'S CENTRAL
ARIZONA PROJECT ADVISORY COMMITTEE. WE INTEND TO MOVE FORWARD, IN THE
UPCOMING ARIZONA LEGISLATIVE SESSION IN JANUARY, WITH A COMPREHENSIVE
LEGISLATIVE PACKAGE THAT WILL POSITION ARIZONA TO DO OUR PART TO DEAL
WITH THE CHALLENGES FACING THE CENTRAL ARIZONA PROJECT. I TRUST THAT
AFTER YOUR REVIEW OF THIS MATTER YOU WILL JOIN WITH ARIZONA INTERESTS

TO ASSURE THE LONG TERM VIABILITY OF THE CENTRAL ARIZONA PROJECT.

THANK YOU FOR THIS OPPORTUNITY.

olls
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Mr. MILLER. Rita, welcome to the committee, and also publicly,
thank you for your time and effort that you have spent on this in
meeting with the committee and committee staff on this issue.

Ms. PEARSON. Thank you, Mr. Chairman. It has been my pleas-
ure.

STATEMENT OF RITA P. PEARSON

Ms. PEARSON. Mr. Chairman, distinguished Members of Arizona’s
congressional delegation, thank you for the opportunity to speak
here today on behalf of the State of Arizona. My name is Rita Pear-
son, and I serve as Director of the Department of Water Resources.

My comments today represent the views of the State and have
been endorsed by Governor Symington.

Mr. Chairman, you are going to hear testimony from a number
of witnesses, and I appreciate the time constraints, so I would like
to request that my written comments be submitted for the record,
and I will briefly summarize the key points of my testimony.

I would like to focus on the overall view of groundwater manage-
ment policies in the State, because the CAP is an integral part of
the success in achieving the goals of groundwater managements.

First, I would like to briefly summarize Arizona’s water supply
situation. Then I would like to talk about the steps the State has
taken to conserve our precious groundwater supplies. Finally, I
would like to talk about the crucial role that the water supplies,
particularly those brought by the CAP into southern Arizona, play
in our water management goals.

As you very well know, I am sure after your tour yesterday, Mr.
Chairman, Arizona is an arid State. We live in a desert. In average
years, water usage in Arizona is three times the available surface
water supply. The shortfall is made up by pumping groundwater.
Arizona’s total water demand is in the neighborhood of more than
6 million acre-feet.

As a result of the significant overdrafting in certain parts of the
State, we experienced some dramatic negative environmental con-
sequences. In some places the water tables have been lowered by
as much as 600 feet. Additional negative consequences include
earth fissures, migration of contamination, and of course most im-
portantly, reduction in surface water flows as a result of ground-
water pumping which impact our riparian habitats across the
State.

Because our surface water supplies are limited, it is extremely
important that we ensure we have adequate supplies for droughts
and that we ensure the preservation of groundwater for future gen-
erations. It is impossible to base a sound economy and a good qual-
ity of life on nonrenewable resources.

To a great extent, Arizona’s economy and life-style was estab-
lished on nonrenewable groundwater supplies, but as early as the
1940s when we first began talking about the CAP, Arizonans began
to recognize the need to supplement the supply with surface water.

We have secured our Colorado River entitlement through United
States Supreme Court decisions, Federal acts and interstate agree-
ments. We have, of course, 2.8 million acre-feet of Colorado River
water, of which 1.5 million acre-feet is brought into the central and
southern parts of our State annually through the CAP.
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In 1980, under the direction of then Governor Bruce Babbitt, Ari-
zona adopted the groundwater management code. The recognition
then was that the CAP water would be replacing the pumping of
groundwater. We have done much to ensure that groundwater is
preserved through conservation policies that are now managed
through the Department of Water Resources.

Arizona’s ground water management code has been recognized as
one of the most creative and innovative and comprehensive man-
agement codes in the country. It has two primary goals. Again, to
control the severe overdraft of groundwater in our State, and it
provides a means to reallocate the water as the changing demands
for water in Arizona change with growth and development.

The law focuses on two primary areas of regulation. First, it cre-
ates active management areas (AMAs). We are sitting in one right
now, the Phoenix active management area. There are four in the
State. Three of them are serviced by the CAP and three of them
are subject to extensive regulation and they are home to 70 percent
of the State’s population and 80 percent of the State’s water usage.

The AMAs are required to achieve safe yield by the year 2025.
That means that we have to use no more groundwater than we are
able to recharge annually to natural and artificial means. In the
Pinal AMA, the local goal is to extend the life of the economy as
long as feasible, consistent with the need to preserve future water
supplies for nonagricultural uses.

Active management areas are subject to a wide range of regu-
latory and incentive programs which will result in reduced reliance
on overdraft groundwater. The foundation of these programs is a
series of five decade-long management plans which ratchet down
the available supply of groundwater for all our water users.

The focus on the management plan is water conservation. But
another significant component of the code prohibits new farmland
from coming into production to replace urbanized or retired land.
And since 1980, between 3,000 and 5,000 acres of farmland has
been retired annually in Arizona.

Water conservation programs are included for agricultural, mu-
nicipal and industrial users, and there are many new and very in-
novative conservation programs being implemented across the
State and not just in the AMAs. There has been a very high vol-
untary public acceptance of conservation methods.

While conservation is a critical management tool, we also have
to rely on the availability of CAP water. CAP is intending to serve
as the principal alternative renewable water supply in the AMAs.
To facilitate the use of CAP water for municipal purposes, the
State has adopted a promise to promote recharge of groundwater
that permits the storage of CAP water underground for later recov-
ery.
The State has also passed laws that establish augmentation au-
thorities which are responsible for recharging CAP and other water
supplies to offset any groundwater mined by its members.

The code’s success clearly envisions that agriculture will volun-
tarily convert from groundwater to CAP water and for this reason
alone the under-utilization of CAP water by the agricultural com-
munity is an issue of significant State concern.
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The Central Arizona Project will play a crucial role in achieving
the goal of preserving the State’s groundwater. And while the pro-
visions of that code take us a long way towards safe yield, it would
be impossible to meet those goals without bringing CAP water into
the State.

To place the importance of CAP water in perspective, keep in
mind that Arizona’s CAP water is the biggest renewable water
source in the State and will provide more water to central Arizona
than the Salt and Gila Rivers combined.

The CAP plays a number of vital water management roles. It
provides a non-groundwater source of supply to meet existing agri-
cultural uses and future development of M&I. It provides new
sources for settling water claims for the State’s Indian commu-
nities. It has become recognized as a need to provide water for en-
vironmental enhancement purposes.

Mr. DeMichele has talked about the Advisory Committee’s rec-
ommendations. I would like to focus on two of them which the
State has a very direct interest in. The first is a recommendation
by the committee to expand the recharge demonstration project
that will be spearheaded by the State, CAWCD, Metropolitan
Water District, and Nevada.

Over the last year, 100,000 acre-feet of CAP water has been
stored in Arizona’s aquifers. This program has been recommended
to be expanded to help assist California and Nevada meet the im-
mediate needs for water.

While excess Colorado River supplies are available, the ground-
water recharge permits Colorado River water to be stored in Ari-
zona for future use by California and Nevada. Recharging excess
CAP water in Arizona will provide us an ability to rely on stored
water to improve our Colorado River water entitlement.

Any solution would have to take into account Arizona’s priority
on the river in times of shortage. By statute, shortages in the three
lower division States must first be applied to CAP. We are con-
cerned about the reliability of Arizona’s future supplies, and shar-
ing the shortages must be addressed in developing a solution in
California and Nevada’s water needs.

In addition to the recommendations for expanded water banking
program, the Advisory Committee also recommended the creation
of an environmental trust fund utilizing water across the State.
The CAP is, of course, an integral part of any environmental trust
fund water commitment.

The State’s commitment to environmental enhancement projects
is well recognized. In 1990 through a citizen initiative there was
the creation of the Heritage Fund. In 1992, $20 million was com-
mitted from State lottery funds for environmental enhancement
programs that were spent through the Arizona State Parks Depart-
ment and through the Arizona Game and Fish Commission. The
Governor's CAP Advisory Committee recommended the creation of
a trust fund for the maintenance, enhancement, and restoration of
aquatic wetlands and riparian habitat.

We have been meeting with environmental groups, water users
and the public to develop the guts of a proposal which would be in-
troduced in our State legislature next session.
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In closing I would like to say we are optimistic about the future
of this State to manage its groundwater, to make sure we have a
secure supply of surface water supplies for generations to come. We
believe that solutions can be developed within the existing legal
and institutional framework, and we would like to thank you for
the opportunity to express the State’s position and your support of
the CAP.

Thank you, Mr. Chairman.

Mr. MILLER. Thank you.

[Prepared statement of Ms. Pearson follows:]



76

Testimony of
STATE OF ARIZONA
DEPARTMENT OF WATER RESOURCES
before the
UNITED STATES HOUSE COMMITTEE ON NATURAL RESOURCES-
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS
Honorable George Miller, Chairman
Presented by Rita P. Pearson, Director
DEPARTMENT OF WATER RESOURCES
Phoenix, Arizona

December 10, 1993

Chairman Miller, members of the Subcommittee on Oversight and Investigations and
distinguished members of Arizona's Congressional Delegation, thank you for the opportunity to
testify on behalf of the State of Arizona. My name is Rita Pearson and I serve as Director of
the Arizona Department of Water Resources. My comments today represent the views of the

state and have been endorsed by Governor Symington.

Mr. Chairman, recognizing the limited amount of time you have today and the number of

witnesses yet to testify, I would like to request that my written remarks be submitted for the
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record and that I make brief oral remarks touching on the key points of my written testimony.

It is my pleasure to speak today on behalf of the State of Arizona, a state that has distinguished

itself as a leader in the area of water management policies.

The purpose of my testimony today is twofold. First, I would like to outline for you the steps
the state has taken to conserve our non-renewable groundwater supplies. “And second, I would
like to describe the crucial role renewable surface water supplies carried by the Central Arizona

Project will play in achieving the goal of preserving the state’s groundwater.

As early as 1980, under the direction of then Governor Bruce Babbitt, Arizona enacted
innovative and comprehensive legislation designed to preserve the state's limited groundwater
supplies. This legislation, known as the Groundwater Management Code (Code), has two
principal goals. First, it strives to control the severe overdraft of groundwater in our state which
is estimated to be as high as two million acre feet annually. Second, it provides a means to
allocate the state’s limited groundwater resources to most effectively meet the changing needs
of a state that is moving away from agricultural water use towards increased municipal water

demands.

To make the case for a stringent groundwater code, one doesn’t need to look far. In average
years, water usage in Arizona is three times the available surface water supply and that rate

increases dramatically in dry years. The shortfall is made up by pumping groundwater which
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is not an annually renewable supply. Over-reliance on groundwater is risky. Droughts are a
fact of life in the desert which is where over 70% of Arizona’s population resides. Despite
times of excessive rain, tree ring studies have shown us that we can count on prolonged periods
of drought in our state. From an environmental perspective, reliance on groundwater supplies
has lowered water tables in some areas of the state by as much as 600 feet, causing a number
of negative consequences including land subsidence and earth fissures, water quality problems,
and in some areas, a reduction in stream flows with correspanding impacts on riparian habitats.
Preserving our groundwater supplies to insure that they are available for use in times of drought

has both economic and environmental benefits.

The first step towards reducing groundwater withdrawals under the Code was the creation of
three urban Active Management Areas (AMAs) in the Phoenix, Tucson and Prescott
metropolitan areas. The management goal for the AMAs is to achieve "safe yield" by the year
2025, that is, annual groundwater withdrawals may not exceed natural and artificial recharge in
the AMA. In the Pinal AMA, where a primarily agricultural economy exists, the goal is to
extend the life of that economy as long as feasible, consistent with the need to preserve future

water supplies for non-agricultural uses.

Active Management Areas are subject to a wide range of regulatory and incentive programs
which will result in reduced reliance on overdrafted groundwater. The foundation of these
programs is a series of five decade-long management plans which ratchet down the available

supply of groundwater for all water users.
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The focus of the management plan in each AMA is water conservation. Conservation programs
are included for agricultural, municipal and industrial users. Agriculture is currently the largest
user of groundwater in the AMAs. These management plans establish a water duty for each
farm which is the per-acre amount of water it is reasonable to apply in order to grow the crops
historically grown, assuming the farmer {mplemcnts conservation practices. Using this standard,
the second management plan calls for a reduction in water duties of between 15 to 20 percent

over the next decade.

If any groundwater is used on a farm in an AMA the Code’s conservation limits apply to all the
water sources used on that farm, including CAP water. This provision guarantees that all water
resources in the AMAs will be used efficiently. Another significant provision of the
Groundwater Management Code prohibits new farm land from coming into production to replace
farm land that has been urbanized or retired. Since 1980, agricultural land in the AMAs has
been retired at a rate of between three thousand to five thousand acres per year. It is clear that

this provision will result in reduced groundwater use in the AMAs.

The Code's management plans also require mandatory conservation from the municipal and
industrial water use sectors. For municipal providers, gallons per capita per day target levais
are established. For industrial uses, including golf courses, power plants, mines, feedlots and
dairies, the plans require the use of the latest commercially available conservation technology.
Progress in municipal and industrial conservation has been impressive. Many new, innovative

conservation programs are being implemented and voluntary acceptance by the public has been
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high. It is noteworthy that the conservation message is a permanent one; not simply a response
to emergency drought conditions. Conservation is a way of life in Arizona, this was emphasized
when the legislature adopted a statewide low volume plumbing fixture code which becomes

effective next month.

The management plans also include water quality studies, supply augmentation and reuse, and
conservation assistance. To implement the augmentation and. conservation assistance programs,
the Department of Water Resources administers a grant program funded by a fee levied on all

groundwater withdrawals within the AMAs.

Conservation is a critical water management tool but achievement of the goal of "safe yield" in
the Phoenix, Tucson and Prescott AMAs and a reduction in groundwater overdraft in the Pinal
AMA is directly dependent on the availability of CAP water. It is intended to serve as the
principal alternative renewable water supply in the AMAs. CAP water will be used in the
municipal sector for assured water supply purposes to insure that water is of sufficient quality

and quantity to sustain proposed development for 100 years.

In order to facilitate the use of CAP water for municipal purposes, the state has adopted a
program to promote the recharge of groundwater. This program permits the storage of CAP
water underground for later recovery. Another series of laws establishes augmentation
authorities responsible for recharging CAP and other water supplies to offset any groundwater

mined by its members. Agricultural use of CAP water is a key component to achieving the
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state’s groundwater management goals. While conservation and retirement of agricultural land
will reduce overall water consumption, groundwater withdrawals by agriculture will continue
to greatly exceed the safe yield of the AMAs. The Code's success clearly envisions agriculture’s
voluntary conversion from groundwater to CAP water. For this reason alone, the
underutilization of CAP water Arizona is currently experiencing in the agricultural sector is an
issue of significant state concern.

The provisions of the Groundwater Code will take Arizona a long way towards meeting the
water management goals of the state. However, it would be impossible to meet these goals
without the full utilization of the Central Arizona Project. The CAP plays a number of vital
water management roles: it provides a non-groundwater source of supply to meet existing
agricultural uses and future municipal and industrial development; it provides a new source of
supply for settling the water claims of the state’s Indian communities; and, it has become

recognized as a means to provide water for environmental enhancement purposes.

One issue before you today is the need for assurance that Arizona can meet the financial
obligations incurred during the development of the Project. In January of this year, Governor
Symington called together the Govemor's Central Arizona Project Advisory Committee to
address this issue and develop a long-term plan to manage the CAP and protect Arizona's water
resources in an economically and environmentally sound manner. The Committee’s
comprehensive series of recommendations describe the opportunities afforded to Arizona as we

tackle the future use and funding of the CAP. Mark DeMichele has described the conclusions
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of this Committee in previous testimony. We, as a state, are now working with the Ceatral
Arizona Water Conservation District (CAWCD) and the state legislature to develop a legislative
proposal which includes the recommendations of the Committee requiring legislative enactment.
A number of the Committee’s recommendations were incorporated into CAWCD's “target

pricing” plan for CAP water, a plan wholly endorsed by the state.

I would like to focus on two particular recommendations of the Governor’s CAP Advisory
Committee: the recommendation regarding banking of water to assist California and Nevada in
meeting their immediate needs for additional water and the recommendation to create an

Environmental Trust Fund.

For several years now, Arizona has actively participated in discussions with California and
Nevada as well as other Colorado River Basin states on matters related to the allocation and use
of Colorado River supplies. We are not unlike Nevada in that our demand for water will grow
into our full Colorado River entitlement. Our projections show that future municipal and
industrial demand, combined with Indian water settlements, will fully utilize our CAP
entitlement within the Project’s repayment period. Nevertheless, we are willing to work with
our sister states to find a mutually beneficial solution to California’s and Nevada’s immediate
water needs, keeping in mind that any solution would have to take into account Arizona’s
priority on the River in times of shortage. By statute, shortages in the three lower division
states must first be applied to the CAP. We are concerned about the reliability of Arizona’s

future supplies. Sharing of shortages must be addressed in developing any solution to Nevada’s



and California’s needs.

One solution being discussed is modeled after the current »demonmtion recharge project jointly
developed by Arizona, Nevada, the Metropolitan Water District of Southern California and
CAWCD. When excess Colorado River supplies are available, this groundwater recharge
project permits Colorado River water to be stored in Arizona for future use by Nevada and
California. The Governor’'s CAP Advisory Committee has proposed that this concept be
expanded further. By recharging excess CAP water in Arizona, we will be able to rely on this

stored water to improve the reliability of our Colorado River entitlement in shortage periods.

The State of Arizona is committed to protecting and enhancing our environment. In 1990, the
state, through a citizen’s initiative, established the state Heritage Fund. This fund is financed
through a share of the proceeds raised by the state’s lottery revenues. In 1992, the Heritage
Fund provided $20 million for environmental enhancement programs through the Arizona State
Parks Department and the Arizona Game and Fish Commission. Additional state programs
dedicated to the protection, preservation and enhancement of the State’s natural resources include
the State Lakes Improvement Fund and the Arizona Statewide Comprehensive Outdoor

Recreation Plan.

To complement the Heritage Fund efforts, the Governor's CAP Advisory Committee
recommended the creation of an Environmental Trust Fund for the maintenance, enhancement

and restoration of aquatic, wetland and riparian habitats. The Department, on behalf of the
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Advisory Committee, has begun meeting with representatives of the environmental community,
the water community and the public to develop a proposal to be introduced in the upcoming

legislative session.

The State of Arizona and the Department of Water Resources are committed to continue to lead
the nation in implementing innovative water management strategies, to strive to use water
efficiently to maximize the beneficial use of this limited resource, and to enhance and protect

the environment so important to our Arizona culture.

In closing let me say that we in Arizona are optimistic. Optimistic about the future of our state
and optimistic that we are on a course to solve issues related to the Central Arizona Project.

Solutions can be developed within the existing legal and institutional foundations.

Mr. Chairman, thank you for the opportunity to express the state’s view on the CAP and your
continuing support of this Project which is so vital to Arizona’s future. I would like to repeat
the state’s commitment to work with Congress, the Bureau of Reclamation and CAWCD to

ensure the success of the Central Arizona Project.
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Mr. MILLER. Mr. Goddard, welcome to the committee.

STATEMENT OF SAMUEL GODDARD

Mr. GopDARD. Thank you, Mr. Chairman. You have been wel-
comed by experts before, but I would like to add the welcome of the
CAWCD to the land of kitty litter and cactus, which as you noted
yesterday is considerably dry.

Arizona and CAP in particular have enjoyed a long and mutually
beneficial working relationship with this congressional committee.
As a matter of fact, I testified before Wayne Aspinall 26 years ago
on the same subject. I think the only ancient—as a very young
man, Congressman Stump was involved in State government then.
I do thank you for coming here to Arizona so that you can hear
firsthand about the importance of the Central Arizona Project to
Arizona, and the support that Central Arizona Project enjoys from
the State and the constituency, and all the wonderful volunteers
that have come together to offer their expertise. It’s very, very im-
portant to you. I am celebrated for the grevity of my statements.
I am only going to read this so that I can say enough.

However, I would appreciate your indulgence in accepting it in
written form from us.

The most important message I have to relay to you is, and with-
out cluttering it up with all the infinite details that you are forced
to contend with, but our important message is the Central Arizona
Water Conservation District can and will meet its obligations
under its master repayment contract with the United States.

The first payment, due on January 15, 1994, has already been
made through an advanced payment credit. As a matter of fact, it
went over into the second year also.

We have more than $160 million in unencumbered reserves.
With the expectation of tax payments, power revenues, and water
revenues, we believe we can continue to meet our obligations, even
if we experience more adverse circumstances than one would rea-
?onably expect to occur, which have been delineated carefully be-

ore.

The CAP is an integral part of the State’s groundwater conserva-
tion and management plan. You will hear more about this issue,
much more, from other speakers.

The CAP is not a traditional Reclamation project, as has been
said, it does not develop new irrigated lands. CAP water can only
be used to put water on historically irrigated lands. It provides
only a replacement or substitute supply of water, not an additional
or supplemental supply.

Each acre-foot of CAP water that is delivered for agricultural use
results in an acre-foot reduction of groundwater use. The agricul-
tural CAP allocation is of a lower priority than the municipal, in-
dustrial, or Indian allocation.

The agricultural allocation is for a dwindling amount of water
that is reduced as M&I and Indian needs grow. The agricultural
allocation must be for less. These conditions are part of the CAP
authorization.

The water supply allocation and the contractual relationship are
included and are further embodied in the State’s Groundwater
Management Act. There has been much discussion regarding the
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CAP agricultural subcontractors’ inability to use and pay for all of
the CAP water that has been allocated to them. The provision of
their subcontracts, commonly referred to as the take-or-pay provi-
sion, provides they must take the fixed operation and maintenance
f'OSt a(slsociated with all available water, even if the water is not de-
ivered.

It has been erroneously assumed that the difficulties experienced
by your agricultural subcontractors mean that the CAP in general,
and CAWCD in particular, is not financially stable. Nothing could
be farther from the truth.

We are in the process of implementing a plan which addresses
this take-or-pay issue. The plan will relieve irrigation districts of
the crushing burden and make a partial water supply available at
costs competitive with groundwater.

As a result, more CAP water and less groundwater will be used
by agriculture.

The overall increase in CAP water use will provide a broader
base for spreading O&M costs. This results in a lower base cost for
each class of CAP water use, M&I, agriculture, and Indian, and al-
lows CAWCD to establish five-year target prices for its M&I and
Indian contractors to assist them in their budget planning process.

As a further aspect of the plan, CAWCD will use its existing re-
serves to cushion rate shock to its M&I contractors who are the
major contributors of tax revenues. While this plan won’t solve all
of the irrigation districts’ financial problems, it gives them the
most certainty of being able to meet their other financial obliga-
tions.

Our intent is to implement this plan by early January and hope-
fully forestall the financial collapse of the irrigation districts while
further long-term solutions are developed. In addition, the plan re-
quires the agricultural subcontractors to agree to waive their rights
to their long-term CAP entitlements, and release that water supply
to be potentially available for Indian settlements, further M&I use,
and possibly environmental uses.

As part of the written record, we have provided additional detail
regarding our plan. Our plan does not purport to resolve all of the
issues, but provides immediate relief from critical problems and a
sound basis for moving forward for all CAP subcontractors.

The Bureau of Reclamation has just this week responded to
CAWCD by expressing their desire to move ahead with resolution
of outstanding issues using the CAWCD plan as a starting point.
You have heard from GAO here today. While we might put a
slightly different spin on the report, we have long acknowledged
the major issues.

The project cost is unclear, and our repayment obligation is in
dispute.

We have been trying for two years to obtain a sound report from
Reclamation identifying what has been spent and what we are obli-
gated to repay. The United States has indicated a need for substan-
tial amounts of CAP water for Indian settlements, and has been
unable or unwilling to identify a precise amount.

Neither are they willing to identify how they intend to pay
CAWCD, the project operator, while they hold and use that CAP
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water. The GAO report suggests there is uncertainty associated
with CAP’s financial future. The future is uncertain for everybody.

But a major part of CAP’s uncertain future stems from the Unit-
ed States’ failure to define project costs and to define the United
States’ role as a customer, beneficiary of the CAP. Our analysis of
CAWCD’s financial health is somewhat different from GAO. We
have made assumptions that represent a realistic worst case and
have also evaluated a more realistic, likely scenario.

We believe that in either case we will be able to meet our repay-
ment obligations, operate the project, and remain financially sound.
The plan we have developed has the support of our subcontractors.

The concerns about Federal expenditures exceeding the repay-
ment obligation or the authorized project ceiling—project cost ceil-
ing are important financial issues for the United States. CAWCD
does not expect nor want the Bureau of Reclamation to exceed
these spending limits. We support their efforts to properly identify
these limits and encourage them to stop incurring construction ob-
ligations if necessary.

If significant activities remain uncompleted, then new arrange-
ments mutually agreeable to all parties can be made to complete
any necessary activities.

You are well aware of the Governor’'s Advisory Committee on
CAP issues. They have reported separately to you today. Several
members of the CAWCD board were committee members. However,
the board has been entrusted by the voters with the responsibility
of administering the project, and we take this responsibility very
seriously.

The committee made several thoroughly considered recommenda-
tions. We are working closely with the Department of Water Re-
sources to develop State legislation as needed to implement these
recommendations, including the development of an environmental
trust fund.

Regarding commitment of some CAP water for environmental
purposes, the CAWCD has adopted a policy recommending that
50,000 acre-feet of CAP water be reserved for environmental pur-
poses. In short, the current plans of CAWCD are consistent with
the committee recommendations.

Finally, the CAWCD is the entity responsible for repayment and
for operation and maintenance of the Central Arizona Project. We
are financially stable, and have sound plans to remain that way as
the CAP grows into a fully developed project.

We intend to meet our contractual obligations to the United
States. We do not intend to seek any congressional legislation to
relieve us of these obligations.

Mr. Chairman, I am very proud of the fact that our board is here,
all of them, even from the far parts of the earth they have come.
I am very proud to be here with the mayor of my former town who
made a very eloquent presentation. However, he didn’t even men-
tion that magnificent legislation you just passed called NAFTA,
which is going to change the dynamics of southern Arizona consid-
erably, and reflect on our water use.

Thank you very much.

[Prepared statement of Mr. Goddard follows:]
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CENTRAL ARIZONA PROJECT OVERSIGHT HEARINGS
DECEMBER 10, 1993
U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON NATURAL RESOURCES
STATEMENT BY SAMUEL GODDARD

PRESIDENT, BOARD OF DIRECTORS
CENTRAL ARIZONA WATER CONSERVATION DISTRICT

Let me first take this opportunity to welcome you, Congressman Miller, as Chairman of the
House Committee on Natural Resources, to our state of Arizora. Arizona, and CAP in particular,
has enjoyed a long and mutually beneficial working relationship with this congressional
committee, beginning when Wayne Aspinall and later Mo Udall served as chairman of the
Interior and Insular Affairs Committee. I thank you for coming here to Arizona to hear first hand
about the importance of CAP to Arizona and the support that the Central Arizona Project enjoys

in this state.

The most impcrtant message I have to relay to you is: the Central Arizona Water Conservasion
District can and will meet its obligations under its Master Repayment Contract with the United
States. The first payment, due on January 15, 1994, has already been made through an advance
payment credit. We have more than $160 million in unencumbered reserves. With the
expectation of tax payments, power revenues, and water revenues, we believe we can continue
to meet our obligations even if we experience more adverse circumstances than one would

reasonably expect to occur.

The CAP is an integral part of the state’s groundwater conservation and management plan. You

will hear more about this issue from other speakers.



89

The CAP is not a traditional Reclamation project. It does not develop new irrigated lands. CAP
water can only be used to put water on historically irrigated lands. It provides only a
replacement or substitute supply of water, not an additional or supplemental supply. Each acre-
foot of CAP water that is delivered for agricultural use results in an acre-foot reduction of
groundwater use. The agricultural CAP allocation is of a lower priority than the municipal and
industrial or Indian allocation. The agricultural allocation is for a dwindling amount of water that
is reduced as M&I and Indian needs grow. These conditions-are part of the CAP authorization,
the water supply allocation, and the contractual relationships, and are further embodied in the

state’s Groundwater Management Act.

There has been much discussion regarding the CAP agricultural subcontractors’ inability to use
and pay for all of the CAP water that has been allocated to them. A provision of their
subcontracts commonly referred to as the "take or pay" provision provides that they must pay the
fixed operation and maintenance cost associated with all available water even if the water is not
delivered. It has been erroneously assumed that the difficulties experienced by our agricultural
subcontractors mean that the CAP in general, and CAWCD in particular, is not financially stable.
Nothing could be further from the truth. We are in the process of implementing a plan which
addresses this "take or pay" issue. The plan will relieve the irrigation districts of this crushing
burden and make a partial water supply available at costs competitive with groundwater. As a
result, more CAP water and less groundwater will be used by agriculture. The overall increase

in CAP water use will provide a broader base for spreading O&M costs. This results in a lower

base cost for each class of CAP water use, M&I, agriculture, and Indian, and allows CAWCD

2
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to establish 5-year target prices for its M&I and Indian contractors to assist them in their budget
planning process. As a further aspect of the plan, CAWCD will use its existing reserves to
cushion rate shock to its M&I subcontractors who are the major contributors of tax revenues.
While this plan won’t solve all of the irrigation districts’ financial problems, it gives them more
certainty of being able to meet their other financial obligations. Our intent is to implement this
plan by early January and, hopefully, forestall the financial collapse of the irrigation districts
while further long-term solutions are developed. In addition, the plan requires the agricultural
subcontractors to agree to waive their rights to their long term CAP entitlements and release that
water supply to be potentially available for Indian settlements, further M&I use and, possibly,

environmental uses.

As part of the written record, we have provided additional detail regarding our plan. Our plan
does not purport to resolve ail of the issues but provides immediate relief fro'm critical problems
and a sound basis for moving forward for all CAP subcontractors. The Bureau of Reclamation
has, just this week, responded to CAWCD by expressing their desire to move ahead with

resolution of outstanding issues using the CAWCD plan as the starting point.

You have heard from GAO here today. While we might put a slightly different spin on the
report, we have long acknowledged the major issues. The project cost is unclear and our
repayment obligation is in dispute. We have been trying for two years to obtain a sound report
from Reclamation identifying what has been spent and what we are obligated to repay. The

United States has indicated a need for substantial amounts of CAP water for Indian settlements
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but has been unable or unwilling to identify a precise amount. Neither are they willing to
identify how they intend to pay CAWCD, the project operator, while they hold and use that CAP
water. The GAO report suggests there is uncertainty associated with CAP’s financial future. The
future is uncertain for all of us. Buat a major part of CAP’s uncertain future stems from the
United States’ failure to define project costs and to define the United States’ role as a

customer/beneficiary of the CAP.

Our analysis of CAWCD’s financial health is somewhat different from GAO. We have made
assumptions that represent a realistic "worst case” and have also evaluated a more realistic “likely
scenario”. We believe that in either case we will be able to meet our repayment obligations,
operate the project, and remain financially sound. The plan we have developed has the

unanimous support of our subcontractors.

The concerns about federal expenditures exceeding the repayment obligation or the authorizeq
project cost ceiling are important financial issues for the United States. CAWCD does not expect
nor want the Bureau of Reclamation to exceed these spending limits. We support their efforts
to properly identify these limits and encourage them to stop incurring construction obligations
if necessary. If significant activities remain uncompleted, then new arrangements, mutually

agreeable to all parties, can be made to complete any necessary activities.

You are well aware of the Governors Advisory Committee on CAP issues. They have reported

scparately to you today. Several members of the CAWCD Board were committee members.
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However, the Board has been entrusted by the voters with the responsibility of administering the
project and we take this responsibility very seriously. The committee made several thoroughly
considered recommendations. We are working closely with the Department of Water Resources
to develop state legislation as needed to implement these recommendations, including the
development of an Environmental Trust Fund. Regarding commitment of some CAP water for
environmental purposes. the CAWCD Board has adopted a policy recommending that 50,000
acre-feet of CAP water be reserved for environmental purposes. In short, the current plans of

CAWCD are consistent with the committee recommendations.

Finally, the CAWCD is the entity responsible for repayment and for operation and maintenance
of the Central Arizona Project. We are financially stable and have sound plans to remain that
way as the CAP grows into a fully developed project. We fully intend to meet our contractual
obligations to the United States. We do not intend to seck any congress;ional legislation to

relieve us of these obligations.

GODDARD.STM
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CENTRAL ARIZONA WATER CONSERVATION DISTRICT
CENTRAL ARIZONA PROJECT RESTRUCTURING PROGRAM

The Central Arizona Water Conservation District’s
("CAWCD") Central Arizona Project ("CAP") repayment adjustment
program was described in a memorandum to the Board of Directors
from its General Manager dated October 7, 1993. See Exhibit 1. It
was approved by the Board that same day. However, it took many
months of public study and discussion to dévelop, and was preceded
by similar studies and discussions undertaken by the Governor’s
Central Arizona Project Advisory Committee. That Committee reached
essentially the same conclusions and made essentially the same
recommendations as CAWCD. Representatives of the United States
Bureau of Reclamation have been included in these discussions from

the beginning.

CAWCD’s restructuring program deals first with the
inability of the CAP agricultural irrigation districts to pay the
operation, maintenance and replacement ("OM&R") charges due to
CAWCD under their existing CAP subcontracts. (As of November 1,
1993, these districts were about $1.7 million in arrears in the
payment of these charges. Only one district had paid the charges
due and ordered any CAP water from CAWCD.) CAWCD has offered the
defaulting districts the opportunity to avoid these OM&R charges
if, but only if, they waive their rights to receive delivery of CAP
water under their long-term CAP subcontracts. CAWCD would then
agree to sell such districts excess CAP water on a short-term basis

at rates to be determined by the Board, subject to the availability
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of excess CAP water in each year after first providing for the
delivery of CAP water to Indian contracters and municipal and
industrial ("M&I") subcontractors of long-term CAP water service
and those agricultural subcontractors who retain a right to receive
delivery of CAP water under their long-term subcontracts. CAWCD
does not view this as an amendment of the CAP subcontracts, but as
a mutual waiver of certain rights under those subcontracts by the
real parties in interest. The ptactical‘ effect of this action
should be to increase agricultural use of CAP water and thereby
reduce costs for all CAP water users while conserving Arizona’s
groundwater supplies. We have asked the agricultural irrigation
districts to state their intentions with respect to their existing

subcontracts by January 1, 1994.

As a practical matter, CAWCD was faced with virtually no
alternative to the action it chose to take. The Bureau of
Reclamation declared the CAP water supply system complete on
October 1, 1993. This initiates CAWCD’s obligation to repay the
construction costs of the system and requires CAWCD to spend
current revenues to meet the non-energy OM&R costs of the system
(the "fixed OM&R costs"). Non-Indian agricultural subcontractors
of CAP water service (and the United States with respect to
agricultural water reserved by the Secretary of the Interior for
federal purposes) are obligated to pay the fixed OM&R costs
associated with approximately 1.125 million acre-feet of CAP water
annually. These obligations also began on October 1, 1993, with

-2 -
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issuance by Reclamation of notice of completion of the water supply
system. As of November 1, 1993, only one agricultural
subcontractor, Hohokam Irrigation District, had scheduled CAP water
for delivery and paid CAWCD’s OM&R bills. (The United States is

over $1.4 million in arrears in the payment of such bills.)

Testimony before the CAWCD Board and elsewhere indicated
that it would be futile for CAWCD to attenﬁﬁ to recover the fixed
OM&R charges due from its defaulting agricultural subcontractors by
filing lawsuits or other enforcement proceedings. It became clear
that the most likely effect of such efforts would be to drive our
subcontracting irrigation districts or their constituent farmers
into bankruptcy without CAWCD’s recovering any significant OM&R

revenues.

The Board of Directors of CAWCD was compelled to find a
solution to the immediate need to fund CAP OM&R costs, restructure
the obligations of its agricultural subcontractors and encourage
CAP water use. The Board’s action does these things, and it does
them in a way which dramatically reduces OM&R costs for the
remaining Indian and M&I users of CAP water supplies. CAWCD
intends to sell excess CAP water to its agricultural subcontractors
on a short-term basis at rates which are competitive with their
alternative costs of pumping groundwater. These rates are
described in the attached (See Exhibits 1 and 2) and are designed

to encourage CAP water use. In 1994, the rates will be $17 per

-3 =
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acre-foot for the first 200,000 acre-feet of agricultural water
sold and $27 per acre-foot for the next 200,000 acre-feet of water
so0ld. Any water sold in amounts above 400,000 acre-feet will be
sold at rates which equal at least the pumping energy costs. The
reduced rates for agricultural CAP wvater service will be made
available only to CAP agricultural irrigation districts who made a
substantial investment in a CAP distribut}on system or made an

early contractual commitment to CAP.

The difference between the costs of agricultural CAP
water service and the rates to be charged by CAWCD for such water
service will be funded out of CAWCD’s existing reserves. However,
this difference will be recovered from the interest savings
realized on CAWCD’s construction cost repayment obligation. Under
long-standing Federal Reclamation law and CAWCD’s Repayment
Contract with the United States, project capital costs allocated to
the delivery of agricultural water supplies are repaid without
interest. In contrast, project capital costs associated with the
delivery of water for M&I purposes bear interest at the rate of
3.342 percent per annun. The more agricultural water that is
delivered, the less interest that is due. If water deliveries to
agriculture were to reach the levels originally anticipated (about
650,000 acre-feet per year over the 55-year repayment period for
project facilities), CAWCD’s annual payment to the United States
would have averaged about $48 million per year on a $1.84 billion

repayment obligation. If no agricultural water were delivered, the

-4 =
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annual payment due from CAWCD would average about $67 million per
year. Under CAWCD’s program for marketing agricultural water,
deliveries to agriculture are anticipated to average about 240,000
acre-feet annually, and the annual payment due from CAWCD is
anticipated to average about $56 million. If agricultural were to
go out of the business of using CAP water altogether, the United
States would receive additional revenues from CAWCD in the form of
increased interest payments, but if aqric&lture had used as much
CAP water as was originally anticipated, the total revenues to the
United States would have been far less than what is anticipated

under CAWCD’s restructuring program.

In addition, by encouraging agricultural water use, the
program should have the effect of conserving Arizona’s groundwater
supplies. This has been a central goal of the CAWCD Board and the
Governor’s CAP Advisory Committee. It is also one of the principal
purposes of the Central Arizona Project as revealed in the Colorado
River Basin Project Act of 1968 and its legislative history.
CAWCD’s program will also have the effect of reducing OM&R costs to
the remaining Indian and M&I users of CAP water supplies. The
reason is that, as more water is delivered to more users, the total
CAP OM&R costs are spread more broadly and the OM&R charges to
individual users are reduced. This is illustrated in the attached
example calculation of CAP water costs which uses projections for
the year 1995 as an example. See Exhibit 3. The example shows

that, without the delivery of agricultural water, the fixed OM&R
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costs of delivering CAP water to the remaining Indian and M&I users
would be about $85 per acre-foot of water delivered. If we deliver
400,000 acre-feet of CAP water to agricultural water users, which
is the goal of CAWCD’s program, the fixed OM&R costs of delivering
CAP water to tﬁe remaining Indian and M&I users are reduced to

about $40 per acre-foot of water delivered.

At the request of our M&I subcontractors, CAWCD has also
chosen to use its existing financial reserves to further reduce the
costs of water delivery to its M&I subcontractors by buying those
costs down even more for some period of time. The purpose of this
was again to encourage CAP water use and also to reduce rate shock
to M&I users while providing some degree of rate certainty to both
M&I and Indian water users for purposes of future planning. CAWCD
did not feel that it was appropriate to devote itsvexisting tax
reserves to reducing the costs of water service to Indian
communities below what was otherwise achieved as a result of
CAWCD’s facilitating increased agricultural water use. We believe
that, if such reductions are necessary, they are properly the

responsibility of the United States.

The above is an effort to summarize some of the elements
of CAWCD’s program. The program is simple in concept, but somewhat
complex in its details. We would be happy to answer questions or

to provide additional information.

proposal.prol2/7/93
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Exhibit 1

Central Arizona Water Conservation District

MEMO

DATE: October 7, 1993
TO: ' Board of Directors
FROM: Tom Clark =

SUBJECT: Proposed Program for Repayment Adjustment

A month ago staff provided a preliminary proposal regarding
initiation of altered arrangements for the repayment of CAWCD’s CAP
debt and establishment of water rates,to assist in payment of
operation and maintenance costs. Ten days ago we offered a revised
version of the initial proposal, and with this memorandum offer a
third version reflecting <further evolution of the original
proposal. This version reflects our consideration of the comments
offered at the public meetings of the Board and is presented with
the recommendation that the Board of Directors adopt this proposal
as the foundation of the CAWCD repayment program and the basis for
establishing O&M charges. .

The program contains two major elements: 1) it protects the
interest-free designation of a major portion of the CAP costs
allocated to water supply by encouraging agricultural use of CAP
water by making such water available to agricultural users at
prices which are less than cost, and 2) it minimizes rate shock and
uncertainty for M&I users by establishing a forward pricing policy
predicated on utilizing interest savings and CAWCD reserves toward
these ends.

The above elements are the same as those presented to you in the
previous two proposals. As in the last proposal, the plan does not
utilize additional taxing authority, it avoids direct assumption of
irrigation district debt by CAWCD, and it is consistent with Board
indications about the 1levels of reserves deemed desirable.
Implicit in this proposal as with the previous proposals is the
necessity to maintain the pricing program as it would initially be
structured.

Primary differences are in the forward pricing schedules and in the
priorities in the agricultural program. The supported prices in
the agricultural water are somewhat higher, and the M&I prices have
been altered to provide additional short-term control on rate
shock. Additionally, priorities have been rearranged so that
within the group of agricultural users who are not taking water
under the terms of now existing subcontracts, the lower-priced
water will have a second priority rather than a first priority.
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ECOMMENDATICK

Staff recommends that the CAWCD Board of Directors formally adopt
the following outline as the conceptual basis for restructuring
the CAP repayment process.

1. Each agricultural subcontractor would be given the
opportunity to terminate or amend its CAP subcontract to
reduce its percentage entitlement to CAP agricultural water.
The reduced entitlement would apply to both annual
agricultural deliveries and conversions to M&I use. No other
variances would be offered. A cutoff date of January 1, 199%4,
would be established for subcontractors to request a change in
their contract provisions or status. -

2. The Arizona Department of Water Resources would be asked
to finalize prior to December 1, 1993, recommencations for
reallocation or utilization of all CAP water for which no
contract or subcontract has been signed.

3. The Secretary of the Interior would be asked to finalize
CAP allocations including identification of the amount of CAP
water which the United States wishes to reserve. The
Secretary will be expected to commit to participating in all
costs of using or reserving that amount of CAP water. If the
Secretary elects not to expedite final allocation, CAWCD will
assume than any water which is not under contract has been
reserved by the Secretary in accordance with his previous
declarations. CAWCD will expect the CAP cost allocation to
reflect capital cost assignments to appropriate non-
reimbursable functions associated with the Secretary’s
declarations and will establish OM&R charges on the basis of
the Secretary retaining effective control of the water. CAWCD
will, in effect, proceed under the provisions of the master
repayment contract.

4. All entitlements to CAP agricultural water supplies
retained by CAP subcontractors or the Secretary of the
Interior will be subject to a take-or-pay obligation for fixed
OM&R costs.

5. CAWCD will create and maintain a new sales process, or
market, for CAP agricultural water. Pricing in this market
will be controlled in a manner to produce the water use,
revenue streams and cost savings required by the plan. A
major assumption is that CAWCD currently has the authority and
the contractual right to take control of and manage an
agricultural pool as suggested. The -validity of that
assumption will be proved or disproved early in the process
should the proposal be adopted.

Desionations and Condjtions. The overall agricultural pool
2
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will be divided into two major categories:

Category A. This will be agricultural water delivered
pursuant to existing contracts or suocontracts which have been
modified only in respect to the percentage entitlement of the
subcontractor. Subceontractors will be required to pay fixed
OM&R charges on all water available for delivery under their
subcontracts based on a deliverable water supply of 1,425,000
acre~-feet minus, in each year, any shortages declared by the
Secretary of the Interior and the amount of M&I and Indian
water scheduled for delivery.

Category B. This will be agricultural water sold and
delivered without benefit of a long-term agricultural water
service subcontract. This category will consist of three
pools.

Pool 1. Pool 1 will consist of 200,000 acre-feet with a
lesser priority than Category A water. It will be
available through calendar year 1999 at established
prices reflected in Table I ($27 to $32 per acre-foot).
The schedule of prices shown in Table I for the years
2000 through 2011 are estimates only. The CAWCD Board of
Directors will review forward prices annually and set a
firm schedule for the succeeding five years. Scheduled
prices will not be guaranteed but will reflect the
considered goals and the intent of the: Board. The
information available about the CAP water supply suggests
that Pool 1 water will be available for most of the
repayment period in the full amount designated for the
pool. Any eutity which executed a CAP subcontract and
returned that executed contract to the United States
prior to October 1, 1993, and which is otherwise eligible
to receive agricultural water service will be eligible to
purchase Pool 1 water. In case of oversubscription,
entities will be prorated a portion of the 200,000 acre-
feet based on eligible acres associated with original CAP
subcontracts.

Pool 2. Pool 2 will consist of 200,000 acre~feet with a
lesser priority than Pool 1. It will be available
through year 1999 at established prices reflected in
Table 1 ($17 to $22 per acre-foot). The CAWCD Board of
Directors will review forward pricing annually and set a
firm schedule for the succeeding five years. Scheduled
prices and water amounts will not be guaranteed but will
reflect the considered goals and the intent of the Board.
The information available about the CAP water supply
suggests that the availability of Pool 2 water will
diminish significantly with time. This condition and the
intent to curtail the life of this emergency program are
reflected in the termination of the pool at the end of

3
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the year 2003. Participation in this pool will be limited
to those CAP subcontractors who relinquish all or a part
of their validated water service subcontracts between
October 7, 1993, and January 1, 1994. In case of
oversubscription, entities will be prorated a portion of
the 200,000 acre-feet based on eligible acres associated
with the original CAP subcontracts. Any portion of the
pool which is not sold to those eligible to purchase Pool
2 water in any year shall be made available first to Pool
1 until exhausted and then tn Pool 3.

Pool 3. Pool 3 will consist of any agricultural water
remaining after sales from Pools 1 and 2. It will be
available as the project water supply permits through the
year 2010 unless the Board of Directors determines that
this agricultural incentive program is no 1longer
beneficial to the District. Pool 3 water will be priced
no less than pumping energy costs plus a capital charge
to be determined each year. Entities otherwise eligible
to receive CAP water service (without reference to a
validated CAP water service subcontract) will be eligible
to buy pool 3 water.

6. In order to facilitate M&I water supply planning,
the combined water rate charged the' M&I subcontractors
will be established by the CAWCD Board of Directors
through the year 1999. The CAWCD Board of Directors will
review forward prices annually and set a schedule for the
succeeding five years. To the extent that annual charges
did not cover annual payments required, the shortfall
would be made up from CAWCD reserve funds.

7. All water not covered by contract, subcontract, or
reservation by the United States will accrue to CAWCD to sell
through a market facilitated by CAWCD, to utilize in meeting
its groundwater replenishment district responsibilities, or to
otherwise sell or manage in consultation with ADWR.

8. Spot market sales to Arizona users other than non-Indian
agricultural users will be on the same cost basis as CAWCD
will identify for use in pricing CAP water used for
replenishment district purposes. Specitic prices for
individual users could vary as determined on a case-by~case
basis by the Board of Directors.

9. CAWCD will not directly assume or be a principal in the
restructuring of the private or public debt of the
subcontractors.

GOARD .RPYMTADS
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Alternative 8
CAWCD Repayment Obligation and Savings
With 3-Tier Ag Pricing

Potentiat Proposal Results
CAWCD Costio  Cost 1o Mee!
Repayment CAWCD Repayment Deliverto  Contract  Remaining
Obligation Ag Repayment Savings Over Ag at Lower Obligations Repayment
with No Ag | Defiveries Obligation  2ero Ag Price to Indians Savings
Year ($1000) (KAF) {$1000) ($1000) ($1000) ($1000) (S1000)
1994 [ 450 900 (900) 5,500 1,725 (8.128)]
1995 46,133 400 32,664 13,449 5.488 3,375 4,586
1996 54,288 400 44,279 10.009 5.382 2,300 1328
1997 63,779 400 52,805 10.874 5.281 3,450 2,243
1998 76.893 400 62,970 13,922 °s,187 3.450 5.285
1999 76.291 400 62.385 13,896 5,099 4,200 4,597
2000 75.690 400 61,821 13,069 5.017 4,050 4,802
2001 78,868 400 65,026 13,842 4,941 3,900 5,001
2002 78.266 400 64,451 13.815 4,872 3,675 5,269
2003 77,539 400 63,750 13,789 4,809 3,600 5,378
2004 76.431 200 64.669 13.762 1.377 2.250 10,135
2005 77,703 200 63,968 13,735 1,352 3,797 8,586
2008 76,921 200 63,199 13,722 1.231 3:349 8,542
2007 76,139 200 62,430 13,709 1314 3.‘347 8,547
2008 79,137 200 65,842 13,695 1.300 3,973 ‘8422
2000 78,355 200 64,673 13,662 1,290 4,072 8.319
2000 77,448 200 63,778 13,668 1,284 4,145 8,239
2011 78,158 200 64,503 13.655 1,282 4,411 7.962
B 2046 15,555 200 14,980 §75 575. 7.601 (7.601)/
NPV .
1894-2011 £86.633 560.629 126.004 42.011 36.878 47,115
NPV . :
1994-2046 | 1.623.860 £38.476 185,083 £9.459 61,132 74,492
Assymptions:

200 KAF/Yr will be delivered 10 ag from year 2012 twough the end of the repayment period under this atiemative,
Total reimbursable project cost is $1.8 bition.

21 percent of the 10tal reimbursable project cost is allocated to power.

Net present value calculated with an intervst rame of 6.35%.

CAWCD will complete repayment of the project i 2046,

Pool 1 water priced o1 $27/AF, Pool 2 at S17/AF, and Poo! 3 at $< 1/AF in 1954, escalated S1/ysar through 2011 and
Z?'Jynt atter 2011,

DRAFT N CAWCD - 10/1/83



105

Exhibit 2

WORKING PAPER
USE OF AG WATER IN POOLS ESTABLISHED UNDER
CAWCD’S PROGRAM FOR REPAYMENT ADJUSTMENT
(Adopted by the Board of Directors at its
October 7, 1993 meeting)

The percent of participation by each agricultural irrigation
district in pools 1 and 2 is arrived at by identifying the original
CAP eligible acres for each district as declared by the Bureau of
Reclamation, minus the amcunt that would have been delivered to
eligible acres in the district’s service area that have been
converted to M&I use or have otherwise been removed from irrigation
as determined by the Bureau. Each district’s eligible acres is
then divided by the sum of all districts’ acres participating in
each pool, and it is that percentage when multiplied by the amount
of water in each pool (200,000 acre-feet) that gives the maximum
amount of water that is available to each district from each pool
(see Table 1).

Each district that relinguishes all or a part of its original
entitlement between October 7, 1993 and January 1, 1994, may
participate in pool 2, and each district that executed a CAP
subcontract prior to October 1, 1993, may participate in pool 1 up
to its full percentage per each pool as identified in Table 1.

There are 10 districts that qualify for participation in pool 1 and
seven districts that gualify for participation in pool 2. It is
expected that those districts which may draw from both pool 1 and
poel 2 will draw first from pool 2. 1If a district in pool 2 does
not take its full supply, then any remaining amount will be made
available to the remaining districts in pool 2 based on the
percentage of their eligible acres to the sum of the remaining
districts’ acres.

If- a district in pool 1 does not take all of its percentage
allocated to it, then that amount will be made available to the
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remaining districts in pool 1 based on the percentage of their
eligible acres to the sum of the remaining districts’ acres.

If all water of pool 2 is not allocated to pool 2 participants, it
will be made available to pool 1 participants at pool 1 prices.

If, after all requests are met for pool 1 participants, water is
still available under pool 1, then that water will be made
available to agricultural nonsubcontractors at a price to be set by
the Board in that calendar year. If the commitment is to sell
400,000 acre-feet of ag water and if the .participants in pools 1
and 2 took only 350,000 acre-feet of water in any year, the Board
may want to consider selling the remaining 50,000 acre-feet at pool
1 prices or, if demand would be sufficient, to sell the 50,000
acre-feet at pool 3 prices.

AG-POOLS . WKP
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Exhibit 3

Example of Calculation of CAP Water Costs
Using 1995 from Alternative 9

Zoro As Deliveries

Total Fixed OM&R Cosis $33.696.000 A
Total Available Water Supply (AF) 1415000 B
Fixcd OM&R Cost per Available AF {A+B] s281  C

M&:1 Delivesics (AF) 289.437 D

Indian Deliverics (AF) 75.000 E

Available Ag Supply (AF) [B-(D+E)] 1050563 F
NIA Allocations on Which Take-or-Pay

Charges arc Paid (AF) [11%*F] 115562 G
Takc-or-Pay OM&R Payments on

on Undclivered Water G*Cj $2,751,926 H
Remaining Fixed OM&R Costs 10 be

Distributed Among Delivered Water [A -H] $30,944,074 1
Fixcd OM&R Charge per Delivered AF - [1+ (D + E)) s8491
Assumed Encrgy Charge per Delivered AF s3672 K
Touwal Cost per Delivered AF* [ +K) $121.63 L

Assumed Proposal Results

Tota! Fixed OM&R Costs §33696000 M
Tou! Available Water Supply (AF) 181500 N
Fixed OM&R Cost per Available AF M+N] s2381 O

M&I Deliveries (AF) 289437 P

Indian Deliveries (AF) 75,000 Q

Available Ag Supply (AF) IN-(P+Q) 1,050,563 ‘R

Non-Indian Ag Deliveries (AF) 400,000 s
NIA Allocations on Which Take-or-Pay

Charges arc Paid (AF) {11% *R) 115562 T
Take-or-Pay OM&R Payments on :

on Undelivered Waier [T=0) §2,751.926 U
Remaining Fixed OM&R Costs 10 be

Distributed Among Delivered Water M- $30,944,074 v

" Fixed OM&R Charge por Deliverced AF  [V4{P+Q+S)) $4048 W

Assumed Energy Charge per Delivered AF §36.72 X
Total Cost per Delivered AF* [W+X] sT720 Y

* M&1 delivered price is subsidized with CAWCD rescrves.

DRAFT CAWCD - 10/693
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Mr. MILLER. You probably recognized how I voted on it. We will
give credit to the delegation here who worked very hard on it.

Thank you very much for your testimony, all of you. I will yield
to Congressman Pastor.

Mr. PASTOR. Mr. Chairman, I made a commitment long before I
knew about the hearing. A number of you talked about legislation
to be introduced in the State legislature. Is that legislation going
to deal with potential revenue sources for the CAWCD? Is that leg-
islation going to help out with the problem of future revenues?

Mr. DEMICHELE. If I may, Congressman Pastor, there are four
components of that legislative package, one of which deals with the
extension of an ad valorem tax, which is due to expire in 1995.
That current tax is for demonstration projects on the ground, re-
charge demonstration projects.

The recommendation of our committee is that that tax be ex-
tended and be made permanent, number one; second, be extended
to Pinal County, and third, go into the general coffers of CAWCD
to be used for repayment of this obligation to the Federal Govern-
ment.

The other three components of that legislative package are the
environmental trust fund, which I referred to a moment ago, the
Office of Indian Settlements, and also funding for habitat studies.
There are other resolutions, but those are the major action items
that are a part of that legislative package.

Mr. PASTOR. Thank you.

Thank you, Mr. Chairman, for yielding.

Mr. GODDARD. Mr. Pastor, it is important, my remarks about our
financial sufficiency are not affecbe(f%y our request to extend the
tax.

Mr. PASTOR. Okay.

Thank you, Mr. Chairman.

Mr. MILLER. Thank you.

Let me, if I might, Mr. Goddard, in your statement on the first
page you say, “The most important message I have to relay to you
is this: The Central Arizona Water Conservation District can and
will meet its obligations under the Master Repayment Contract
with the United States. The first payment, due on January 15,
1994, has already been made through an advance payment credit.
We have more than $160 million in unencumbered reserves. With
the expectation of tax payments, power revenues, and water reve-
nues, we believe we can continue to meet our obligations even if
we experience more adverse circumstances than one might reason-
ably expect to occur.”

Let me ask you: In anticipation of the Water Conservation Dis-
trict being able to meet its obligations—which, as you point out, is
their intent and their ability—what assumptions are made with re-
spect to how these costs that we discussed on the first panel might
or might not be shifted to the Federal Government?

Mr. GODDARD. There are some ways that our proposal affects the
Federal Government in that interest is not pajg on that principal,
which is applied to agriculture. That is a substantial amount.

We also feel that the Federal Government will be protected in
the development of as much water as we can move through the
canal, because as the water goes through in more volume, it affects
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all the costs of the canal; and the O&M goes down for the other
users.

We feel that if the project cannot be finished—that is, if the ter-
minal storage, which, as the Mayor said, is very final, the scrub-
bers, the reworking of the siphons, the completion of the dams—
if that cannot be accomplished, I think then there must be an ap-
plication to the Federal Government under the cost ceiling that we
have now.

Mr. MILLER. Do that again.

Mr. GODDARD. Not the whole thing.

Mr. MILLER. No. Just the last part. Working backwards from
Federal Government.

Mr. GODDARD. All right. The situation is that, as you know-—
which probably you were witnessing yesterday—there are certain
things that are not completed; and under the cost ceilings that we
have right now, if they cannot be completed—as you know we have
a difference with the Department relative to what is necessary to
be repaid. But if those things cannot be completed, obviously we
are going to have to apply to the Federal Government if they are
to be completed.

And I was quite serious in my testimony that, if they can’t be
completed, we accept that.

Mr. MILLER. Mr. DeMichele, Ms. Pearson, do you concur with
that statement?

Ms. PEARSON. Mr. Chairman, I think I would like to defer and
expand upon that at a later date. That sounds like a very complex
question and one that would probably include a lot of detail with
respect to our financial obligation on the project.

[The information follows:]

Upon review of the question it appears that the matter was covered in Mr.
Goddard’s written testimony. Specifically on page 4 where Mr. Goddard states “If

significant activities remain uncompleted, then new arrangements mutually agree-
able to all parties, can be made to complete any necessary activities.”

Mr. DEMICHELE. You are right, assumptions are an important
part of any conclusion, and you have to weigh the assumptions to
come up with an answer to that. I would like to take a look at it
further, as Rita has said.

Mayor MILLER. We have heard a lot of figures from the panel be-
fore us. And I think a lot of those figures are in dispute or certainly
are being questioned. So I don’t know how else to answer the ques-
tion of yours other than we are going to have to look at all this
some more and put it all together, because there is a basic dif-
ference in some of these areas.

Mr. MILLER. But if, in fact, the premise is that if you are against
a cost ceiling or a contract ceiling, that the Federal Government
ought to forego those facilities—yours is aptly named “the termi-
nal”—do you still believe that is a Federal obligation, as part of
this project?

Mayor MILLER. For instance, our understanding of the statute is
that the terminal storage was to be paid for by the Federal Govern-
ment above and beyond the cost of the CAP aqueduct so that is not
a part of the ceiling.
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So whatever the figure is, what it comes down to, about $3.8 bil-
lion at this point, whatever that figure is, and this terminal storage
figure is not a part—

Mr. MILLER. I understand that. But my point being, I assume
should we be up against the authorized ceiling, is the city of Tuc-
son willing to go on its own to build the facility?

Mayor MILLER. At this point, I don’t see how I could answer the
question in the affirmative.

Mr. MILLER. I understand.

Mayor MILLER. As far as CAP is concerned, from the very begin-
ning, the city of Tucson there, the whole area there, was promised
as much security of water as there is in Maricopa County. That has
been a given from the beginning. To my knowledge that has never
changed.

As I mentioned in the statement—and I am sure you knew this
before—we are the only city with only groundwater. We don’t have
any surface water; and if we are cut off because of whatever condi-
tions occurred during a year, the time of presenting CAP water to
the Tucson area, we know there is going to be times of not getting
that water, whatever the reason. We need to have the terminal
storage. There is no other way we can operate.

We have taken very seriously the whole question of safe yield in
our community and are aware how much we are depleting the
aquifer and want to stop it. If conditions had been different in
terms of our delivering the CAP water, we would have been more
than 5 percent off groundwater by 1995.

So, I mean, our approach is one that is very strong in this area
and to get away from the groundwater and get into the CAP water.
And the terminal storage is an integral part of our ability to do
that. It is an integral part of it.

Mr. MILLER. Mr. Goddard, the underlying suggestion that I see—
I don’t want to mischaracterize the statement—but the underlying
suggestion in your statement is that you have got a plan to sort
this out; you have got a proposal that you want to take to the legis-
lature. In the event that you are up against the constraints of Fed-
eral law, either with respect to contracting authority and/or author-
ized project ceilings, then the CAWCD is prepared to finish out the
project and go on about its merry way.

Mayor MILLER. Mr. Chairman, I believe that we are content that
we can operate the project as we have described in my statement,
as we speak now. That is not to undervalue or underestimate ter-
minal storage in Tucson. The actual siphons, these huge things
that are even now sitting out there on the edges of our various riv-
ers, are going to have to be put in the ground. That has got to be
done because the existing siphons are inadequate. They are going
to break down. That has to be done.

The various other things that I referred to, there are some mat-
ters in contention with reference to the Federal Government’s re-
sponsibility relative to the Indians in that their trust obligation is
quite clear. The Indians will benefit by additional water moved into
the non-Indian agricultural segment. But it strikes me that the
Federal Government is responsible for moving the Indian water
through the canal and paying the costs of moving.
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We also have had mentioned today another obligation, and that
is of the various districts who have caused to be made various dis-
tribution facilities; and their obligation, it has been suggested,
should be the CAWCD obligation. But we do not believe that to be
the case.

In other words, they cause the various distribution systems to be
built and their bonds and their requirements; and as has been so
wisely said before today, with the advent of the problems in agri-
culture, bankruptcy is very, very close and a pertinent possibility.

I believe that CAWCD is now operating and will continue to op-
erate in a fashion that will keep us fiscally sound.

bCar}) you elaborate a little more as to what you wanted me to talk
about?

Mr. MILLER. Let me yield to my colleagues first, because I want
to I]I(lake sure they have an opportunity in this round. I will come
back.

Ms. English.

Ms. ENGLISH. Thank you, Mr. Chairman.

Also I would like to thank Mr. DeMichele for an outstanding job.
When we first started discussing how this would work this year
and how it would be accomplished, I didn’t think we would get this
far along. I appreciate your efforts, what we have both gone
through to get to this point. I believe it shows not only a tremen-
dous good-faith effort on behalf of Arizona but the cooperation of
a variety of people and interests that really understand how seri-
ous this is to Arizona. And I thank you for spearheading it and put-
ting all your time into it. I think you have done a fine job for the
State.

I am also quite pleased about a number of the projects that have
been discussed by the panel, and I would like a little more detail,
if possible.

First of all, I know I won’t be able to get detailed information
right now because I know you have just heard the reports from the
preceding panel, and I would be very interested in your response
or CAWCD’s response to some of the revenue figures that they
talked about and even some dispute among themselves about those
figures and some of the disputed areas on project negotiations that
are taking place.

There was some reference to a variety of issues. And I would like
to ask if I might get a report or a statement back in response to
the first panel’s comments, if I could get that from CAWCD at
some point. It will prompt further questions on our behalf.

Mr. GODDARD. To take your questions first, about revenue—

Ms. ENGLISH. About revenue and then about some of the
projects. You mentioned siphons. I think that is a concern, when
I was in the nature that I was dealing with, and I am not sure it
has gone the direction that everybody thought it would. So I would
like some written, tangible material that I can further question
both GAO and Mr. Johnson with.

Mr. GODDARD. We would be delighted to furnish it.

Would you like some answer now? Or would you like to have it
submitted in writing?
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Ms. ENGLISH. If you have an answer now, very briefly, that is
great; but I would really like some written submittal so that I have
reference, so I can sit down with those folks.

Mr. GODDARD. We will certainly give it to you.

[EpITOR’S NOTE.—The information maybe found in the appendix.]

Mr. GODDARD. Since you mentioned the siphons, I would just like
to say a very brief word about the siphons. These were, of course,
part of the project. The contracts were let, the specs were drawn,
the siphons were brought out and put in. Many technical ﬁroblems,
of course. But the brute fact is that they failed. CAWCD had noth-
ing to do with any of that process whatever. Now we are saddled
with the requirement of paying for at least half of it. I can’t, for
the life of me, understand exactly why.

They are being replaced at the present time. It is a huge project.
And as Mayor I\filler knows, we are going to have to stop the water
when they are being put in. So Tucson is either going to have to
go back on its pumps, and if they possibly can, put the egg back
into the shell, do something about providing Tucson with water for
a considerable piece of time. This is a big problem.

Our revenues are, as we speak, very complicated. It would be dif-
ficult to give you right off the bat——

Ms. ENGLISH. I understand that.

Mr. GODDARD [continuing]. A very detailed idea of how they are.
But they are changing. And do not be misled by the fact that we
are offering agriculture prices that they can pay. They are giving
us in exchange their entitlements. We have four contracts that are
already finished, signed and in hand, with four of the big districts.
It is important for them, important for us, because the more water
we can move, the lower the O&M costs to the Indians and to the
cities.

This is a fact that is difficult to understand, but it is true. Our
revenues with respect to power have been brought into question.
What happens after 2011 is something that I doubt if anybody
around can tell at the moment. But there is a prospect in the im-
mediate future of developing stronger power revenues. And we are
setting about to do it.

Ms. ENGLISH. Thank you, Sam. I look forward to the response—

Mr. GODDARD. I am sorry to elaborate even that much. But we
will respond to you in writing.

Ms. ENGLISH. I appreciate that a lot.

Rita, I have a question about the Recharge Demonstration
Projects and the extension and making permanent the ad valorem
tax

Do you have a sense of the amount of revenue that will be gen-
erated by that extension? And do you know whether those figures
were reflected in the GAO report?

Ms. PEARSON. Representative English, I do not know. In fact, I
would guess it was not reflected in the GAO report simply because
the Governor’s Advisory Committee made its recommem{ations at
the close of September to extend it; and it was a recommendation
that, of course, needed more with respect to dealing with CAWCD’s
board and the general public.

So we are in the process of developing a legislative package that
would, as Mr. DeMichele indicated, extend the tax to 1995, and ex-
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tend it to Pinal County and give the CAWCD the ability to apply
g, AE% not only the demonstration tax but to repay obligations on the

As to the tax, I could not tell you what the calculation is for the
three counties yet.

Ms. ENGLISH. Perhaps if I could get that in a written report, that
would be great. I would appreciate that.

[The information follows:]

The taxes collected by CAWCD for the three counties in 1993 and what could

have been collected in Pinal County if the 4 cent tax was collected in that county
are as follows:

Ten cent ad valorem tax:

MariC(gJa County $14,488,999
Pima County .......... 3,032,374
Pinal County 613,312
TOLAL .ocoveerecierieiereereeereetarereesrees e aesse e sbae e erne s s snsennesraesanesnnen 18,134,685
Four cent demonstration recharge tax:
Maric(():pa L8713 1 5,795,600
Pima County .......... 1,212,950
Four cent tax if collected in Pinal County:
Pinal County’ susavimimmnaisiismmsmmdtidsmisssissasmsiiinnmmaarsnsansisfnssioss 245,325

These amounts are based on 1993 property values and would be expected to in-
crease over time due to increased development and inflation.

Ms. PEARSON. With respect to the recharge legislation, the rec-
ommendation was to do an expanded recharge program, keeping in
mind that California and Nevada were very actively interested in
doing some sort of recharge of CAP water in Arizona. We are con-
tinuing discussions with the State of Arizona with representatives
of Nevada and California to determine the hydrological feasibility
of conducting expanded recharge programs, what the costs may be,
and what the ramifications may be. As far as legislation goes what
we are doing this session is introducing a streamlined package for
recharge programs in Arizona.

Right now it is a somewhat convoluted process. There are eight
different statutory programs. So the Department is attempting to
simp}lify it to encourage use by out-of-state users if they are so in-
clined.

Ms. ENGLISH. Thank you.

One other area. And, Mark, you might be able to answer this the
best right now. And it has to do with the Office of Indian Settle-
ments. One of the things I have run into, the first year in Con-
gress, is how many incomplete Indian settlements are just hanging
out there. And as we have gone through this process, it really is
a big unknown with CAP. I am pleased that this is a recommenda-
tion that will be part of that legislative package.

Can you elaborate a little on that?

Mr. DEMICHELE. I would be happy to Congresswoman.

The idea is to establish an office that will serve as a facilitator
to do whatever we can in the State of Arizona to push these Indian
settlements forward.

I want to underscore what I said in my testimony, which is that
we can’t do it alone. We need whatever pressure can be brought to
bear by your committee at the Federal level to get on with this and
get those settlements made. We are willing to go more than our
halfway, if you will to do what is necessary to get those settle-
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ments. But that office will be charged with facilitating those settle-
ments as best we can.

Ms. ENGLISH. Rita, did you want to respond to that too?

Ms. PEARSON. If I might, the Department, on behalf of the Advi-
sory Committee, met with a number of representatives of the tribes
just a couple of days ago. The message we conveyed to them was
that our intention was to hopefully acquire an agpropriation from
the State legislature to set up a neutral office that would be one
that would be housed at a place acceptable to the tribes whose
function would be to coordinate meeting dates, information, help
er;if:hasize key points to get the deliberations off the dime, if you
will.

Ms. ENGLISH. I guess my final question probably can be an-
swered by you, Rita; and that is: Having been in the legislature—
and a couple of us up here have been—what do you think the possi-
bility of success will be? And will it happen this next legislative
session?

Ms. PEARSON. Representative English, my initial response is, if
I could tell you that, I would be in Las Vegas right now. But I do
think we have a good chance. We have very sound support from the
business community. We have had a very public process. The water
user community is very supportive of the recommendations.

And we have been briefing key legislators throughout the proc-
ess. Mr. DeMichele and I have done briefings of the leadership in
both the House and Senate, and they have been very appreciate of
the efforts and we think very supportive.

Ms. ENGLISH. I believe this will go a long way in bringing such
diverse interests together in Arizona and will be a great step in the
right direction from Congress’ perspective. So anything I can do to
facilitate that in the legislature or anything I can do to help, please
let me know.

Ms. PEARSON. I appreciate that.

Ms. ENGLISH. Thank you.

Mr. MILLER. Mr. Kyl.

Mr. KyL. Thank you, Mr. Chairman. In the interest of time, I am
simply going to thank all the members of this panel, each in their
own way has contributed significantly to this effort.

I want to add one other thing, Chairman Goddard indicated his
pride in having all of the members of his board here. There are a
couﬁle of people here who have a very long and active association
with the Central Arizona Project who are here; and I think we
might do well to acknowledge their presence.

Jay Rhodes, our former colleague who has worked on the CAP
not only as a Member of Congress but in other capacities, Webb
Todd, chairman of the Central Arizona Project Association, and
Jack Williams, former Governor. He has probably done as much as
anybody in this room. I think they all deserve to be mentioned for
their long and active support of the CAP.

Mr. MILLER. Mr. Stump.

Mr. StuMP. Thank you, Mr. Chairman.

Let me thank all of you for your testimony.

Rita, you stated in your testimony, and quite correctly, we will
go through our full use in Indian water settlements and increased
industrial use.



116

You also said, at the same time, we are going to be willing to
work with our sister States to solve their problems.

Let me ask you whether that commitment would ever involve the
Goverg’lor’s office in agreeing to any change in Arizona’s CAP allo-
cation?

Ms. PEARSON. No, Mr. Stump. I thank you for the opportunity to
respond. We would absolutely not consider any change in our enti-
tlement to Colorado River supplies.

Mr. Stump. Thank you.

Thank you, Mr. Chairman.

Mr. MILLER. Let me, if I might, just make a couple of other
points and perhaps get you to respond to them.

Mr. DeMichele, I notice in your testimony that you recall the ad-
monishments, I guess suggestions, of Congresswoman English and
myself about, in order to produce a credible report, that the entire
Arizona community had to be involved in your operations; and you
did that. And I think the results speak for themselves in terms of
that effort. And I think most people are pleased with that.

I get a sense that there are sort of two channels running here.
One is a suggestion that perhaps was made forcefully by Governor
Goddard’s statement that this can really be basically resolved in-
house. If necessary, the State could conceivably go it alone to a
number of other arrangements to deal with the fact that there
could quite possibly be legal restraints on additional participation
by the Federal Government withcut authorization or without a re-
negotiation of the contract or, in fact, maybe both.

But as I look at the two recommendations from your commission
and from CAWCD, there are some assumptions about an increased
Federal role here. That is what I think the GAO alerted us to. And
those may go to $1 billion. There are some decisions that CAWCD
might want to make or not make that could shift additional bur-
dens to the Federal Government relying on precedent or relying on
obligations, what have you, with respect to Indian water settle-
ments.

And while that is one thing here, it also seems apparent there
is some suggestion that somehow this can be done without the di-
rect involvement of the Federal Government. And I just don’t see
how those two things are consistent. My experience in the water
community of the West is that controversy and delay sometimes
are very good for various parties. And we can continue to challenge
whether it is $1.8 billion or $2.0 billion, whether we are over or
under, but that can all be resolved rather quickly from the legisla-
tive side of this, and that is that.

Mr. Duffus and GAO and others will quickly tell us—or we can
ask OMB—whether they are or they aren’t. They may be reluctant
to tell us; but at some point, they will have to tell us before the
next appropriations round. It seems to me at that point the music
sort of stops.

I go back to your statement and the suggestions of Congress-
woman English and myself earlier on. It seems to me, given the
host of representations you have put on the table—and some of
them seem very workable and others seem to me subject to further
polishing and negotiations—that there is this tendency to try and
avoid the Bureau and/or even our committee. First and foremeost
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let’s leave our committee out of this, but the Bureau is going to be
terribly time-consuming of resources, and you are not going to get
to the point you want to go.

Most of the suggestions have impact on the Federal taxpayer one
way or another. It seems to me that, given Arizona’s unified dele-
gation in the Congress, between the House and the Senate, on a
bipartisan basis, and the commitment you have in the State—as di-
verse as the interests are—everybody agrees there is an interest in
seeing this project brought to completion. They agree these issues
are best resolved in direct negotiations, and not by continuing to
skirt around the edges.

If that includes bad news that the cost ceiling is there, this com-
mittee has historically dealt with cost ceilings. We have dealt with
them in a way that, as I say again, I think certainly—I have to
speak for my State—all but a tiny minority were happy with the
way that was resolved, including a complete cross section of the
business community in that State.

And that was true in these other projects. But the suggestion
that we are at the point where we can patch and re-work it on the
cheap or indirectly, I don’t think is going to work here. This is a
big project. This is a big chunk of dough. If everything goes right,
there is a considerable Federal interest in this.

Governor Goddard noted that he testified in, what was it, 1968.
I figured the next hearing would probably be 2011, and we would
be right on schedule because of the historic skill of this delegation.
So 1968 may have been the last hearing, not only the last one he
did, but the last hearing on this subject. But I think, given the
changes in the Congress and the rules and the attitude, the deficit,
and all the things that we confront, that we should have looked at
this as a joint venture when we started out—when Chairman Udall
and others in this community presented this to the Congress and
the Congress agreed to it. Now that we have hit some bumps in
the road, I think we need to decide whether this is a joint venture.

Most of the contracts are third-party contracts. I don’t think any
of us sitting in the Federal legislature can suggest we are not going
to be a party to the renegotiations or to the changes and modifica-
tions of those contracts.

No business entity would do that to one of your clients. None of
you would do it in your private practices. We cannot expect that
the taxpayer simply wanders off into the horizon while these are
renegotiated. That requires a very candid approach to laying this
out. And I think you have done that for starters, along with the
Bureau of Reclamation and whatever Federal entities, BIA, others
that may be involved in these negotiations.

But I am really worried, the more conversations that I pick up,
that there is a suggestion that somehow we don’t have to go in and
admit that we are up against the ceiling. I don’t think that that
is the catastrophe that some people suggest it is. And, as I said,
the energy to avoid that is not terribly productive.

So I would just hope that, given, I think, a rather remarkable
start that this combined panel represents, that that would not now
be lost in the sort of diversionary efforts to seek an indirect way
for me to be—I don’t know if you want to respond or what have
you.
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Mr. DEMICHELE. I would defer to the Governor.

Mr. GODDARD. Somehow everybody wants to at this stage of the
game.

Mr. MILLER. It is a tribute to your very forthright statement.

The question is: How does that play itself out?

Mr. GODDARD. Naturally, we are concerned about the terminal
storage in Tucson. We are concerned about the siphons. We are
concerned about the various elements of the dams. We are respon-
sible for the Roosevelt Dam, although it is not part of our project.
It is part of Plan 6. We are very concerned that these things be fin-
ished. But we are also very positive in that our current financing
is able to let us function as we should function.

In working with the agriculture sector, we have simply been giv-
ing up some of our rights in the contract, and they have been giv-
ing up some of their rights, without even approaching the principal
contracts. In other words, we are simply willing to allow agri-
culture to survive with as much help as we can make, and try to
benefit the other users. And, of course, we consider ourselves part-
ners, and we have to be.

After all, the Federal Government has produced us a life raft for
the State. And how could we provide for those wonderful Califor-
nians that are coming over here now and living in various parts
of the State? We are going to have to——

Mr. MILLER. We have an alternative which would include their
staying there.

Mr. GODDARD. It is fascinating. Most of our older people are mov-
ing to California. Now, the situation is this. Our input into the
State is a push from other places. And there is very little that we
can do to control it. And the projections that we have now would
indicate that the water, although we have a surplus at the mo-
ment, that it will fast disappear.

And a very important assumption is that the role of agriculture
is diﬁninishing and will continue to diminish, and we are planning
on that.

However, as you say, the bumps we can handle right now. And
we certainly intend to handle them in concert with our big brother
of the Federal Government and with all of the entities in the State
who, at the current time, are as one. I mean, we can fight among
ourselves privately, but we are as one at the moment in the fact
that we would like to make this thing viable.

Mr. MILLER. I hope I have spoken clearly. And I want to again
thank you, because you have all individually and on behalf of your
organizations invested a very, very substantial amount of time and
effort on behalf of the State and of the project. And I look forward
to our continued involvement with you and hope, as I say, that we
can address these in the most direct manner possible so that we
can just get on with it and get it resolved to the best interests of
this State and everyone else. Thank you very much for your time
and your testimony.

It is the intent of the committee that we will go straight through
to the end of this hearing without a break. I know that my col-
leagues who are not on the committee have joined us, and they also
have other commitments. And so I just wanted to tell them about
that so they can make whatever adjustments they need to do so.



119

And we appreciate their interest and their involvement with this
issue.

Mr. MiLLER. The next panel will be made up of Mr. Rob Smith,
the Southwest Representative, the Sierra Club, Phoenix, Arizona;
Mr. Bill Scott, President, Board of Directors, Maricopa-Stanfield Ir-
rigation and Drainage District; and Mr. Robert O’Leary, Executive
Director, Water Utilities Association of Arizona.

Gentlemen, if you would please come forward. We have a little
over two hours, and we have three panels. So I would really hope
you could summarize so we can allow time for questions, but also
make sure the other panels are not shortchanged in this discussion.

Rob, we will begin with you.

PANEL CONSISTING OF ROB SMITH, SOUTHWEST REPRESENT-
ATIVE, SIERRA CLUB, PHOENIX, AZ; C.L. “BILL” SCOTT,
PRESIDENT, BOARD OF DIRECTORS, MARICOPA-STANFIELD
IRRIGATION AND DRAINAGE DISTRICT, STANFIELD, AZ; AND
ROBERT A. O'LEARY, EXECUTIVE DIRECTOR, WATER UTILI-
TIES ASSOCIATION OF ARIZONA, PHOENIX, AZ

STATEMENT OF ROB SMITH

Mr. SMITH. Mr. Chairman, members of the committee, my name
is Rob Smith. I represent the Sierra Club. I am their Southwest
Representative based here in Phoenix. We are a national environ-
mental organization with 9,000 members in this State.

Thanks for bringing the committee here today, providing us the
opportunity to talk about the Central Arizona Project and the envi-
ronmental issues associated with it.

One of the CAP project purposes is the enhancement of fish and
wildlife resources. And with the committee’s permission, I will
summarize my written statement in the interests of time.

The CAP was—and still is—being promoted using the rhetoric of
scarcity. Images are conjured up of stark deserts baking in the sun
and of an economy and way of life standing at the brink of disaster
save for that thin blue line which winds its way through the
parched desert, getting its life’s flow from the Colorado River.

It has been deeply ironic for some of us to hear many of them
characterizing the current problem of the CAP as one of under-
utilization. It is as if they are both saying “we need more water but
we aren’t using enough.”

We think the real issue is not how much or how little we are
using of the CAP but rather how good a steward is Arizona being
of the water available to it.

To us the wise stewardship means two things. It means protect-
ing and restoring important stream habitats, especially along the
Colorado River. It also means encourage conservation through
phasing out water use subsidies in favor of market pricing for
scarce water resources.

We aren’t using water as wisely as we should in Arizona. Nearly
80 percent of Arizona’s total water supply goes to agriculture; yet
that sector provides less than 3 percent to the State’s economic
base. Cotton and alfalfa are the largest single agricultural water
users, and both are the most water-intensive crops we grow. Fur-
thermore, cotton is in surplus. In 1991, for instance, the Federal
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Government paid Arizona cotton farmers more than $26 million in
price supports.

Probably the greatest environmental impact of the CAP is the po-
tential to remove 1.5 million acre-feet of stream flow every year
from the Colorado River. On the Lower Colorado, along the border
with California and also in New Mexico, the river already fluc-
tuates, salinates, and eventually dissipates to the detriment of
recreation and endangered native birds and fish.

These and other issues are ones that we and other environmental
groups have brought to the Governor's CAP Advisory Committee,
of which several of us were members. As part of that body, we pro-
posed a solution which we felt helped the environment, promoted
water conservation, and addressed the CAP repayment obligation.

Key elements of our proposal were allocating up to 175,000 acre-
feet from the CAP’s yearly 1.5 million acre-feet for fish and wildlife
purposes, mostly to remain in the Colorado River. We expect that
this would become a non-reimbursable use and thus could lower
the overall CAP repayment amount.

We also proposed establishing an environmental trust fund for
establishing protection and restoration and to support water con-
servation projects. We suggested a $15 million yearly fund level to
be raised from a wide variety of potential sources, including from
revenues generated through marketing CAP water to Nevada and
California users.

We also represented promoting water conservation and water
marketing and phasing out subsidies and below market pricing for
water and the power to pump it.

Thanks to the leadership of Governor Symington and Mr.
DeMichele, the Governor’s committee ultimately developed a set of
recommendations which included endorsements of the concepts of
an environmental trust fund up to $8 million yearly and for up to
150,000 acre-feet to be set aside for environmental purposes.

We are now engaged with the Department of Water Resources
and others working on the details of that which have not been fi-
nalized and, therefore, have not been ultimately approved by the
State or the CAWCD.

The Governor’s committee largely rejected water marketing and
did not urge significant new water conservation measures. In con-
trast, they developed a target pricing plan which lowered agricul-
tural water rates for CAP to $17 per acre-foot while phasing in rate
increases to urban dwellers to charge them more than $100 per
acre-foot.

The Sierra Club and six other environmental groups opposed this
plan because it encouraged greater water use and taxpayer sub-
sidy, this at a time when Congress and the Administration have
been emphasizing resource conservation and greater cost recovery.

Proponents of the target pricing plan the committee rec-
ommended say it reduces reliance on groundwater. We would rath-
er do that through conversion to lower-water-use crops, raising the
groundwater pump tax to a point where the CAP water is more
economically attractive, or simply decreasing agricultural use.

Proponents of the committee plan fear loss of Arizona’s Colorado
River entitlement unless Arizona starts diverting more of its water.
Some also fear that marketing CAP water to other States will
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weaken our State’s claim to water in the future. We don’t see the
risks that way. We recognize that Arizona’s entitlement is a prod-
uct of a Supreme Court decision, an interstate compact with sev-
eral States, and a congressional law; therefore, not easily undone.
We view water marketing as a means to solidify Arizona’s claim to
its water by putting its resources to use in that manner and also
to raise revenue for repayment obligations and to fund environ-
mental enhancements.

In closing, we welcome the subcommittee’s review of the CAP.
We hope you will take a close look at how we could work together
to make this a more environmentally and taxpayer friendly project
to meet both Federal and Arizona needs.

Thank you.

Mr. MILLER. Thank you.

[Prepared statement of Mr. Smith follows:]
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SIERRA CLUB SOUTHWEST OFFICE

TESTIMONY OF ROB SMITH
SIERRA CLUB SOUTHWEST REPRESENTATIVE
BEFORE THE HOUSE NATURAL RESOURCE COMMITTEE
SUBCOMMITTEE ON OVERSIGET AND INVESTIGATIONS
REGARDING THE CENTRAL ARIZONA PROJECT
ON DECEMBER 10, 1993
IN PHOENIX, ARIZONA

Mr. Chairman, Members of the Committee and Members of the
Arizona Congressional Delegation, my name is Rob Smith, and I am
the Southwest Representative of the Sierra Club, a national
environmental organization with 9000 members in Arizona.

Thank you for this opportunity to speak today concerning the
Central Arizona Project and environmental issues associated with
it.

The CAP was -- and still is -- being promoted using the rhetoric
of scarcity. Images are conjured up of stark deserts baking in the
sun, and of an economy and way of life standing at the brink of
disaster save for that thin blue line winding through the parched
landscape bringing us a life giving flow from the Colorado River.

It’s then deeply ironic that many who come before you now have
characterized the current problem with the CAP as being one of
"underutilization®. 1It’s as if they'’re saying both "we need more
water, but we aren’t using enough."

We think the real issue is not how much or little we are using
the CAP, but rather how good a steward is Arizona of the water
available to it.

Wise stewardship means two things to us:
1) Encouraging conservation through phasing out water use
subsidies in favor of market pricing for scarce water resources,
and

2) Protecting and restoring important stream habitats, especially
along the Colorado River.

» We aren’t using water the way we should in central Arizona.
Nearly 80% of our state’s water supply goes to agriculture, yet
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that sector provides less than 3% to the state’s economic base.
Cotton and alfalfa are the largest single agricultural water users,
and both are the most water intensive crops we grow. Furthermore,
cotton is in surplus; in 1991 the federal government paid Arizona
cotton farmers more than $26 million in price supports.

It’s estimated that up to 90% of our desert stream habitats have
been lost or seriously degraded due to depleted groundwater tables,
diversions and channelizations. In many places, the groundwater
supplies have been so severely drawn down that the land surface is
literally cracked and collapsing. Despite the much-touted
Groundwater Management Act, the Pinal County area, a potential big
agricultural customer for CAP, is an area designated for "planned
depletion" of groundwater ~- that is, they are exempt from the
requirement other areas face for bringirg groundwater use into
balance with natural recharge rates by the year 2025.

The greatest environmental impact of the CAP is the potential to
remove 1.5 million acre feet of stream flow every year from the
river course. On the Lower Colorado River, the river already
fluctuates, salinates and eventually dissipates to the detriment of
recreation and endangered native wildlife. Most of the time, the
Colorado is so heavily used that its flow never reaches its
historic delta on the Sea of Cortez in Mexico. The last remnant of
that once vast and biologically rich area is the Cienega de Santa
Clara, kept alive temporarily by the outflow from the Wellton-
Mohawk Irrigation District.

There are demands elsewhere in the Lower Colorado Basin for
water to serve the thirst of southern California and the Las Vegas
area, which have eyed San Francisco Bay and the Virgin River
respectively for new supplies if the Colorado River is not
available.

All of these issues are ones we and other environmental groups
raised as members of the Governor’s CAP Advisory Committee, which
completed its work this past September. As part of that body, we
proposed solutions which we felt helped the environment, promoted
water conservation and addressed the CAP repayment obligation.

We proposed:

1) allocating up to 175,000 acre feet from the CAP’s yearly 1.5
million acre feet for fish and wildlife purposes, mostly to remain
in the Colorado River. We expected that this would become a non-
reimbursable use, and thus could lower the overall CAP repayment
amount.

2) establishing an environmental trust fund for stream protection
and restoration, and to support water conservation projects. We
suggested a $15 million yearly funding level, to be raised from a
wide variety of potential sources, including from revenues
generated through marketing CAP water to Nevada and California
users.
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3) promocting water conservation and water marketing, and phasing
out subsidies and below-market pricing for water and the power to
pump it.

The Governor’s Committee ultimately developed a set of
recommendations which included endorsements of the concepts of an
environmental trust fund up to $8 million yearly, and for up to
150,000 acre feet to be set aside for environmental purposes.
However, the details have yet to be finalized and approved by the
State or the Central Arizona Water Conservation District.

The Governor’s Committee largely rejected water marketing and
did not urge significant new water conservation measures. In
contrast, they developed a '"target pricjing"” plan which lowered
agricultural water rates for CAP to $17 per acre foot while phasing
in rate increases to urban dwellers to charge them more than $100
per acre foot. Assuming these low ag rates entice more farm
customers, then the total yearly repayment obligation to the
federal government could be lowered by up to $12 m11110n dollars
due to excused interest payments for agriculture.

The Sierra Club and six other envirecnmental groups opposed this
plan because it encouraged greater water use and taxpayer subsidy.
Congress and the Administration, too, have been emphasizing
resource conservation and greater cost recovery.

Proponents of the Committee plan say it decreases reliance on
groundwater. We would rather do that through conversion to lower
water use crops, raising the groundwater pump tax to a point where
CAP water is more economically attractive or simply decreasing
agricultural use.

Proponients of the Committee plan fear loss of Arizona’s Colorado
River entitlement unless Arizona starts diverting its water. Some
also fear that marketing CAP water to other states will weaken our
state’s claim to the water in the future. We don’t see the risks
that way. We recognize that Arizona’s entitlement is a product of
a Supreme Court decision, a Congressional law and an interstate
compact, and therefore not easily undone. We view water marketing
as a means to solidify Arizona’s claim to its water by putting its
resource to use in that manner.

Proponents of the Committee plan see increasing use within
Arizona as firming up our state’s control of the water; we think
it’s placing our future in greater jeopardy by hastening the day
when these new supplies reach their limit, and by increasing the
pressure on the already overallocated Colorado River.

Proponents of the Committee plan claim that it solves the
financial concerns regarding repayment, but we think that assertion
bears a closer look. The calculations could be significantly off
if the federal government prevails in establishing the repayment
amount as $2.1 billion rather than the $1.8 billion claimed by the
CAWCD. Also, it is hardly a certainty that agricultural use of
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200,000 acre feet of CAP water will be sustained for 50 years given
the recent history of over-optimistic projections of project use.

- In closing, we welcome this Subcommittee’s review of the CAP,
and we hope you will take a close look at how we can work together
to make this a more environmentally and taxpayer friendly project.

Thank you.
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Mr. MILLER. Mr. Scott.

STATEMENT OF C.L. “BILL” SCOTT

Mr. ScotT. Thank you, Mr. Chairman.

I am Bill Scott, a long-time farmer in Arizona. I appreciate the
opportunity to appear before this committee to make this state-
ment.

I have been farming in the Maricopa-Stanfield Irrigation &
Drainage District area, where I am currently serving as president
of the board of directors. I farm with my two adult sons. Our three
families are totally dependent on agriculture and the availability of
CAP water. My district to date has been one of the largest users
of Central Arizona Project water.

I would also like to express appreciation to you for holding this
hearing in Arizona to hear these firsthand reports of the impor-
tance of the Central Arizona Project system to our State. Your com-
mittee has been essential to our progress.

Mr. Chairman, I would like to acknowledge members of the dele-
gation present, especially Representative English, who not only
represents my district but also serves on this committee and has
been a very important representative to us, to our progress to this
point. Her interest and enthusiastic support is very gratifying. We
enjoy it very much, and we certainly appreciate it. I had the pleas-
ure of having her tour my farm to ensure some of the conservation
measures we instituted down there to utilize water in the most effi-
cient manner possible.

I am disappointed we didn’t get to follow up and have our second
meeting this fall to see the harvest. I also appreciate the represent-
atives from our rural communities here today, also from Congress-
man English’s district. These folks joined in a united front to de-
velop a State solution to under-utilization in cooperation with the
Governor’s Advisory Committee. It was a gratifying experience to
see the rural communities speaking with one voice in support of
the CAP system’s project usage.

My statement will be brief. I want to cover four points. I have
submitted a written statement, and I will try to summarize this
way.

I want first of all to convey a strong sense of commitment to the
use of CAP water for agriculture. I want to also impress upon you
the importance of the intended use of CAP water in the most effi-
cient manner we know of, conservation practices. I want to show
you the strong support we have in agriculture for CAWCD’s water
pricing policy. I want to give assurance that the pricing policy pro-
vides us with a better opportunity to make payments on the Fed-
eral and private bond debts.

Our commitment to the use of Central Arizona Project, I have
lived 20 years in anticipation of using that water and never having
to pump another drop. Water is like gold; it is where you find it.
We have a diminishing supply. It was never intended that we re-
vert back to pumps at this stage in our life. It is an unfortunate
situation, one we have very little control over.

The State adopted a groundwater code which mandated reduced
groundwater withdrawal. You have already heard the comment
made it is a substitute supply, it is not a supplemental. There is
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no new expansion. We leave in the ground one acre-foot of water
for one acre-foot of CAP water.

Landowners have contributed significant financial obligation to
the usage of CAP water. We have state-of-the art concrete system
that loses little over 4 percent. This was very expensive. In addi-
tion, the Federal Government has loaned us the balance of the 80
percent. This amounts to the irrigation district having a $1,100 per
acre debt on this land.

The first project, to my knowledge, was financed in this way for
a self-help project. Our district operates all the pumps. We do this
for two reasons. One is efficiency, where we can serve about 25 per-
cent of the energy that is normally used throughout the district.
The second reason is that we only operate if the water is
unaffordable or unavailable.

Mr. Chairman, from the beginning, not only agriculture but
many segments of our economy and our districts were totally com-
mitted to using CAP water. The commitment to water conservation,
in addition to the $1,100 an acre we spent in bond obligations, we
have redesigned our irrigation systems to a certain extent by
spending about $300 an acre in my own case to put in new ditches,
larger ditches. We have leveled and redesigned hills at a cost of
$600 an acre. We have got $1,100 plus $300 plus $600 which is
about a $2,000 debt against the land which is now currently valued
at $1,000 an acre, some of it less than that.

This demonstrates our commitment to use and the dedication to
conservation. The resulting water usage consciousness is that we
measure now in acre-inches rather than acre-feet.

CAWCD’s water pricing policies have our support. The negotia-
tion has been in effect for about two years, and we are very happy
to see these negotiations concluded. It does improve our survival
possibilities. It lowers the cost equally, and it assures usage of CAP
water. It puts new life back into the rural policies. Without the pol-
icy, farmers would return to pumps and would not repay debts; it
would probably defeat the goals of the Groundwater Management
Act—not probably, but very definitely would.

It is a very positive first step toward achieving the goals of the
CAP. It puts the district in the position of now negotiating debt re-
payment, which we didn’t have any chance of doing before. My dis-
trict happens to be one of the first to sign the agreement with
CAWCD.

Mr. Chairman, your committee is to be complimented for the
strong support they have shown for this project over many years.
It has been a cooperative effort and shall continue to be. There are
still some outstanding issues that need to be resolved. You have
our pledge to work cooperatively with CAWCD and the Bureau of
Reclamation toward that end. We want to be a part of the solution.
We hope your committee will see the wisdom of this plan and not
oppose its successful implementation.

Thank you for hearing my statements.

Mr. MILLER. Thank you very much.

[Prepared statement of Mr. Scott follows:}
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STATEMENT OF
C.L. "BILL" SCOTT
PRESIDENT OF THE MARICOPA-STANFIELD
IRRIGATION & DRAINAGE DISTRICT
BEFORE THE
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS
COMMITTEE ON NATURAL RESOURCES
DECEMBER 10, 1993

PART ONE ~- INTRODUCTION

' Mr. Chairman, Congresswoman English, other members of the
Committee and distingquished guests, my namg is Bill Scott and I am
happy to appear before you today as a long-time Central Arizona
farmer. I have been .farminq in the Maricopa-Stanfield Irrigation
& Drainage District area for 36 years and my current farming
operation consists of myself and my -two adult sons. Our three
families are entirg}y dependent upon our family farming operation
and the availability of CAP agricultural water. I also am
privileged to serve as the President of the Board of Directors of
the ﬁaricopa-stanfield Irrigation District which to date has been
the largest user of Central Arizona Project water. In 1990
Governor Symington appointed me as the first chairman of the
Advisory Council to the newly formed Arizona Department of

Agriculture.

PART TWQ -- COMMITMENT TO THE CENTRAL ARIZONA PROJECT AND
WATER CONSERVATION

The State of Arizona and its citizens are committed to
utilizing CAP water in lieu of high levels of groundwater. This
commitment has been made on many levels in the State of Arizona
beginning with the sState's adoption of the 1980 Groundwater
Management Act and the understanding that CAP water will be a

substitute supply of irrigation water and not a supplemental or new
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supply which would encourage expansion of irrigation. This
commitment is evidenced on the district level by the assumption of
significant financial obligations for the construction of our CAP
distribution facilities as well as our commitment to providing the
irrigation district with the total operational control of our
irrigation district wells so that such wells are only utilized when
CAP water is unavailable or unaffordable. This district-wide
commitment. to reduced groundwater pumping goes far beyond the
mandates of Arizona's Groundwater Management Act although it is
certainly consistent with both the State ané Federal policy which
resulted in the passage of that Act as well as the passage of the
Central Arizona Project enabling legislation.

Like most farmers in my irrigation district and many
farmers throughout the Central Arizona Project service area, my
family has made sugstantial financial commitments to the efficient
use of CAP water. This commitment not only requires us to share in
the financial obligation of the irrigation district for repaying
the cost of tHe construction of the CAP distribution system, an
effective investment of $1,100 per acre, but it was also necessary
to make substantial on-farm improvements and modifications to our
internal water distribution system. These costs include:

1. Reconstruction of the larger concrete-lined canals at
a cost of $300 per acre.

2. Redesign of farm field layout and land leveling to
maximize the efficient delivery of water, at $600 per acre.

Altogether it could be said that we have invested a total
of $2,000 per acre for the efficient utilization of CAP water and
reduced the overdrafting of groundwater, all on land that has been

reduced in value to approximately $1,000 per acre.
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Obviously, if Central Arizona Project agricultural water
were so expensive as to make its use impossible, not only would
these substantial on-farm investments be largely wasted, but the
purposes for our irrigation district's construction of a $100
million dollar CAP water distribution system would also go largely
unrealized. We would have no choice but to return to substantial
groundwater pumping despite negative environmental and social
consequences as well as the lost opportunity to utilize our
individual, district-wide and state-wide economic investments in
the Central Arizona Project.

The Maricopa—étanfield Irrigation & Drainage District has
invested substantial time, effort and funds in the promotion of
water conservation goals as part of its CAP participation. The
District's CAP water distribution system represents the state-of-
the-art with-respect to avoidance of seepage loss. Recent studies
have shown that through seepage and evaporation ioss our district
canal system loses less than 5% of the water it transports. as
part of its repayment contract with the United States, the District
has had to comply with a stringent water conservation plan. Also
the requirements of the National Environmental Policy Act were met
with the construction of these water distribution systems.

It should also be noted that, unlike many other
irrigation projects west-wide, the United States did not put up all
the money for constructing these water distribution systems. My
District, 1like the other Central Arizona Project districts, was
required to put up 20% of the cost of the construction of its
system and did so mostly through the issuance of private general
obligation bonds. The debt service on these bonds constitute a
substantial financial obligation on the part of the landowners in

the District and once again reflect our considerable commitment to
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the success and the long-term availability of Central Arizona

Project water.

PART THREE - WATER PRICING POLICY OF THE CENT ARIZON;
WATER CONSERVATION DISTRICT

The recent water pricing policy established by the
Central Arizona Wéter Conservation District appears to be the best
opportunity for continued survivability of my family farm, my
irrigation district and even the rural community in which my farm
and irrigation district exists. This ptlicy recognizes the
substantial economic commitments made by farmers in my irrigation
district and in the other CAP irrigation districts to the Central
Arizona Project and seeks to ensure that the purposes of these
financial commitments are achieved. ‘ By ©pricing the water at
levels which make‘ltyégﬁbetitive with groundwater pumping, our
preference fér utilizing CAP water over groundwater will be assured
and the groundwater conservation goals of the State of Arizona will
be furthered.

The continued viability of farms within the Central
Arizona Project play an important role in rural economic
developnment. In Pinal County this fact was recognized by an
extensive group of municipal, business, and political leaders who
worked closely with the Governor's Advisory Committee to develop a
plan and recommendation which would allow for continued use of CAP
agricultural water by Pinal County farmers, both Indian and non-
Indian. The proposal also encouraged use of CAP municipal and
industrial water by Pinal County municipalities and water
companies. The CAWCD CAP water pricing plan certainly is a

positive step towards achieving these objectives.
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With the announcement of CAWCD's pricing plan the long-
term viability of all farmers in the Maricopa-Stanfield Irrigation
& Drainage District has been improved and the prospect for
repayment of our Federal obligation has been enhanced
significantly. Nevertheless, it is certain that without the CAWCD
pricing plan, Central Arizona farmers could not utilize CAP water
and clearly would be in a much more difficult position for repaying
the United States and bondholders for the cost of constructing CAP
distribution systems which would largely gp unused. Additionally,
without this policy, farmers throughout the Central Arizona Project
would have to return to high utilization of groundwater pumping
which is directly contradictory to the groundwater management goals

of the State of Arizona and presumably the United States as well.

PART FOUR == CONCLUSION

The State of Arizona in general, and the Central Arizona
Water Conservation District in particular, are dealing with the
problem of under-utilization of Arizona's Central Arizona Project
entitlement. The State's repayment capability to the United States
is secure as evidenced by testimony provided by the Central Arizona
Water Conservation District and the Arizona Department of Water
Resources. The environmental benefits of encouraging uses of
Central Arizona Project water in lieu of groundwater are obvious
and should need no further emphasis. The CAWCD proposal provides
the best opportunity for achieving these goals and for this reason
Maricopa-Stanfield Irrigation & Drainage District was the first
district to sign the agreements with CAWCD to implement the

proposed plan.



133

Mr. Chairman, we hope that your Committee in particular,
and the United States in general, will see the wisdom of this plan
and not oppose its successful implementation within the State of

Arizona.

Thank you for the opportunity to present this testimony.
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Mr. MILLER. Mr. O’Leary.

STATEMENT OF ROBERT A. O'LEARY

Mr. O’LEARY. Mr. Chairman, I am the executive director of the
Water Utilities Association of Arizona, which is a nonprofit cor-
poration supported by approximately 150 water companies. Mem-
ber companies operate systems ranging in size from 1 to 48,000
customers, serving a total of approximately 800,000 Arizonans. Our
primary purpose is to protect the interests of member companies
by assisting and/or representing them before a multitude of forums,
including appearances before committees such as this one, so that
their views may be heard.

I want to thank you for giving us this opportunity to express our
views relative, first, to the Central Arizona Project in general; and,
second, to the restructuring of the CAP repayment plan which was
currently adopted by the Central Arizona Water Conservation Dis-
trict through a very brief statement as follows.

One, the investor-owned segment of the water industry in the
State strongly supports the Central Arizona Project. Of the 66 sub-
contracts signed by non-Indian CAP subcontractors for municipal
and industrial water as reported in the CAWCD CAP Subcontract-
ing Status Report this past September, 31, or 47 percent, were with
investor-owned water companies, representing an allocation of
73,000 acre-feet, or 13 percent, of the 560,000 acre-feet currently
under subcontract.

We are not only involved in the utilization of the municipal and
industrial water currently under contract, but we will be in the fu-
ture. By their nature, municipalities cannot leapfrog out into the
rural areas where development takes place. It will be the investor-
owned water companies which have helped develop Arizona’s rural
element in the past. They are doing it now, and they will do it in
the future; and they will do it by either using converted CAP agri-
cultural water rights or groundwater which will still be available
if we allow agriculture to continue using CAP water.

Two, the investor-owned segment also strongly supports the re-
structuring of the CAP repayment plan which was recently adopted
by the CAWCD. This plan was not some willy-nilly effort which
was pushed through without thorough consideration by all parties
involved. As a matter of fact, this plan is the result of long months
of extremely hard, difficult negotiations between all parties who
were so far apart at times that we felt like we might never reach
some sort of a consensus.

But reach a consensus we did, and what a rare consensus it is.
That consensus resulted in the final report and recommendation of
the Governor’s Central Arizona Project Advisory Committee. Rare,
because the agricultural and the municipal and the investor-owned
interests are truly best served by this report, which resulted in the
CAWCD’s target pricing program. Our interests are served for a
number of reasons.

Unlike municipalities, investor-owned water companies cannot
unilaterally increase their water rates without the approval of the
Arizona Corporation Commission, our equivalent of a public service
commission. Therefore, water pricing is extremely important.
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This plan provides for a more affordable price than would be the
case otherwise. Agricultural usage must be kept in the plan to sta-
bilize the price of water through the interest credits received.

However, these interest credits are not the most important rea-
son for supporting agricultural usage under this plan. The most im-
portant reason, from our view, is the reduction of groundwater
pumping.

Let me say that once again: The most important reason for al-
lowing agricultural usage of CAP water is the reduction of ground-
water usage. No additional new demands are being created by such
usage.

In addition to price, availability of water is extremely important.
With agriculture having to give up its long-term water rights in
order to receive this lower priced water, the plan will have the ef-
gect of assuring the availability of water for our customers in the
uture.

The plan also provides for another goal which the State of Ari-
zona has and which should be a U.S. policy goal, that being an or-
derly transition from the use of water for agricultural uses to mu-
nicipal and industrial uses.

Three, the investor-owned segment recognizes that, to the extent
the plan may have to be modified in the future, a strong base of
cooperation has definitely been established to accomplish this proc-
ess.

Four, we also strongly believe that the CAWCD will pay its obli-
gations; and until it does not, we can see no real reason for Federal
intervention in the internal State process which has adopted a plan
to make sure that the financial obligations will be met.

Five, we also strongly believe that the State of Arizona needs
every drop of water for its future development. We find it very dif-
ficult to believe that any water which finds its way out of the State
will ever become the “prodigal son” and return home.

That concludes my statement. And I want to thank you once
again for this opportunity to allow us to express investor-owned
water views.

Thank you, Mr. Chairman.

[Prepared statement of Mr. O’Leary follows:]
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December 10, 1993

Chairman Miller, members of this subcommittee, my name is Robert A. O'Leary. I am the
Executive Director of the Water Utilities Association of Arizona (WUAA), which is a
non-profit corporation supported by approximately 150 investor-owned water companies
in the State. Member companies operate systems ranging in size from 1 to 48,000
customers, serving a total of approximately 800,000 individuals. Our primary purpose is
to protect the interests of member companies by assisting and/or representing them before
a multitude of forums, including appearances before subcommittees, such as this one, so
that their views may be heard.

Thank you for giving us this opportunity to express our views relative, first, to the Central
Arizona Project (CAP) in general, and second, to the restructuring of the CAP repayment
plan recently adopted by the Central Arizona Water Conservation District (CAWCD) thru
the following brief statement:.

1 The investor-owned segment of the water industry in the State strongly supports
the Central Arizona Project. Of the 66 subcontracts signed by non-Indian CAP subcon-
tractors for municipal and industrial water as reported in the CAWCD CAP Subcon-
tracting Status Report this past September, 31 (47%) were with investor-owned
companies, representing an allocation of 73,000 acre-feet (13%) of the 560,000 acre-feet
currently under subcontract. We are not only involved in the utilization of the municipal
and industrial water currently under contract, but we will be involved when agricultural
water is converted for M&I uses in the future. By their nature, municipalities cannot leap
frog out to where rural development takes place. Investor-owned water companies have
helped develop rural Arizona in the past, they are doing it now, and they will do it in the
future! And they will do it by using either converted CAP agricultural water rights, or
groundwater, which will still be available if we allow agriculture the continued use of CAP
waters.

2 The investor-owned segment also strongly supports the restructuring of the CAP
repayment plan which was recently adopted by the CAWCD. This plan was not some
"willy-nilly* effort, which was pushed through without thorough consideration by all
parties involved. As a matter of fact, this plan is the result of long months of extremely
hard, difficult negotiations between parties who were so far apart, that at times, we all feit
as if we would never, in three life times, reach a consensus. But reach a consensus we did,
and what a rare consensus it is. That consensus resulted in the final report and
recommendations of the Governor's Central Arizona Project Advisory Committee. Rare,
because the agricultural and the municipal and the investor-owned interests are truly best
served by this report which resulted in the CAWCD target pricing plan. Our interests are
served for a number of reasons:

A Unlike municipalities, investor-owned water companies cannot unilaterally
increase their water rates without the approval of the Arizona Corporation Com-
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mission, (our equivalent of a public service commission). Therefore, water pricing
is extremely important. This plan provides for a more affordable price than would
not be the case otherwise. Agricultural usage must be kept in the plan to stabilize
the price of water thru the interest credits derived. However, these interest credits
are not the most imporiant reason for supporting agricultural usage under the plan.
The most 1mportant reason, from our vww is the reductxon of groundwater pump-

AL NEW DEMANDS ARE BEING CREATED BY SUCH USAGE'

B. In addition to price, availability of water is extremely important. With agri-
culture having to give up their long-term water rights in order to receive the lower
priced water, the plan will have the effect of assuring the availability of water for
our customers.

C. The pian also provides for another goal which the Smfe of Arizona has and

which should be a U.S. policy goal, that being an Qndmy_tmnsmon from the use of
water for agricultural to municipal and industrial uses.

3. The investor-owned segment recognizes, that, to the extent the plan may have to
be modified in the future, a strong base of cooperation has been established to accomplish
this process.

4, We also strongly believe that the CAWCD will pay its obligations, and until it does
not, we can see no real reason for federal intervention in the internal State process which
has adopted a plan to make sure that the financial obligations will be met.

5. We also strongly believe that the State of Arizona needs every drop of water it has
for future development. We find it very difficult to believe that any water which finds it's
way out of the State will ever become the "prodigal son", and return home.

That concludes my statement, and I want to once again thank you for this opportunity to
present the investor-owned water companies views.
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Mr. MILLER. Thank you for your testimony.

Mr. Scott, thank you for your testimony, and thank you for your
remarks about Congresswoman English.

I have, since I have become the chairman of this committee rec-
ognized the emotions with which the committee deals. We deal
with assets. We diminish or increase those assets, or we move the
boundary north, south, east or west in one fashion or another. And
recognizing that role, I have tried as chairperson to use the mem-
bers of my committee as guides through that thicket in the States
in which they represent.

And I don’t know that she especially asked for this, but we ar-
rived very early on, about the second day she was in Congress, that
that was going to be her role on our committee, because this is, as
we have already heard this morning, a monumental undertaking;
and I appreciate you helping us in that process by bringing her to
the irrigation district.

Let me, if I might, ask you: Mention was made this morning
about the concerns that the Federal Government, the Bureau of
Reclamation, would have with the restructuring of the distribution
debt given their concerns about the private debt of the districts.
Can you address that? Should they be concerned? Or is that an on-
going problem?

Mr. ScorT. Mr. Chairman, I am sure they should be concerned.
We have three phases we have to go through to make ourselves to-
tally viable again. The first thing is the cost of water, which the
CAWCD pricing policy has taken care of now. The Bureau has the
discretion to restructure loans or not. We have had meetings with
them as to whether or not we should restructure that loan.

At the same time we have discussions with the bondholders, for
the same purpose, to restructure those bonds. We fully intend to
pay our total debts off. We don’t have any intention of doing any-
thing otherwise. But the first important step has been made with
the CAWCD pricing policy. And I think that sets the stage now for
the follow-up discussions that we need to have, starting with the
other groups.

Mr. MILLER. When you refer to the pricing policy, you are refer-
ring to the desire to have a target price?

Mr. ScoTT. Water cost that they just established. We have signed
the agreement with the CAWCD. That is the cost of water for the
districts.

Mr. MILLER. That target pricing obviously raises some issues
down the road, if not immediately, about the assumptions of some
of those costs. Especially with respect to Indian irrigation water in
the future.

Can you comment on that?

Mr. Scort. The target pricing has steps built into it for the in-
crease over time. I really can’t expand on it much more than that.
I am not really familiar enough with the objectives on the Indian
water pricing policies. I haven’t been in all the discussions in that
area, so I don’t know what the——

Mr. MILLER. Mr. O’Leary, do you have any comment on what im-
plications the pricing policy, which you have endorsed in your
statement, might have?
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Mr. O’LEARY. It goes back to my initial comment relative to our
being unable, unilaterally, to increase our rates as our costs in-
crease by the virtue of water pricing.

There is a term just now finding its way into use in this area,
price shock, or rate shock. We in the water industry in Arizona
have had to live with that for some time. The bottom line, without
going into a great deal of detail, is that in the event that there was
not an orderly escalation of those costs, we conceivably could be un-
able to recover a significant cost increase by going through our
public utility commission for additional rate relief.

Therefore, the stability I think that I mentioned is one of the
areas we are extremely interested in.

Should agriculture be excluded from the formula? We not only
see that as a basic problem in the increase of the water pricing but
we see a potential mechanism as we ratchet up for other elements,
including some of our own investor water companies, A, having to
reconsider whether that water price now is at such a level, and B,
their inability to recover those costs to the Arizona Corporation
Commission that, C, might lead to having to bring their contract
back to CAWCD.

Mr. MILLER. If that pricing policy had the potential to load sig-
nificant additional costs on the part of the investor-owned commu-
nity down the road, would you be endorsing it?

Mr. O’LEARY. Let me say this: For a long while I followed Metro-
politan Water District in Southern California, and 1 am aware of
the water pricing mechanisms in Southern California and the lev-
els that they have reached, which are astronomical when we com-
pare them to the water pricing that we are looking at in the State
of Arizona.

But those pricing mechanisms didn’t establish themselves over-
night. They were a long process since the late 1930s in raising
those water prices to where they are now.

Arizona is in a relative position that California districts and met-
ropolitan areas were 50-55 years ago in that we have a base of our
water pricing that we are accustomed or used to. Any substantial
increases that might come, and to get to your status quo, over a
long period of time, where substantial annual increases were not
involved, I would feel freer to say, yes, we could accept that, be-
cause we would more than likely be able to pass those costs
through to our ratepayers.

Mr. MILLER. In the case of this policy, if I properly understand
it, it obviously sets in motion here a political dynamic among an
important political constituency within the State—and that is the
Indian irrigators——as to whether or not they are going to have or
not have a target price for them.

That obviously raises the issue of how deep are Uncle Sam’s
pockets, because that is the only way you could arrive at that situ-
ation.

And if they don’t have that, they are confronted with the notion
that they cannot sustain their investment in the lands that they
have made or they have expected to make or they relied upon mak-
ing in the face of those settlements.

And so I appreciate target pricing appears to provide a bridge for
a period of time, but nobody has decided who is going to pay for
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the bridge yet. We have the potential to inherit—not a long way
down the road, because there seems to be a universal demand in
this room, certainly among my colleagues, that we get on with
these Indian settlements as soon as we possibly can. And in some
cases that means water could flow, based upon what happens in
nature, almost immediately.

Mr. O’LEARY. I think we are predicating some of our conclusions
on the fact that all of these monies must be raised through the
water pricing mechanism. And speaking not just personally, I think
there are other avenues available. While the political climate is not
such today for tax increases, we in the State of Arizona have avail-
able to us ad valorem taxes through the Central Arizona Water
Conservation District that could help offset those price increases in
the future when the political climate does change relative to tax in-
creases.

Mr. MiLLER. I am encouraged by that statement. But I think it
makes my case that we have got to make sure we are including all
of the parties to these negotiations. I think we should not just de-
cide not to attend to the subject matter at hand here—how does
this rebound into the Indian water settlements and the Federal
Treasury—that it will take care of itself, if in fact there are other
mechanisms that go to the question of how the debt will be appor-
tioned out in an orderly fashion over the coming years should the
State decide it wants to embrace target pricing.

Mr. O’LEARY. I think the recommendation by the Governor’s Ad-
visory Committee to continue the ad valorem tax that is currently
being collected but should stop in 1995, that that be collected into
the future, indicates a desire on the part of the State to utilize that
vehicle. It is no surprise, nor is it unknown, that the CAWCD has
the ability to tax and that, in fact, the tax rate currently being lev-
eled is not the maximum that State statute currently allowed for.

So it is a definite vehicle, and it would keep the pricing away
from the water element. When ad valorem taxes are utilized within
the three counties as a minimum, or we could say the entire State,
based on some weighted measure, the individuals involved with the
use of that water, particularly in the three-county area, have a part
of the price collected through ad valorem taxes. Municipalities
would be relieved of eternally having to go to their councils to say,
“we need to increase our rates.”

Water companies, in like kind, would be relieved of the obligation
of attempting—and I have to use the word “attempting,” for full re-
covery of their costs.

Furthermore, the full cost would not be borne by those water
companies when it relates to the specific charges for their particu-
lar areas of service. Their consumers would be paying through ad
valorem taxes but never have to contend with the pricing mecha-
nism as a part of their monthly water bill.

Mr. MiLLER. That is a great scenario. Just include the Federal
Government in the deliberations. So far I haven’t heard them men-
tioned in how we benefit.

Mr. Smith, maybe the CAP came at a different time, but in the
Central Valley Project, one of our major debates was over whether
or not we could get, as a project purpose, fish and wildlife and envi-
ronmental concerns. And that is in the CAP legislation in the au-
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thorized features, the conservation and development of fish and
wildlife resources.

What has been the history of that with respect to this project?

Mr. SMITH. This project has spent a great deal of money on miti-
gation; that is, making up for damage done in the process of con-
structing the project. But it is generally agreed it has spent noth-
ing in terms of enhancements, that is, to actually create something
benef'(licial beyond making up for something that was negatively im-
pacted.

So in our view that is part of the agenda that is unfulfilled. I
think it justifies looking, certainly at this point, as we look at the
whole project, additional investment or at least set-asides for water
for environmental purposes.

In our view, there are some opportunities in the interior of Ari-
zona, and there are certainly large opportunities in terms of the
amount of water along the main stem of the Colorado, including all
the way down into Mexico. If you look at the remnant of the Colo-
rado River Delta, the Seneca to Santa Clara, which lives off of a
temporary activity, as there are increasing pressures on the river
from urban use or agricultural use, or as the CAP comes on line
more fully, there will be times of drought. Even if everyone was
taking only what they were due, the river has been more obligated
than there is water to meet those obligations in many years.

So we see this as an opportunity not to place perhaps the entire
burden on Arizona certainly for restoration where we can in the
Colorado River ecosystem, but there is an opportunity to take a sig-
nificant step. And we think that is something the Federal Govern-
ment ought to take a close look at. There is extra water to take
a look at that, and that would be consistent with project purposes.

Mr. MiLLER. Not to make you say it again, but having been
through this debate once, you view the obligation in that case to
be both money and water?

Mr. SMITH. Money can be raised with various mechanisms, espe-
cially one we have advocated. You’re looking for new money from
places it doesn’t come from now, in marketing water temporarily at
least to places that demand it right away such as Southern Nevada
and Southern California; and there are those opportunities that go
well into the future, the next century, at the very least. The Fed-
eral Government can allocate some water certainly to remain in
the Colorado River. You don’t pay the pumping costs at that point,
the cheapest way to achieve some real environmental benefit.

In our view, it would be consistent with how it has been handled
in other projects for that to be seen as a Federal purpose, non-reim-
bursable; and, therefore, I think attractive certainly to the Gov-
ernor’s committee when it was discussed as one way of lowering
the overall repayment obligation.

Mr. MILLER. Thank you.

Karan.

Ms. ENGLISH. I don’t have any specific questions. I did want to
thank Mr. Scott for his comments.

And I also, Mr. Chairman, would ask unanimous consent to sub-
mit comments of Cyprus Miami Mining Corporation for the record.

[EDITOR’S NOTE.—See appendix.]

Mr. MILLER. Without objection.
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Mr. Stump.

Mr. STuMP. Mr. Chairman, I would just like to thank the mem-
bers. With your permission, I would like to submit a couple of ques-
tions later on for the record to Mr. Smith.

[EDITOR’S NOTE.—See appendix.]

Mr. MiLLER. That would be fine.

Thank you very much for your testimony and for your help with
this hearing.

The next panel will be made up of the Honorable Thomas R.
White, Governor of the Gila River Indian Community and Ms.
Mary Ann Antone, the Representative of the Water Resources Com-
mittee, the Tohono O’odham Nation, Sells, Arizona; Daniel Preston,
who is the Vice Chairman of the San Xavier District of the Tohono
O’odham Nation.

Welcome to the committee. As with the previous panels, your en-
tire statement and documents in support of those statements will
be made a part of the formal record. To the extent to which you
can summarize, we would appreciate it so we can have time for
questions.

Governor White, we will begin with you.

PANEL CONSISTING OF HON. THOMAS R. WHITE, GOVERNOR,
GILA RIVER INDIAN COMMUNITY, SACATON; MARY ANN
ANTONE, REPRESENTATIVE, WATER RESOURCES COMMIT-
TEE, TOHONO O’ODHAM LEGISLATIVE COUNCIL, SELLS, AZ,
ACCOMPANIED BY DAVID FRANK, ESQ.; AND DANIEL PRES-
TON, VICE CHAIRMAN, SAN XAVIER DISTRICT COUNCIL,
TOHONO O’0ODHAM NATION, TUCSON, AZ, ACCOMPANIED BY
THOMAS LUEBBEN, ESQ.

STATEMENT OF HON. THOMAS R. WHITE

Mr. WHITE. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to testify before the Committee on Natural Resources.

As you can see from yesterday’s visit to the Gila River Indian
Community, we presented to you at that time a composite of a con-
ceptual plan that diverted our water from our needs from time im-
memorial. Our land, we have about 100,000 acres there into the al-
lotted lands and about 275,000 that are tribal lands.

Out of that we have been given the fact by a Federal case that
we were entitled to 1.5 million acre-feet of water at one time. We
went through a series of land meetings throughout our community
and came up with a rationale of justified use for water. And in
1979 we came out with an acre-feet amount of 791,000 acre-feet
that were going to be suggested to use for the Gila River Indian
Community.

Under those terms and agreements we looked at it, and we went
into the area with Jack Feester, who was the executive manager
at the Salt River Project, to come together the components of water
district cities and towns and begin the negotiations for water set-
tlement, which CAP is a part of.

In 1924, I think, Congress authorized construction for irrigation
projects. Under those terms in those years, these same construc-
tions are deplorable and are dilapidated at this time. We just seem
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to have a lot of bottlenecks; we can’t get the water into the area
so far where we need it most.

We are continuing to pursue the litigation of the 1.5 million acre-
feet, and we are also looking at additional CAP water as a means
of water right settlements, and also to be provided on what is an
available and affordable cost.

In October 22 of 1992, we signed our CAP agreement for 173,000
acre-feet. And it was directly with the Secretary of Interior and no
contractual relationship with CAWCD.

We feel that Reclamation does not protect the interests of the
community or other Indians. We have provided Congress a “Com-
prehensive Funding Proposal and Appropriation Request, Novem-
ber 1993,” which demonstrates the need for affordable CAP water
through the numerous planning processes of those supporting docu-
ments.

I would like to get into the area of the positions of the commu-
nity which are listed in my testimony.

One: Secretary should exercise his trust responsibility and allo-
cate to the community and other Indian tribes affordable CAP wa-
ters in his control to satisfy the Indian water budgets. CAP water
is needed by the community and is an accepted component in our
agreed-upon water budget with the negotiating parties. The Ari-
zona Department of Water Resources, ADWR, and CAWCD
reallocation plans must be junior to those of the Secretary to sat-
isfy Indian needs.

Two: The misconception of local entities in Arizona that the Unit-
ed States will pay for or provide a means for Indians to pay for
CAP water must be discarded. The community has witnessed 60
years of the United States Congress and the Administration’s fail-
ure to adequately fund the San Carlos Indian Irrigation Project.

Mr. Miller, we know that your committee would not like to pro-
long this chronic lack of funding of water supplies intended for the
Community’s use. A positive, up-front funding mechanism should
be provided. Indian agriculture water prices must be no greater
than and competitive with non-Indian agricultural, NIA, water
prices.

Three: CAWCD has determined the affordable price of CAP
water for Arizona non-Indian agricultural use at a maximum of $17
per acre-foot. The remaining issue is how the State of Arizona and
the United States will pay for CAP OM&R while delivering Indians
$17 per-acre-foot agricultural water. A “postage stamp” rate for
CAP municipal and industrial, M&I, and agricultural water use
will not work.

Four: The key to the success of CAP is to get water delivered.
For agriculture to use water, it must be priced at $17 per acre-foot.
The community needs the CAP water to satisfy the agreed-upon
water budget. The United States and Arizona need CAP water de-
livered to the Community at affordable prices and quantity to
achieve a water settlement. Full use of Indian CAP water reduces
the per-acre-foot cost of fixed OM&R.

Five: CAP was intended to provide an alternative water supply
so that the State of Arizona would reduce its groundwater pump-
ing. The major solution to the Community’s water settlement is to
ensure that the off-reservation mining of groundwater from under-
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neath the reservation is reduced and mitigated. CAP must be kept
alive to provide an alternative water source. Pinal Active Manage-
ment Area, Pinal AMA, has a planned depletion, not safe yield,
groundwater use goal. Any concession to groundwater pumpers in
the Pinal AMA must be tied to the adoption of a safe yield goal.
The planned depletion of groundwater for Pinal AMA will allow
continued mining of water from underneath the Reservation, will
not provide a long-term solution to the conservation of the State’s
groundwater resource and will continue to place the United States
at risk due to the mining of the Community’s and allottees’ ground-
water.

Six: Arizona must provide appropriate local contribution to In-
dian water settlements that provides for affordable water supplies.

Seven: A take-or-pay provision that would require the community
to pay for water allocated but not ordered or used would be intoler-
able. CAP restructuring must be based on the payment for water
ordered and delivered. Take-or-pay does not work for NIA, so why
is CAWCD proposing to saddle Indians and United States with the
same take-or-pay provision? The effect of a take-or-pay provision
for Indians is to price water to Indians at a rate that Indians will
not be able to use the water and be forced to sell it to non-Indians
and M&I.

Eight: Indian contractors for CAP water must have equal access
to water markets controlled by CAWCD and ADWR.

Nine: An Indian Water Users Board is being established to rep-
resent the common interests of the tribal participants’ in decisions
concerning CAP OM&R. The goal of the board is to assure that
CAP water will be available to each tribal participant at an afford-
able price. We request congressional and administrative support of
our board. We appreciate your concern for Indian representation.

Ten: Until 1868, our ancestors maintained a balanced, riparian
Gila River ecosystem, even when they diverted the entire river flow
into the “Little Gila.” We want to restore some of the riparian
areas. Current actions of the United States Fish and Wildlife Serv-
ice, under the Endangered Species Act, threaten to limit the ability
of our Community to utilize existing Gila River water supplies and
have impacted our use of CAP. Our use of Community resources,
including agriculture, municipal, and industrial use of water as
well as riparian reforestation and habitat uses, must be adequately
protected. Deliberations on the impact of CAP water deliveries to
our Community are being carried out without our knowledge or
representation. Any use by the Secretary of CAP water for environ-
mental purposes must be considered only after satisfaction of the
water budgets for Indian water use.

Eleven: Starting in 1991, the Community requested that Rec-
lamation contract with the Community for all of the work to be
done on and off the reservation in connection with CAP Indian Dis-
tribution Division facilities for the reservation.

The Community members are mature, capable, adult human
beings and are the only ones that can decide what they want. The
Community is the common link for the reservation’s multiple
sources of water and funding from two Federal projects. The Com-
munity must be given control of the projects. Reclamation has not
yet agreed or proposed a contract with the Community in two
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years. The Community has hired engineering consultants who
should be paid with CAPIDD funds.

The Community requests a full accounting and justification from
Reclamation for the work completed and planned for the reserva-
tion by Reclamation. Reclamation has not provided to the Commu-
nity such a justification.

That concludes my testimony.

Mr. MILLER. Thank you.

[Prepared statement of Mr. White follows:]
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Mr. Chairman and members of the Committee, I thank you for the opportunity to testify before

you. Iam Thomas R. White, Governor of the Gila River Indian Community.

The Gila River Indian Community ("Community") is composed of Pima and Maricopa Indians
whose ancestors prospered from irrigated farming in the Salt and middle Gila River valleys.
After the Civil War, upstream non-Indian settlers diverted Pima-Maricopa water, reducing the

Pimas and Maricopas to poverty.

The Community is the governing authority for the Gila River Indian Reservation
("Reservation"), originally authorized by Act of 1859. The Reservation contains approximately
100,000 acres of allotted and 274,000 acres of Tribal land on the southern borders of Phoenix

and Chandler, Arizona.

The United States has not followed through with its promises to provide adequate water for the
Reservation. In 1879, the President, at the urging of General McDowell, extended the
Reservation to the Salt River to assure the Reservation’s right to Salt River water. In 1897,
Congress authorized a right-of-way for a canal from the Salt River through the Reservation on
the condition that the Reservation be served with Salt River water. In 1907, Congress
authorized the expenditure of $300,000 to pay for the Reservation’s proportionate part of the Salt
River Project. Except for minor drain water and water from a salty well, the Reservation does

not receive water from the Salt River Project.
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In 1924, Congress authorized construction of an irrigation project for the Reservation. That
irrigation project has not yet been completed and provides less than 100,000 acre-feet average
annual surface water supply to the Reservation. The 100,000 acre-feet is insufficient for
allotted, let alone allotted plus Tribal, acres. The irrigation works that were constructed have
never adequately served the Reservation land in the project and have not been properly
maintained. Although it was judicially determined that the Community cannot be charged with
the operation and maintenance of the project works, the Community borrowed money for the

rehabilitation of the project’s Southside Canal on the Reservation.

In 1964, the Community provided evidence that the Central Arizona Project ("CAP") water was
needed to serve Reservation lands. The Community has a CAP water delivery contract for

173,100 acre-feet annually.

In 1985, the Community conducted more than 53 local consensus planning meetings to determine
Reservation land and water use goals. As a result, the Community adopted 791,100 acre-feet
as a Reservation water budget to achieve land use goals. The Reservation water budget includes
water for each of the approximately 100,000 acres of individual allotments and a reasonable

amount for Tribal land.

With a proper delivery system, CAP can serve any part of the Reservation pianned land uses.

The Community is continuing to pursue litigation of its water rights claims which total over 1.5

million acre-feet annually. The Community would prefer to settle, and has been willing to
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accept, additional CAP water for the Reservation water rights settlement, provided the supply

is reasonably available at an affordable cost.

The Community has the largest single CAP water allocation and water delivery contract.
However, the Community has been excluded from meaningful input into the decisions regarding
CAP. The Community’s contract is directly with the Secretary of Interior (Secretary). The
Community has no contractual relationship with CAWCD. CAWCD ignores or vigorously
opposes positions helpful to Indians. The CAWCD position proposes that Indians pay almost
four times the non-Indian agricultural, operation, maintenance and replacement (OM&R) water
prices. Reclamation has transferred CAP to CAWCD without addressing the Secretary’s
relationship to Indians. Reclamation often does not protect the interests of the Community or

other Indians.

Our Community has demonstrated a need for affordable CAP water in numerous planning
processes and supporting documents. If we achieve a water settlement, CAP could be a source
of affordable water. If we are unable to achieve a water settlement, our CAP allocation and
CAP water reserved by the Secretary for our use will be a vital supplemental water supply to
augment our existing available Gila River water, groundwater and Salt River water sources. The
Community is submitting to Congress a "Comprehensive Funding Proposal and Appropriation
Request, November 1993" requesting that programmatic funding be appropriated to construct
irrigation delivery, distribution and on-farm facilities to utilize our existing available water
resources. We need CAP water today even without a water settlement. Our Community is

committed to pursue all avenues to develop the existing and potential water sources for our
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agricultural, municipal, industrial and recreational development and environmental preservation.

Our comments concerning a comprehensive water settlement also apply to our existing available

supplies.

The Community urges the following CAP positions be adopted.

1.

Secretary should exercise his trust responsibility and allocate to the Community and other
Indian tribes affordable CAP waters in his control to satisfy the Indian water budgets.
CAP water is needed by the Community and is an accepted component in our agreed
upon water budget with the negotiating parties. The Arizona Department of Water
Resources (ADWR) and CAWCD reallocation plans must be junior to those of the

Secretary to satisfy Indian needs.

The misconception of local entities in Arizona that the United States will pay for or
provide a means for Indians to pay for CAP water must be discarded. The Community
has witnessed 60 years of the United States Congress and the Administration’s failure to
adequately fund the San Carlos Indian Irrigation Project. Mr. Miller, we know that your
Committee would not like to prolong this chronic lack of funding of water supplies
intended for the Community’s use. A positive, up front funding mechanism should be
provided. Indian agriculture water prices must be no greater than and competitive with

non-Indian agricultural (NIA) water prices.
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CAWCD has determined the affordable price of CAP water for Arizona non-Indian
agricultural use at a maximum of $17 per acre-foot. The remaining issue is how the
State of Arizona and the United States will pay for CAP OM&R while delivering Indians
$17 per-acre-foot agricultural water. A “"postage stamp" rate for CAP municipal and

industrial (M&I) and agricultural water use will not work.

The key to the success of CAP is to get water delivered. For agriculture to use water,
it must be priced at $17 per acre-foot. The Community needs the CAP water to satisfy
the agreed upon water budget. The United States and Arizona need CAP water delivered
to the Community at affordable prices and quantity to achieve a water settlement. Full

use of Indian CAP water reduces the per acre-foot cost of fixed OM&R.

CAP was intended to provide an alternative water supply so that the State of Arizona
would reduce its groundwater pumping. The major solution to the Community’s water
settlement is to ensure that the off-Reservation mining of groundwater from underneath
the Reservation is reduced and mitigated. CAP must be kept alive to provide an
alternative water source. Pinal Active Management Area (Pinal AMA) has a planned
depletion not safe yield groundwater use goal. Any concession to groundwater pumpers
in the Pinal AMA must be tied to the adoption of a safe yield goal. The planned
depletion of groundwater for Pinal AMA will allow continued mining of water from
underneath the Reservation, will not provide a long term solution to the conservation of
the State’s groundwater resource and will continue to place the United States at risk due

to the mining of the Community’s and allottee’s groundwater.
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Arizona must provide appropriate local contribution to Indian water seitlements that

provides for affordable water supplies.

A "Take or pay" provision that would require the Community to pay for water allocated
but not ordered or used would be intolerable. CAP restructuring must be based on the
payment for water ordered and delivered. "Take or pay" does not work for NIA, so why
is CAWCD proposing to saddle Indians and United States with the same "take or pay"
provision? The effect of a "take or pay" provision for Indians is to price water to
Indians at a rate that Indians will not be able to use the water and be forced to sell it to

non-Indians and M&I.

Indian contractors for CAP water must have equal access to water markets controlled by

CAWCD and ADWR.

An Indian Water Users Board is being established to represent the common interests of
the tribal participants’ in decisions concerning CAP OM&R. The goal of the board is
to assure that CAP water will be available to each tribal participant at an affordable
price. We request Congressional and administrative support of our board. We

appreciate your concern for Indian representation.

Until 1868, our ancestors maintained a balanced, riparian Gila River eco-system, even
when they diverted the entire river flow into the "Little Gila". We want to restore some

of the riparian areas. Current actions of the United States Fish and Wildlife Service
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under the Endangered Species Act threaten to limit the ability of our Community to
utilize existing Gila River water supplies and have impacted our use of CAP. Our use
of Community resources, including agriculture, municipal and industrial use of water as
well as riparian reforestation and habitat uses, must be adequately protected.
Dglibcrations on the impact of CAP water deliveries to our Community are being carried
out without our knowledge or representation. Any use by the Secretary of CAP water

for environmental purposes must be considered only after satisfaction of the water

budgets for Indian water use.

Starting in 1991, the Community requested that Reclamation contract with the
Community for all of the work to be done on and off the Reservation in connection with
CAP Indian Distribution Division facilities for the Reservation. The Community
members are mature, capable, adult human beings and are the only ones that can decide
what they want. The Community is the common link for the Reservation’s multiple
sources of water and funding from two Federal projects. The Community must be given
control of the projects. Reclamation has not yet agreed or proposed a contract with the
Community in two years. The Community has hired engineering consultants who should
be paid with CAPIDD funds. The Community requests a full accounting and justification
from Reclamation for the work completed and planned for the Reservation by

Reclamation. Reclamation has not provided to the Community such a justification.
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Mr. MILLER. Ms. Antone.

STATEMENT OF MARY ANN ANTONE

Ms. ANTONE. Good afternoon. My name is Mary Ann Antone. I
am a member of the Water Resources Committee of the Tohono
O’odham Legislative Council. I am also a Council Delegate rep-
resenting the Tohono O’odham Nation.

I would like to recognize Councilmen Frances Francisco and
Alberto Lopez, also here attending this hearing. I would like to in-
troduce David Frank, the Nation’s Attorney General, on whom I
may be able to call to address any questions of a legal nature. Mr.
Frank is sitting to my right.

On behalf of the Nation, I would wish to express our appreciation
for the opportunity to present this testimony as part of the sub-
committee’s oversight inquiry regarding the Central Arizona
Project. Significant quantities of CAP water will be required to set-
tle the Nation’s water claims. More than one year after congres-
sional confirmation of the settlement, there has been no identifica-
tion of the 28,200 acre-feet of water delivered to the Nation under
the settlement legislation, nor has there been a quantification of
the Nation’s share of CAP water in the terminal storage facility
now under consideration.

Likewise, we have received no assurance regarding the availabil-
ity of sufficient CAP supplies to satisfy our water claims in the
central and northern portion of the reservation.

From the Nation’s perspective, there are three issues before the
subcommittee: First, can there be reliable assurances regarding the
financial integrity of the Central Arizona Project without resolving
the water claims of the Nation and other Arizona tribes looking to
CAP as a source of settlement water?

Assuming, as we do, that the answer to that question is, no, the
second inquiry is regarding the quantity, reliability and cost of allo-
cation of CAP water required to settle the Indian claims and the
related consideration against depletion of our groundwater.

Finally, a process must be established to resolve the CAP compo-
nent of the Indian water claims.

A written statement has been submitted for the subcommittee’s
consideration which outlines the Nation’s water claims and sets
forth our assessment and position on each of these issues. In the
brief time available, I would like to highlight certain key points.

One, millions of acre-feet of the Nation’s surface water and
groundwater have been misappropriated.

Two, settlement of the Nation’s claims include substantial quan-
tities of substitute water to satisfy our rights to develop and to sur-
vive as an Indian community in perpetuity.

Three, CAP is a prime source of wet water for this purpose.

Four, to be acceptable as a substitute water source, the CAP
water must, to the maximum extent possible, approximate the de-
livezpl;land reliability of the water rights which were historically ac-
cessible.

Five, the capital and operation cost associated with the CAP
water should not be imposed on the Nation. The Nation should not
be placed in an ironic position of funding its own settlement. That
responsibility lies on those legally accountable for the damages.
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Six, there has been a failure to reach a common goal of the Ari-
zona Groundwater Management Act and the Central Arizona
Project to reverse overdrafting the groundwater by substituting im-
ported Colorado River water to meet users’ demands. Groundwater
continues unabated, and the Pinal AMA controls it for the foresee-
able future. As a consequence, one of our basins in the district
which historically stored nearly 1 million acre-feet of groundwater
has been virtually depleted.

Connected basins will suffer the same fate if these practices are
allowed to continue.

Seven, depletion of groundwater must be ceased, whether by re-
strained withdrawals, or CAP legislation. We urge both steps be
taken. The efforts to protect Indian groundwater will increase our
damage claims. More fundamentally, the uncertainty regarding the
magnitude of future losses negatively affects the prospects of any
settlement whatsoever.

Eight, the Nation and other affected tribes have been foreclosed
from direct participation and discussion on a range of issues involv-
ing the Central Arizona Project which impact our water claims. If
frequently stated imperatives of resolving these claims are insin-
cere, the settlement process must include a direct role for tribes as
major parties throughout negotiations.

Mere consultation with tribes or involvement in an advisory con-
tent will not result in a fair and final settlement of our claims.

Again, I appreciate the opportunity to present our views to the
subcommittee and would welcome any questions the Members may
have.

Thank you.

Mr. MiLLER. Thank you.

[Prepared statement of Ms. Antone follows:]
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Chairman Miller and members of the Subcommittee on Oversight
and Investigations of the House Committee on Natural Resources, my
name is Mary Ann Antone. I am a member of the Water Resources
Committee of the Tohono O'odham Legislative Council and a Council
delegate representing the Sif Oidak District of the Tohono 0'odham
Nation. I would like to recognize my colleagues on the Water
Resources Committee who are attending this hearing. Also, I would
like to introduce David Frank, the Nation's Attorney General, on
whom I may call to address any questions of a legal nature. On
behalf of the Nation, I wish to express our appreciation for the
opportunity to present this statement as a part of the
Subcommittee's oversight inquiry regarding the Central Arizona
Project ("CAP"). My remarks will focus on the critical role of CAP
water in settlement of the Nation's water claims in the State of
Arizona.

I. OVERVIEW OF NATION'S WATER CLAIMS

CAP water is the most likely source to settle the Nation's
water claims pending in the Gila Riv dijudic l--(1) the
Nation's claims in the San Xavier and Eastern Schuk Toak Districts
situated within the Tucson Active Management Area ("AMA"), the
settlement of which was legislatively confirmed by Congress in the
Southern Arizona Water Rights Settlement Act of 1982 ("SAWRSA") and
(2) the Nation's claims in the Sif oOidak District and those
portions of the Gu Achi, Sells, Schuk Toak and Hickiwan Districts
located in the Pinal AMA (commonly referred to as the *Chuichu"
claims). The latter claims have not been settled, but formal
settlement discussions are expected to be initiated in the near
future.

I am unable at this point to precisely quantify the number of
acre~-feet of CAP water which will be necessary to fairly and
finally implement SAWRSA and settle the Chuichu claims. Under
SAWRSA, the Nation is entitled to receive 66,000 acre-feet of
surface water, 37,800 acre-feet of which was granted to the Nation
prior to enactment of SAWRSA as part of the Interior Secretary's
allocation of "tribal homelands" water to Arizona Indian Tribes.?
CAP is the prime source for the remaining 28,200 acre-feet of
surface water which is deliverable to the Nation under Section 305

enera dication o h the Water in
the gglg Rlver System and Source, CC04 33390, No. W-1, W-2, W-3, W-

4 (Maricopa County Super. Ct.).

2 gee allocation notice published at 45 Fed. Reg. 81,265
(1980), as reaffirmed in notice appearing at 48 Fed. Regis. 12,446
(1983). This water is identified in Section 303 of SAWRSA as the
irrigation supply for the farms required to be developed under that
section.



159

of SAWRSA but not yet identified.? Finally with regard to SAWRSA,
an unquantified number of acre-feet of CAP water will be required
to assure delivery of the Nation's 66,000 acre-feet of surface
entitlements during outages in the CAP system or other delivery
interruptions.4 Ongoing discussions among the Bureau of
Reclamation, the City of Tucson, the Nation and other water users
in the Tucson basin are focused on storage of CAP water in a
surface reservoir for use during periods when outages occur in the
system. Agreement has not been reached on the size of the terminal
storage facility, number of acre-feet of CAP water to be stored for
the Nation's wuse and other measures necessary to assure
uninterrupted water deliveries to the Nation. Determining the cost
of the project is tied to resolving these issues.

Until formal negotiations commence, I am not at liberty to
publicly disclose the Nation's damage and water quantification
assessment with respect to the Chuichu claims. I can only say that
the number of acre-feet of CAP water required to settle these
claims will be considerably beyond the 8,000 acre-feet of CAP
Indian agricultural water previously allocated by the Secretary for
Chuichu. The damages associated with the Chuichu claims are
likewise substantial, and increase daily as a result of continued
mining of the Nation's groundwater by non-Indians.®

II. SETTLEMENT OF INDIAN WATER CLAIMS

Fundamental to resolving the water claims of the Nation and
other desert Tribes is the identification of sufficient guantities
of water, with assured reliability in delivery and quality, which
will enable the Tribal community to develop and sustain itself.

3 several other key settlement terms have not been satisfied.
See joint statement of the Nation submitted on August 6, 1992 to
the United States Senate Select Committee on Indian Affairs and the
House Committee on Interior and Insular Affairs on S. 3125 and H.R.
5735 amending SAWRSA.

4 on October 11, 1983, the United States and the Nation
entered into an agreement implementing the SAWRSA settlement.
Section 10.1 of that agreement provides that the United States
(acting through the Secretary of Interior) "shall construct any
necessary facilities, such as those for storage or re-regulation,
to enable the Secretary to meet ... delivery requirements" for the
66,000 acre-feet of surface water. Sections 304(c) and 305(d) of
SAWRSA impose damage liability on the United States in the event
these water supplies are not delivered.

5

|U)

ee allocation notice and reaffirmation cited in footnote 2.
6

|Ul
(1]
(1]

discussion at subsections II (C) and (D) below.

2
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Access to water resources in the arid southwest is obviously
critical to survival.

Fair and final settlement of major Indian water claims in
central and southern Arizona is an essential component of any plan
to place CAP on a sound financial foundation. CAP will inevitably
be a primary source of settlement water. The amount of CAP water
required to resolve Indian claims, and the terms for payment of
related capital and operational costs, are the key unknown factors
in the equation. What is known is that sufficient and reliable
supplies of wet water must be made available to assure the
continued viability of Indian communities in the future; paper
rights and monetary payments are not adequate substitutes.

The frequently-expressed imperative of settling Indian water
claims, however sincere as an aspirational statement, has not been
translated into development of an effective and comprehensive plan
to accomplish that objective. Moving the settlements to an
equitable conclusion must proceed in the context of and parallel to
other aspects of whatever long-term restructuring is necessary to
maintain the financial integrity of the Central Arizona Project.

Attention to the Indian issues often appears to be an
afterthought when systemic problems arise. The system is perceived
as insensitive to Indian concerns and responsive to the demands of
non-Indian users which serve to move CAP water supplies away from
the resource pool needed for Indian water settlements. Among the
examples which might be cited are reallocations of non-Indian
agricultural water, extension of deadlines for subcontracting
municipal and industrial supplies, and deferral of the declaration
of project completion. Recently, there has been intensified
attention to deficiencies in CAP triggered by the financial dilemma
confronting the non-Indian agricultural sector, including the
reported renegotiation of subcontracts for delivery of non-Indian
agricultural water at a subsidized price in the range of $17 per
acre-foot (apparently with little or no regard to the impacts on
Indian interests). In short, the evolving framework for CAP
restructuring has placed the Indian implications in a seemingly
subsidiary and certainly ambiguous position.

Now is the time to recast the criteria for CAP restructuring
by changing the current focus on non-Indian concerns to an
equitable settlement of the Indian claims as a priority step and
premise for dealing with the problems affecting non-Indian
agriculture and other issues. A substantial block of CAP water
must be reserved for these settlements given the dimensions of the
Indian claims and the absence of sufficient alternative sources.
Reaching conclusive settlements  will necessarily entail
determinations regarding payment of the related costs of water
delivery. Until those costs are quantified and apportioned,
development of a comprehensive financial plan for future operation
of the CAP system is guesswork.
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The inquiry begins with an understanding of the nature of
Indian water rights, the legal accountability of the United States
and local interests for the claims, and the consequences of
deferring affirmative action to accurately identify the parameters
of the Indian claims and reserve the CAP water reasonably necessary
for settlement.

A. Nature of Winters Right

Indian water rights are unique and markedly superior to
rights held by non-Indians under State law. Indian rights
basically derive from the Winters doctrine announced by the United
States Supreme Court in 1908. The Court determined there was
impliedly reserved for Indian Tribes sufficient water to satisfy
the purposes for which their Reservations wWere established. While
there were certain differences in purpose, the common reason for
creating Reservations was to provide a homeland for Indian people.
Broadly put, the Winters right attaches to that quantity of surface
water and groundwater reasonably required to preserve viable Indian
communities in perpetuity. The range of permissible uses is
necessarily expansive to accommodate whatever needs are associated
with maintaining the homeland. Non-use of the right does not
cause an abandonment or diminishment in the quantity of reserved
water or scope of its use. Finally, the Winters right has a
priority at least as of the date the Reservation was established
which generally means the right is senior to whatever water rights

7 Winters v. United States, 207 U.S. 564 (1908).

8 Winters and its progeny largely focused on the application
of the reserved right to surface water. While there is arguably no
definitive ruling on whether the right attaches to groundwater,
later cases and the rationale of Winters are compelling support for
the conclusion that the right extends to groundwater supplies.
Survival of Indian Nations is the predicate of the right, not the
physical location of the water.

9 Quantification of the Winters right using the "practicably
irrigable acreage" standard does not operate to limit use of the
water for agricultural purposes, nor is the exercise of the right
tied to the lands for which the quantification was performed.
There are also notions that the right cannot be permanently
alienated or transferred for use outside the Reservation which, for
example, raise questions about leasing the water right. The issue
of when a lease would contravene these restrictions is often
clarified in legislatively-confirmed settlements by provisions
defining tribal leasing authority.

4
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are held by non-Indians.!®

The seniority of Winters rights is, of course,
particularly significant in arid regions like Arizona where demand
for water exceeds the lawfully available resource. All water
withdrawn or diverted by non-Indians is clouded by claims of
interference with senior Winters rights, with clear negative
implications for State population growth and economic development.
Short of pursuing an adjudicated result, typically after decades of
litigation, the encumbering effect of the Winters right can only be
removed through settlement of the Indian claims.

B. Liability for Damage to Winters Right

Legal accountability for Winters claims is shared by the
United States, State and local governments, and private water
users. Indian water resources are trust assets which the United
States bears a trust responsibility to preserve and protect. The
United States breached the fiduciary duty owed to Indian Tribes
through a long-standing failure to prevent misappropriation of the
Winters right by non-Indian diversions and groundwater withdrawals.
Non-federal parties are also subject to liability, whether through
adoption of water management practices which interfere with Indian
rights or actual appropriation of Indian water resources.

c. CAP as Source of Settlement Water

Overdrafting groundwater and surface water diversion by
non-Indian users have caused a severance (in some cases probably
irreparable) of the mutual self-sustaining relationship between
surface water and groundwater within the Nation. As a conseguence,
intermittent or perennial stream flows, available for Nation's use
at or prior to the date when the Reservation was established, have
long since disappeared, and many groundwater tables have dropped to
points where the water resource is effectively depleted or only
accessible at excessive 1lift costs. Remediation of the injuries to
the water rights under these circumstances must focus on providing
substitute water supplies, as well as taking necessary steps to
preserve the Nation's remaining groundwater resource by limiting
non-Indian withdrawals.

Considering the legal obligations owed to the Nation and
the nature of our water rights, at minimum the substitute water

10 An earlier date of time immemorial, commonly called
aboriginal priority, is based on the legal principle that Indians
reserved all water and other rights historically held which were
not expressly ceded to the federal government in the treaty or
executive order establishing the Reservation.

11 see discussion in following subsection II (D).

5
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should carry those rights which are the fair equivalent to the
Winters rights appurtenant to the misappropriated water.!?
Further, the substitute supply should be delivered to a point on
the Reservation where it is as reasonably accessible for use as the
water it serves to replace. "Take-or-pay" obligations should
neither be imposed on Indian priority water nor retained if non-
Indian CAP water is used in settlements; the financial burdens of
take-or-pay operate to force an effective abandonment of the water
right which is incompatible with the Winters doctrine. Whatever
capital, operational or other costs are associated with the
delivery must be borne by those accountable for the damaged Winters
right; the Tribe should not bear the burden of paying for its own
settlement.

In the context of CAP water as & substitute source, the
critical factor is fair equivalency in delivery reliability. CAP
water originally allocated to Tribes, although within the highest
priority designation shared by municipal and industrial ("M&I")
water users, is a significant reduction from the clear seniority of
the Winters right relative to M&I and all other water users. In
times of shortage, non-Indian agricultural water has an even more
junior call on available supplies. To avoid exhausting the pool of
Indian settlement water, steps need to be taken to foreclose
further reallocations, exchanges or other transfers to non-Indian
end users; to supplement reliability of available supplies; and to
adopt a framework for acquiring water now under contract. While
recognizing that this temporarily implicates non-Indian water
interests, the paramount water rights of Indian Tribes must be
nonetheless protected by preserving an inventory of wet water for
settlements.

D. Non-Indian Groundwater Mining

The prospects for concluding Indian water settlements
are made even more problematic because of State water practices
which condone the continued depletion of Indian groundwater. As a
necessary condition to federal financing of the Central Arizona
Project, the State of Arizona adopted a Groundwater Management Act
which was intended to reverse historical overdrafting of
groundwater by limiting withdrawals to levels compatible with safe-
yield. Water imported from the Colorado River through the Central
Arizona Project was to serve as the substitute source to meet user
needs.

The reality is that mining groundwater, and in
particular Indian groundwater, continues unabated. For example,

12 pajlure to satisfy fair equivalency criteria raises
credible claims for violation of the Fifth Amendment "takings"
clause and breach of fiduciary duty. See United States v. Sioux
Nation of Indians, 448 U.S. 371 (1980).

6
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the State has designated the Pinal AMA as a "managed" depletion
zone which permits non-Indian pumpers to continue groundwater
withdrawals at least to a depth of 1,200 feet. Unlike the Phoenix
and Tucson AMA's, there is no requirement that Pinal reach safe-
yield.

This water policy has a devastating effect on the
Nation. The Chuichu area of the Sif Oidak District is adjacent to
major off-Reservation irrigation projects. For decades, the non-
Indian farmers have mined the Nation's groundwater. As a
consequence the Chuichu sub-basin of the Nation's Santa Rosa basin,
which historically stored nearly one million acre-feet of
groundwater, has now been virtually depleted. The groundwater
levels in other portions of the Santa Rosa basin and the connected
Aguirre basin within the Nation are dropping as well and risk
suffering the fate of Chuichu if the non-Indian pumping is not
restrained.

As our water tables continue to drop, there is a
commensurate increase in both our damage claims and the quantities
of CAP water required to reach settlement. If depletion practices
continue, we are faced with uncertainty regarding the extent of our
groundwater loss in the future. This very uncertainty does not
bode well for concluding a settlement in the near term.

There is a current opportunity to restrict groundwater
withdrawals in whatever renegotiated delivery subcontracts are
entered in to for purposes of granting subsidized CAP rates to non-
Indian agriculture. In addition, the Nation encourages the
Subcommittee to consider federal legislation which mandates safe-
yield practices for all non-Indian users of CAP water.

III. CONCLUSION AND RECOMMENDATIONS

In the more than 11 years since SAWRSA was enacted, the
United States has failed to identify a major portion of the water
resources called for by the settlement. The dimensions of the
Nation's Chuichu water claims have not been assessed by the federal
government, and the quantities and terms of CAP water required to
be reserved for settlement have not been identified. Policies and
positions are being adopted or formulated, and delivery
subcontracts renegotiated, which directly and significantly impact
the Nation's water claims, all without direct participation by the
Nation. The Nation is unalterably opposed to a continuation of a
process which constrains us in protecting our legal interests
except through occasional consultations or participation in
advisory organizations.

Significant issues affecting our water rights have been
addressed and will be negotiated in the future under the guise of
CAP restructuring. We have the legal right to be present at the

7
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table as a party to assure our interests are protected.
Representation of our interests solely through the Bureau of
Reclamation, the Bureau of Indian Aff{ irs or other federal agencies
is unacceptable. Our direct participation as a party is also
compelled by the federal policies supporting Indian self-government
and the government-to-government relationship between the United
States and Indian Nations.

With these considerations in mind, we recommend:

1. Establishment of a federal team by the Secretary of
Interior to develop the principles on which negotiations will
proceed on CAP issues. The Nation and other affected Indian Tribes
would be members of this team and direct participants in any
ensuing negotiations, whether those negotiations are conducted with
the State of Arizona, CAWCD or others. A primary task of the group
would be to accurately identify the quantity of CAP water required
to be reserved for Indian claims.

2. Until an adequate reserve of CAP water is identified and
set aside for Indian settlements, declaration of a moratorium by
the Secretary on approval of all reallocations, exchanges or
transfers of CAP water, as well as approval of CAP pricing
adjustments or other modifications in non-Indian delivery
subcontracts. :

We hope these proposals are received in the cooperative spirit
intended and with an understanding of our objective to secure
adoption of a constructive approach to CAP restructuring which
gives substance to the stated importance of reaching settlement of
Indian water claims. This concludes my statement. I would be
pleased to answer any questions members of the Subcommittee might
have.
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Mr. MILLER. Mr. Preston.

STATEMENT OF DANIEL PRESTON

Mr. PrRESTON. Thank you, Chairman Miller, and the Arizona del-
egation, for many here today in Arizona. I am surprised that you
were here to tour the lands, and I would hope that you would have
had the opportunity to come to San Xavier to see our lands and,
I guess, the concerns that we have dealing with the property in
San Xavier.

My name is Daniel Preston. I am the vice chairman of the San
Xavier District. The San Xavier District is one of the districts that
make up the Tohono Q’odham Nation. San Xavier is 72,000 acres,
and we are broken up in tribal lands and allotted lands. There are
60 percent of allotted in San Xavier and 40 percent of tribal lands.

As you can see by my testimony, I am here representing my dis-
trict. Our community is about 1,300 plus individuals that live with-
in our district. And I am also representing the San Xavier Farm
Cooperative. We have 1,000 acres of farmiand that are leased by
individual allottees that own property in the San Xavier District.

And also I am an allottee that is in the farm cooperative. I am
also a member of the San Xavier District Allottee Association
which is made up of the group of the 60 percent of landownership
within San Xavier. And as you know, the Allotment Act was one
of the things that has caused some concern between tribal govern-
ments and allottees dealing with water rights.

As you know, there was a lawsuit that was filed in 1975, U.S.
v. Tucson, which I guess was filed merely on lands that were irri-
gated by the allottees. To date, we have also filed a new lawsuit,
which is Alvarez v. Tucson. The San Xavier water rights are still
in active litigation as of today. And we have intensified our efforts
to negotiate a final settlement before any judgment is issued on
U.S. v. Tucson or Alvarez v. Tucson.

The Southern Arizona Water Rights Settlement was passed in
1982, and the allottees feel that we were not accurately rep-
resented at that point in time. The Southern Arizona Water Rights
provides for delivery of 27,000 acre-feet of CAP water to San Xa-
vier. Under section 305 of SAWRSA, it also states that 23,000 acre-
feet of CAP or sewage water, effluent water, is also to be given to
the San Xavier area, totaling 50,000 acre-feet.

Tucson, as far as we understand, needs to accept their CAP
water as far as our district is concerned, because Tucson and
ASARCO must stop depleting our groundwater. Otherwise, the ob-
jectives of the Arizona Groundwater Management Act cannot be
met. As far as I understand, these laws and regulation are put on
people we feel should be abided by, because we respect those laws
and understand these laws to help protect the health and safety of
human beings.

We have, I guess, existed in this area which the O’odham people
call Schuk Shon, which people now call Tucson. My community is
called Wok, which translates into “the point of the water.” And we
as a people have lived side by side with our non-Indian neighbors.

The defendants in our water litigation have proffered that, eco-
nomically, since their relatively recent arrival in our area, by un-
lawfully taking our water supply, non-Indian use of our water has
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changed the once flowing San Xavier River into a dead, dry arroyo
because of the groundwater depletion. Green riparian zones are
now completely gone, as is our mesquite forest, not to mention the
wildlife, and also our culture and our traditions of the use of grow-
ing traditional crops for our people to feed ourselves.

While Tucson lawns and golf courses are growing greener, our
reservation becomes barren and polluted as the direct result of
non-Indian development. We once irrigated and grew crops on more
than 2,200 acres of our reservation. We now irrigate only 9.5 acres
because of lack of water. Moreover, more than 200 formerly irri-
gated acres have been lost to erosion by the Santa Cruz River, and
more than 600 acres of our farms have been ruined by sink holes
caused by groundwater overdrafting.

We have major concerns over the Central Arizona Project water.
One of them is, Will CAP deliveries be a permanent water supply
for us to use for the groundwater and the other waters that have
been taken from us as O’odham people? Will CAP water decline in
the future? Also, San Xavier must receive water for recreational
and agricultural and other uses. And some of those other uses we
are looking at seeing that we can bring back our riparian area that
once grew a healthy mesquite forest within San Xavier.

Also, in section 313 of SAWRSA, which is called the “Cooperative
Fund,” we feel that there isn’t enough funding to pay back the
OM&R for delivery of our water. We feel that this cooperative must
be increased. The OM&R costs for Indian waters, we feel, should
be kept at a minimum because of the damage to our lands as well
as to us as a people.

The SAWRSA section 305 water that provides for delivery of
23,000 acre-feet of CAP or Tucson’s sewage effluent to San Xavier,
we would like for Congress and/or the Secretary of the Interior to
make a commitment now to deliver CAP rather than sewage.

We feel that providing additional CAP to meet the demands of
our Tohono O’odham Nation would help break the deadlock in our
negotiations as we feel today.

So I will go ahead at this time and ask the chairman or commit-
tee members if I can answer any questions.

Thank you.

[Prepared statement of Mr. Preston follows:]
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TESTIMONY OF DANIEL PRESTON, REPRESENTING THE SAN XAVIER
RESERVATION COMMUNITY, ON THE CENTRAL ARIZONA PROJECT

Before the United States House of Representatives
Committee on Natural Resources

December 10, 1993

My name is Daniel Preston. I was raised on the San Xavier Indian Reservation, where
I now live. I am the Vice Chairman of the San Xavier District Council. The San Xavier
District Council is the governing body of the San Xavier Reservation. I am also a member of
the Board of Directors of the San Xavier Cooperative Association, which oversees the operation
of the San Xavier Cooperative Farm. The Cooperative Farm is located on individually allotted
Indian trust lands on the Reservation. I am also an allottee, a member of the San Xavier
Allottees Association, and a plaintiff in both U,S, v. Tucson and Alvarez v. Tucson. The San
Xavier Allottees Association represents the 1300 individual Indian trust allotment owners on the
San Xavier Reservation.

I am here representing the Wa:k Village community of the San Xavier Reservation, the
San Xavier District Council, the San Xavier Cooperative Association and the San Xavier
Allottees Association. Wa:k is the name of our ancient Tohono O’odham Village on the San
Xavier Reservation.

1 appreciate the opportunity to testify to this Committee and state our concerns about the
CAP.

The Eastern portion of the San Xavier Reservation was allotted to individual Indians in
1891. In 1974 the United States filed suit against the City of Tucson and other groundwater
users for damages and an injunction to protect the San Xavier Reservation allotment water
supply. We are entitled to a large proportion of the average annual recharge to the Tucson
Basin under the Winters Doctrine of reserved Indian water rights.
98% of the irrigable land involved in .S, v, Tucson is allotted.

In 1982 Congress enacted the Southern Arizona Water Rights Settlement Act. SAWRSA
offers a settlement in U, S. v, Tucson which can only be fully implemented when U,S, v, Tugcson
is dismissed.

U.S. v, Tucson has not been dismissed, and is still in litigation, along with a recently
filed companion case called Alvarez v, Tucson. The San Xavier District and the San Xavier
Allottees have opposed the dismissal of U.S. v. Tucson, and we recently filed Alvarez v.
Tucson, because SAWRSA does not offer a settiement that is acceptable to us.

While we are confident that we will ultimately prevail in U,S. v, Tucson and Alvarez v,
Tucson, we recently intensified our efforts to negotiate a settlement of these cases. The San
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Xavier Community believes that a workable settlement must be fashioned by all parties
concerned and that our proposed amendments should be incorporated into any amendments to
SAWRSA passed by Congress. We are hopeful that negotiations can be completed before any
judgment is issued in U,S. v, Tucson or Alvarez v. Tucson.

Under SAWRSA, the San Xavier Reservation is to receive either 27,000 acre-feet or
50,000 acre-feet of CAP water annually. SAWRSA §303 provides for the delivery of 27,000
acre-feet of CAP water. SAWRSA §305 provides for the delivery of an additional 23,000
acre-feet of CAP water or Tucson sewage effluent. The Secretary of the Interior has the
discretion to decide whether to deliver CAP water or sewage under SAWRSA §305.

It should be noted that other entities in the Tucson Basin are supposed to use CAP water,
not just San Xavier. This includes the City of Tucson and the ASARCO Mining Company, both
of whom are defendants in .S, v, Tucson and Alvarez v. Tucson. It is essential that the City
and ASARCO stop pumping and depleting our groundwater, and use their allocations of CAP
water instead. Otherwise we will continue to seek a judicial remedy to prevent further mining
of groundwater from beneath our Reservation. The Arizona Groundwater Management Act was
intended to stabilize the groundwater table by reducing groundwater pumping to "safe yield."
This objective obviously cannot be met if the City, ASARCO, and the other major groundwater
users do not switch to CAP water.

Our non-Indian neighbors, the defendants in our water litigation, have profited
economically since their relatively recent arrival in our area, by unlawfully taking our water
supply. (We, the O’odham, have known this area since time immemorial as Schuk Shon, which
translates as Black Bottom Basin. Non-Indians now call it Tucson.) Non-Indian use of our
water has changed the once flowing Santa Cruz river into a dead, dry arroyo because of
groundwater overdrafting. Once green riparian zones are now completely gone, as is our
mesquite forest. While Tucson lawns and golf courses grow greener, our Reservation becomes
more barren and polluted as the direct result of non-Indian development. We once irrigated and
grew crops on more than 2200 acres of our Reservation. We now irrigate only 9.5 acres
because of lack of water. Moreover, more than 200 formerly irrigated acres have been lost to
erosion by the Santa Cruz River, and more than 600 acres of our farms have been ruined by
sinkholes caused by groundwater overdrafting.

We have several major concerns about the CAP and its impact on the San Xavier
Reservation.

Our first and greatest concern is about the ability of the CAP to continue delivering water
to our Reservation over the long-term. The CAP water which SAWRSA is intended to provide
to the San Xavier Reservation is a substitute water supply for our natural water supply, which
has been unlawfully appropriated by the City of Tucson and other defendants in U.S, v, Tucson
and Alvarez v. Tucson.

Our priorities are to restore our ancient agricultural economy, to expand our agricultural

2
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production if possible, to ensure an adequate water supply for our future, and to restore the
riparian habitat in the Santa Cruz River that groundwater overdrafts have destroyed.

We must have the CAP water supply guaranteed on a permanent basis. The very
existence of our community and our unique culture depends upon our water supply. If for any
reason this water supply is not available at any point in the future, our community and our

We are aware that the CAP’s priority for diversions from the Colorado River is very late
- 1968, aithough Indian water holds a top priority within the CAP. We are also aware that as
development proceeds in the Upper Basin states of the Colorado River drainage, the supply of
water available to the CAP will decrease. Our very great concem is that as Upper Basin water
use increases, and if climate change occurs, possibly brought on by global warming, there will
not be enough water to satisfy the CAP Indian water delivery requirement. There is also danger
that a warmer climate in the Colorado River Basin and Arizona will seriously increase the
salinity of water delivered to us down at the end of the CAP delivery system. We already
anticipate some problems with using CAP water to restore our Reservation agricultural economy.
Greater salinity may make it impossible for us to use CAP water for agriculture at all. The
Tucson Daily Star reported last week that a possible 15 to 20 percent decrease in Colorado River
flows will cause a similar percentage increase in the salinity of CAP water. The salinity
increase will be even greater at the end of the delivery system, where we are located. For these
reasons, we frequently ask ourselves if it is wise for us to agree to take CAP water at all to
replace our natural water supply.

We want specific assurances that the CAP will provide a permanent substitute water
supply to the San Xavier Reservation. We also want accurate data to support any such
assurances. Similarly, if the quality of CAP water delivered to San Xavier is likely to be any
worse than we have been told thus far, we want to know that now, rather than later.

Our second concern is that we have enough good quality water for domestic, recreational,
and other uses requiring good quality water, including production of salt sensitive crops. CAP
water is not good quality water, unless it is treated.

Our third concern is that OM & R costs for the delivery of Indian water be kept as low
as possible. Because CAP water is a substitute water supply for us, as part of the Southern
Arizona Water Rights Settlement, it is to be delivered to our farms free of charge. However,
the OM & R is to be paid out of the §313 Cooperative Fund under SAWRSA. The Cooperative
Fund is not big enough to pay the OM & R to deliver our full allocation of water for more than
a few years, even at the present rate of $36 per acre-foot. If the OM & R cost for our water
goes to $130 per acre-foot, as presently anticipated, the Cooperative Fund will only be able to
pay for water deliveries for two or three years. The alternative is to increase the Cooperative
Fund from its present $22 million to the $70 to $100 million range. This would require a

minimum appropriation from Congress of $50 million.

3
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SAWRSA §303 provides for the delivery of 27,000 acre-feet of CAP water to San
Xavier. SAWRSA §305 provides for the delivery to San Xavier of an additional 23,000
acre-feet of Tucson’s sewage effluent. SAWRSA allows the Interior Department to deliver CAP
water instead of sewage effluent for the §305 water. In fact, we believe the parties who
negotiated SAWRSA contemplated that an additional 23,000 acre-feet of CAP water actually
would be delivered to San Xavier under §303, rather than the sewage effluent. This is in part
because there is no provision for a system to delivery the effluent. Our fourth concern is that
the Secretary of the Interior make a binding commitment at the earliest possible date to deliver
CAP water rather than effluent under §305.

We believe the BOR has an obligation to provide terminal storage for our allocation of
CAP water under SAWRSA. No agreement has yet been reached with the BOR for terminal
storage. Our fifth concern is that the BOR's terminal storage obligation be fulfilled.

Lastly, we believe that an additional allocation of CAP water could break the impasse
in U.S. v, Tucson and Alvarez v. Tucson and lead to an agreement that would allow the full
implementation of SAWRSA. SAWRSA has not been implemented - in part because the Tohono
O’odham Nation claims to own all of the water to be delivered to San Xavier under SAWRSA.
The organizations that I represent contend that most, if not all, of this water belongs to the
individual Indian allottees on the San Xavier Reservation, and to the San Xavier community.
San Xavier’s SAWRSA water is intended to substitute for the natural water supply that the
non-Indians have taken from us, and which is the subject of the litigation in U, S, v, Tucson and
Alvarez v, Tucson. Our present deadlock with the Nation might be broken if more CAP water
can be added to SAWRSA to satisfy the Tohono O’odham Nation’s needs. I am asking this
Committee to explore that possibility.

Please consider our concerns carefully in any future legislation affecting the CAP and the
San Xavier Reservation.



172

N

ATTACHMENT A

Global warming threatens
CAP watetr, researchers say

By Enrlc Volante
The Arizona Daily Star

Global warming could reduce flows
in the Colorado River, making less wa-
ter and more salt flow through the
Central Arizona Project to thirsty cities
like Tucson, a new study says.

Researchers found that the Colorado
River basin is “extremely sensitive” to
changes in climate that could occur
over the next few decades from the so-
called greenhouse effect.

The river is the main water source
in a basin that covers 243.000 square
miles in the western United States and
northern Mexico. Parts of Tucson be-
gan getting Colorado River water via
the CAP late last year.

The new study shows that nslng
global temperatures would have dra-
matic impacts on hydroelectricity pro-
duction, water salinity and reservoir
levels, said Peter Gleick, a senior re-
search gssociate of the Pacific Institute
for Studies in Development. Environ-
ment and, Security. based in Oakland.
Cauif.
* The non-profit insttute conducted
the $130.000 study over 2!z years for
the US. Environmenta! Protectdon

:Agency.
)'am and show may-increase under glo-
~&. stroultaneous increase
evapoaﬂm -and 'in water use by
«plants wauld Tiuse a net decrease of 8
“percent-to~Z0"percent in surface water

* Researchers found that even though'

runoff.
“If flow decreases, the Central Ari-
zona Project is one of the most vulner-

able points,” because other states hava
higher-priority rights to Colorado River
water in times of shortage, Gleick said

in a telephone interview yesterday.

And, unlke states in the upper bu-
sin, the water is already high in salts
by the time it reaches lower-basin
states like '\nzona.

If global reduces Colorado
flows by 20 percent, salinity would go
up 13 percent to 20 percent. Gleick
said.

Larzy Dozicr, assistant general man-
ager of the Central Arizona Water Con-
servagion District. which operates the
CAP, said yesterday that the study
“doenz tell us anything new or star-
ting.™ a,
He said 50.year forecasts by the
federal Bur=au of Reclamation. the An.
zona Department of Water Resources
and the water district show tha: ti:
CaP will be abje 0 provide a: leas: 75
percent of the normal water supply to
cities and dibes nearly all the timne.

Those studies do not consider the
possicility of global warming, he dc-
knowledged.

But during drought periods lasting a.
few veurs, cities like Tucson can
porarily retwrn to pumping ground wa-
ter. he said. And if the water gets salfi-
er, as predicted in the EPA study, peo-
ple can stil drink it or can elect to re.
move the salts, he said. 26

L ———— o~

@l

BmInSiar

Tucson, 'Saturday, December 4, 1993
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Mr. MILLER. Thank you.

Thank you all for your testimony. If I might ask you a question—
can you all comment on it—and that is: I have raised a number of
times this morning this issue of the target pricing and how various
panels thought that would play itself out over the long term. I just
wondered if you have any thoughts on that.

Ms. ANTONE. I guess I have to respond to that because one of the
things I mentioned is that we haven’t been a party at the table
with other entities discussing this issue, and I think we should be
afforded the opportunity. But that is something that we have to do
a lot of studying on to see if it is feasible for our tribe.

Mr. MiLLER. What is the range of water prices, cost of delivery,
that the reservations experience now?

Mr. WHITE. The impact we have with the CAP delivery, three or
four years ago, when we did the inter-connect during our drought
season, raised up to about $38.

Mr. MILLER. That is the price of water to the reservation?

Mr. WHITE. That was the price charged.

Mr. MILLER. What about in the case of the Tohono O'odham?

Mr. PRESTON. We are not receiving the benefits of CAP water.
Under SAWRSA, it was mandated that the United States deliver
the Central Arizona Project water by October 12 of 1992.

That date has since come and passed. As far as I know, there
were technical amendments in Congress, I guess, to allow the dead-
line to be extended.

And also there was agreement to go ahead and allow the Tohono
O’odham Nation to lease the water that was supposed to arrive in
San Xavier to the city of Tucson.

As far as I understand, the farm cooperative and the San Xavier
District do not approve of it. But as far as we understand, we are
still waiting to receive the amount of water that was supposedly
given to the district for, I guess, the groundwater and surface
water that has since depleted. And we are still waiting since 1982,
since the SAWRSA was passed.

Ms. ANTONE. Our pricing is the same as the Cooperative Fund
would pay for that on behalf of the Federal Government. But we
haven’t had any delivery of CAP water. So there is no delivery at
this point.

Mr. MILLER. Mark DeMichele, on behalf of the Governor’s Advi-
sory Committee, in his testimony, urged the expedited settlement,
if you will, of the various water settlements outstanding. And one
of my concerns today is, when I listen to the testimony, that Fed-
eral actions, whether they are unilateral actions or what have you,
are anticipated or sought on behalf of both the plan of CAWCD,
and to some extent the Governor’s Advisory Committee but more
imfportantly with the district, down the road. Either reallocating
defaults, if they should take place, into O&M or target pricing
could make Indian water settlements much more expensive for the
Federal Government, if you look at the historical role of the Fed-
eral Government in those terms.

And I say that in the context of two points. One is that politically
when this committee brings to the House Floor Indian settlements
of any kind—land settlements, water settlements what have you—
very often they are not without controversy. Not everybody shares
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the same concern or sense of obligation about Indian settlements,
and very often Federal costs are raised that might not be raised on
a similar action in a non-Indian situation.

And that being the case, I guess the point I am trying to get to
here is: It seems to me that the resolution of the issues surround-
ing the future of the Central Arizona Project and Indian water set-
tlements have to be one and the same.

Historically, these water projects have gone forward. This is a
strange panel to be saying “first in time” to, but if you were first
in time politically, if you will, and you had enough gall, you could
take care of features that you wanted to take care of and other peo-
ple just waited. In California that would mean that the environ-
mental interests waited because there wasn’t the political structure
to force that issue. In North Dakota it became the Indian water
features that were so prominently displayed at the outset to get the
Congress to buy the Garrison Project. They were never dealt with,
and it happened many years later where we said, “Wait a minute.
You promised these things.”

Here again we are down to kind of the last of the Indian water
settlements, and my opinion is—and I would like you to comment—
if we don’t address all these issues together, it can be more difficult
for Indian water settlements that come after this to get through
the Congress than they would be if joined as a comprehensive solu-
tion.

I don’t know whether you agree with that or not. That is just my
opinion after listening to several days of comments and this morn-
ing’s testimony.

You are free to comment or not.

Mr. WHITE. From the onset of our negotiation when we started
talking about Indian water settlements, we felt at that time that
we needed to separate the Indian water settlements issue apart
from the CAP allocations for a long period of time, simply because
we felt that our Indian water rights issue was the litigation, and
it was composed of what the Federal Government foresees as a 1.5
million acre-feet entitlement for our Community; and the other
being a contracted position through the United States Government.

After much negotiation, we arrived at a 253,500 acre-feet water
budget, on the concept that we all agreed to it and came to some
terms with our surrounding cities and towns.

We felt that the CAP was part of the Gila River Indian Commu-
nity. And if it is possible, we would preserve the rights of the cities
and towns to use that CAP for that Indian water settlements,
which would probably be acceptable.

And also working on these bases, we were given the opportunity
to market and to compete administratively in the affordable pricing
as anyone else is. And as far as our contract with the United States
Government, as far as farmers with the CAWCD, their entitlement
is as much, and maybe ours is more, with the United States Gov-
ernment than the farmers of the State of Arizona.

Mr. MILLER. So you would argue to continue to keep them sepa-
rate?

Mr. WHITE. Right. Now I think we will come to the terms that
we would probably link them together and see what can be solved
out of the whole solutions, you know. As we said in the Advisory
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Committee for the State of Arizona, I think what we talked about,
this water is in the State of Arizona, it belongs to us, we are all
in it together. And I think that part of the thing is, you know, if
you maintain reasonably to see that the State wants to see the
water stay in Arizona, maybe they need to comply and swallow the
whole hardship that nobody wants to touch it, they need to put it
into Indian water settlements.

Mr. MILLER. Ms. Antone.

Ms. ANTONE. I think SAWRSA kind of addresses this problem al-
ready for us, both during the litigation and also the allocation of
CAP water; and I think that, speaking on behalf of the Nation,
even though we do have our internal problems, we have accepted
SAWRSA. And I think that the implementation is the problem that
we are having. How do you start implementation settlement? And
especially in our allocation there are certain things that need to be
done under SAWRSA.

So the management plan for the main reservation, and one of the
problems we have been having is funding for that.

So it already addressed that issue. And I think the Nation is sat-
isfied with that.

Mr. MILLER. You will keep the cards you have been dealt so far?

Okay.

Mr. Preston.

Mr. PRESTON. Chairman Miller, at this time I would like to intro-
duce our attorney. His name is Mr. Thomas Luebben, and I don’t
know if he has any comments to that also. But I would just like
to say that, as far as San Xavier is concerned, within SAWRSA, we
feel that the CAP water that has been offered to us and also the
effluent is for payment for, as far as we can see, the loss of our
groundwater and also the damage, I guess, what has happened
with our surface water.

I don’t know if Mr. Luebben might want to add anything to that.

Mr. LUEBBEN. Well, I think with respect to Chairman Miller’s
question, it appears that all of these problems are rather inextrica-
bly linked. Certainly what happens at San Xavier is dependent to
a great extent on how the pricing arrangements were made.

And we appreciate the committee’s concern or the concern that
has been expressed about the proposal that CAWCD has made
which will allocate a greater proportion of the OM&R to the Indian
water than would otherwise be the case under the original arrange-
ments that were contemplated.

That has a serious impact on San Xavier because the Cooperative
Fund of section 313 of SAWRSA is inadequate. It is supposed to
deliver the water free of charge to San Xavier as a substitute water
supply for the water that was taken by the defendants in U.S. v.
Tucson and Alvarez v. Tucson.

But if the price for OM&R goes to the projections that CAWCD
has provided and if the full 50,000 acre-feet allocated to San Xavier
is delivered, the Cooperative Fund will be very quickly depleted in
as little as three years. i

Some concern has been expressed by the Gila River representa-
tive which ties into what you, Mr. Chairman, have said about Con-
gress’ current financing problems. There is concern that Congress
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won’t necessarily fund the Cooperative Fund for the indefinite fu-
ture to maintain the full delivery of the 50,000 acre-feet of water.

That assumption is made that Congress will do that. But when
you look at SAWRSA and you look at section 313, you see this is
not an airtight deal, and it does not guarantee water to San Xavier
as a substitute water supply for all future time or even very much
beyond three years.

Mr. MiLLER. Thank you.

Karan.

Ms. ENGLISH. In your testimonies and your written testimony,
there has been a continuing, perhaps lack of dialogue, between the
CAWCD and your concerns; and all three of you have expressed
that. I am hoping a corner has been turned with the Governor’s re-
port and some of the proposals that were made, especially with the
Indian Settlements Office.

And this probably won’t give you enough time to respond to it
today, but I would like to hear from each of you regarding other
recommendations that might be made so that we can start to re-
solve some of the negotiations or even resolve the problem of sitting
at the same table to negotiate, which I think was something you
were alluding to.

[EDITOR’S NOTE.—See Appendix.]

This isn’t a question. I apologize, Mr. Chairman. I am making a
statement here. I think that it is key to getting CAP back on the
right track, and us resolving some of our problems at home. And
so I would be very interested in any follow-up that you might have
that I might facilitate this process moving on.

So I thank you for your comments today and look forward any
additional comments you might have in helping us get over this
hump.

Thank you.

Mr. WHITE. In reference to your questions on how we may better
identify our relations with CAWCD, I think we used the term here
in Central Arizona of the Five Tribes. Under that concept, these
are Indian tribes that are, at one time, looking at contracting with
the CAP water.

We have initiated the implementation of an Indian board, which
is in my statement as our position. And under those terms, we
could be recognized under the terms of what we feel is the best,
you know, to be heard and to be recognized and to be understood
under the terms of what we need to negotiate under on these CAP
conditions.

And we are right now in the preliminary stages of organizing the
board and having a charter and organization and memberships and
all of that that goes with it.

Ms. ENGLISH. Thank you.

Mr. MILLER. Mr. Stump.

Mr. STuMP. Thank you. I have one quick question of Ms. Antone.

In your testimony, you advocate a moratorium on all allocations
and exchanges and CAP pricing adjustments.

Do you think this would limit the flexibility of CAWCD to ad-
dress the repayment issues?



177

Ms. ANTONE. I guess our comment on that is that we are just try-
ing to preserve the status quo until we do go to the negotiation ta-
bles.

On this issue, like I said, we haven’t been consulted as a Nation.
I sit on the Tribal Council; and it is always important that we dis-
cuss these issues government-to-government, you know, whether it
is the Faderal Government, the State Government. I think that is
the role that I perceive, that we do come to the negotiating tables
and sit down and discuss these issues, because a lot of the discus-
sions that were held before, it was the first time hearing about
these discussions, and a lot of it has to do with Indian water settle-
ments or Indian allocations.

Mr. STUMP. I would hope we could do these together, as you said,
and work them out; but not just declaring a moratorium on all
changes. I think that would slow down the whole process.

Thank you.

Mr. MILLER. Thank you very much for your testimony and your
help with the hearing.

Mr. PRESTON. Mr. Chairman, I would just like to, again, invite
you to come to our district and tour our lands and also to the rest
of the Arizona delegation.

Thank you for having us.

Mr. MILLER. Thank you.

The next panel will be made up of Mr. Dale Pontius, who is the
vice president and conservation director for American Rivers; Mr.
Mark Schnepf, from Queen Creek, Arizona; and Mr. Roger S. Man-
ning, executive director of the Arizona Municipal Water Users As-
sociation.

Again, your full statements will be placed in the record. Proceed
in the manner in which you are most comfortable.

Dale, we will begin with you.

PANEL CONSISTING OF DALE PONTIUS, VICE PRESIDENT FOR
CONSERVATION PROGRAMS, AMERICAN RIVERS, WASHING-
TON, DC; HON. MARK SCHNEPF, MAYOR, TOWN OF QUEEN
CREEK, AZ; AND ROGER S. MANNING, EXECUTIVE DIRECTOR,
ARIZONA MUNICIPAL WATER USERS ASSOCIATION, PHOE-
NIX, AZ

STATEMENT OF DALE PONTIUS

Mr. PoNTius. Thank you, Mr. Chairman. Thank you for allowing
us to be with you today. We are pleased that members of the dele-
gation could attend this hearing and that you personally have
taken the time to come to Arizona to hold the hearing and view the
project personally.

I am Dale Pontius, vice president of conservation programs for
American Rivers. We are a nonprofit organization dedicated to the
restoration of America’s rivers. From our southwestern regional of-
fice here in Phoenix we have been engaged in a number of initia-
tives to enhance America’s streams and rivers which are worthy of
protection and are very relevant to this discussion today.

I would be remiss if I didn’t mention to you today what we would
suggest would be one of the Federal responses to the continuing
degradation of Arizona’s aquatic ecosystems, and that is a proposal
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that has been developed by a broad coalition in Arizona, the Ari-
zona Rivers Coalition. We have worked closely with Congress-
woman English and other members of the delegation to develop
this legislative proposal which we hope will be enacted in this Con-
gress. I would love to have you take a copy of this home with you
so you can see what has been going on here as well. I will provide
that to your staff.

[EDITOR’S NOTE.—See Appendix.]

As I mentioned, there is strong interest in Arizona for rivers and
streams and aquatic ecosystem protection; and public opinion polls
have demonstrated in the last several years that there is strong
public support for this. Earlier today the Heritage Act was men-
tioned. It was passed by initiative by the voters in 1960 with a very
strong percentage of approval. And people are constantly being
made aware that our aquatic resources are also increasingly impor-
tant economic resources and dollars are developed in local revenues
through recreation and tourism every year, in addition to providing
critical habitat for our flora and fauna, some of which are globally
rare in this State.

I want to point out a couple of issues of concern to the conserva-
tion community to sort of focus on and accent the situation with
the watersheds and aquatic resources of this State. I believe the
factual history of the decline of our western and Arizona aquatic
systems has been well documented in Federal and State reports. I
want to give a couple of examples here for the committee to under-
line the fact that, in our opinion, Arizona still has serious environ-
mental water management problems to deal with.

First of all, scientists estimate that as much as 90 percent of Ari-
zona’s lower elevation riparian areas where cottonwoods, willows,
and mesquite forests once grew have been damaged. You heard tes-
timony from the last panel about this occurring in the San Xavier
District near Tucson. A recent Game and Fish Department study
well documents the fact that there is very little of this habitat left
in the State. All of the known fresh water fish species in the Gila
River basin, which includes most of the State and overlaps the
project area, are either extinct, federally listed as threatened or en-
dangered, or recommended as candidates for Federal listing. To our
knowledge, no other river basin in the world has this dubious dis-
tinction, at least not in this country.

The State of Arizona still does not legally acknowledge there is
a hydrological connection between groundwater pumping and sur-
face water; thus surface water rights, including in-stream flow
rights based on State law, are vulnerable to continued and new
groundwater pumping. The Arizona Supreme Court ruled recently
that only the legislature can change this bizarre bifurcated system
that does not recognize hydrologic reality. We believe this is prob-
ably unlikely to happen any time soon.

Groundwater pumping is still regulated, as was mentioned ear-
lier, in only four active management areas in the State; and in one,
Pinal County, planned depletion is the management goal. Such
withdrawals continue to threaten critical rivers and streams such
as the upper San Pedro River, a nationally significant biological
treasure designated as a National Conservation Area by Congress,
and the upper Verde River, a portion of which is Arizona’s only
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designated Wild and Scenic River. The San Pedro is unquestion-
ably threatened by development in the Sierra Vista-Fort Huachuca
area, where hydrology studies show a growing cone of depression
drawing down the river’s flow.

Finally, the Arizona Legislature has failed to enact needed legis-
lation to protect and clarify the statutory basis for in-stream flow
water rights and to protect riparian areas from further degrada-
tion, nor has it enacted a State rivers protection program, as have
33 other States.

I point these items out to you, Mr. Chairman, to point out that,
in our opinion, time is running short for Arizona’s remaining
aquatic ecosystems and for the protection of the diversity of species
so dependent on them. We in the conservation community have
been urging action on riparian protection and restoration for many

ears.

Y Some of us watched your bill, H.R. 429, last Congress very close-
ly as you successfully were able to restructure the Central Valley
Project in California and the Central Utah Project to require a por-
tion of those funds from those projects to be dedicated to fish and
wildlife enhancement and watershed restoration. These provisions
of the Reclamation Authorization and Adjustment Act of 1992 were
an historic achievement toward changing the way Federal water
projects in the West are managed.

When the Central Arizona Project was authorized in 1968, 25
years ago, as a part of the Colorado River basin, few people were
thinking of these kinds of programs. However, at that time, in the
act, one of the project purposes set forth was the “conservation and
development of fish and wildlife resources.”

Yet 25 years and over $4 billion later, there has been little, if
any, money from the Central Arizona Project devoted to carry out
that express purpose. As has been indicated earlier, project funds
have been used to mitigate for damages from the project facilities
as it was built; and in some cases those have been substantial. But
such mitigation is required and expected in any such project.

The CAP, the Nation’s most expensive water project, was de-
signed to provide an alternative water supply for the central part
of the State, to halt the overdraft of groungwater basins; but at the
time, no thought was given nor money directed to actually redress-
ing the impacts of prior development of the water resources of this
State on the environment. And today this still stands as an unmet
obligation.

Given the fact that the Project. is virtually complete, it is difficult
to redesign the project features to address the unmet environ-
mental needs. It can be done in some cases. It is possible to ad-
dress these needs through reallocation of some of the CAP water
and by funding the watershed conservation trust fund, as has been
referred to today by a number of witnesses, to carry out the fish
and wildlife and watershed restoration programs that were in fact
authorized by the law.

As the debate has developed in recent months over how to re-
structure the project financially and assist in the agricultural prob-
lems, American Rivers and other conservation groups have begun
to analyze ways that the project could be restructured so that
water could be marketed not only to repay the Federal debt on the
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project but also to provide a source of funds for the long neglected
environmental needs and a source of water as well.

I am going to try to summarize the rest of my statement. Rob
Smith did include a lot of these comments about the debate in the
Governor’s Advisory Committee.

Let me just say we did support, in the committee and as was rec-
ommended, principles for providing for allocation of CAP water for
the conservation and development of fish and wildlife resources.
We had recommended 150,000 acre-feet approximately of CAP
water to be set aside, a large part of that to be used on the main
stem of the Colorado River, and some to be used in central Arizona.
We think working with the Bureau and the District and the State
water department, we could develop, within a reasonable time,
projects where this water could be used.

For example, the San Pedro River is an obvious candidate. There
is water needed to replace the water supply by that area, if we are
going to do something about the fact that that river is absolutely
Jeopardized by continued growth in that area.

We also suggested that the trust fund be created to finance other
measures, a number of measures which we recommended as exam-
ples in our report. Without elaborating on those I will, with your
permission, Mr. Chairman, include in our written statement a copy
of the report which elaborates some of these examples of how this
money could be used.

[EDITOR’S NOTE.—See Appendix.]

We also suggested a number of possible funding sources in that
report which include surcharges on interstate and intrastate leases,
forbearance agreements, water recharge agreements involving the
CAP entitlement, pump tax, surcharges on excess power sales, sur-
charges on intrastate transfers of CAP contracts like the recently
discussed Payson transfer.

There are many sources we believe where the District and State
can look to for revenue sources to create and have available a rea-
sonable level of funds for this purpose. That would, I think, include
participation by the Federal Government, participation by the Bu-
reau of Reclamation, by its appropriation process, given the fact
that this is a valid program purpose under the Project Act.

As you know, we do believe a permanent trust fund is necessary
as a component of any overall resolution of this issue. And we are
hopeful that this can be done within the dialogue that has been
discussed here today. But we would certainly like to hold out the
possibility that that must be done at the Federal level if the State
does not act in a manner that is acceptable to the public interest.

Thank you. .

Mr. MiLLER. Thank you.

[Prepared statement of Mr. Pontius follows:]
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Thank you, Mr. Chairman, for the opportunity to appear here today
and provide American Rivers’ views on the Central Arizona Project
(CAP). We are extremely pleased that you took the time to come

to Arizona and to hold this hearing on the status of the CAP.

I am Dale Pontius, the Vice President for Conservation Programs
for American Rivers. As you know, American Rivers is a national
nonprofit conservation organization dedicated to the preservation
and restoration of America’s rivers. From our Southwestern
regional office located here in Phoenix, we have been engaged in
a number of initiatives to protect and enhance Arizona’s
remaining streams and rivers - and there are many still very
worthy of protection - and the restoration of at least some of

the State’s aquatic and riparian heritage.

To this end, we have worked with a statewide "rivers coalition"
of citizens and groups to develop a proposal that has been
forwarded to the Arizona Congressional delegation recommending
the designation of some 40 rivers and streams in Arizona as Wild
and Scenic Rivers by the Congress. We have worked closely with
Congresswoman Karan English, as well as other members of the
delegation, to move this proposal to the legislative arena, and
we remain confident that a comprehensive Arizona Wild and Scenic

Rivers Act can be passed in this Congress.

-_—] --
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Indeed, public opinion polls demonstrate there is strong public
support for efforts to protect the State’s remaining free-flowing
rivers and streams. These areas are an increasingly important
economic resource to the State as well, developing millions of
dollars in locél revenues through increased recreation and
tourism, in addition to providing critical habitat for a rich
diversity of flora and fauna -~ some of which are globally rare.
Most of the watersheds and aquifers of this State have been
systematically developed and over-appropriated over the past 100
years to support the State’s economic growth. Arizona developed
an economy based on irrigated agriculture, mining and grazing;
the three C’s ~ cotton, cattle, and copper - dominated the
economy and politics in Arizona for decades. More recently,
water has been needed to support rapidly growing urban areas,

golf courses, and new industry.

Indeed, the State’s principal surface water resource, the Salt-
Gila system, was developed as one of the earliest projects
authorized under the Reclamation Act of 1902. The Salt River
Project resulted in a string of dams, impoundments and diversion
canals that I am sure you observed during your inspection tour in
the State this week, along with those flooded lawns in urban
areas of the valley that were once farms. The now dry Salt and
Gila River beds are lasting monuments to the growth of Central

Arizona - and reminders of what such development has meant for

-_— 2 ==
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similar natural river systems throughout the west in the last

century.

The factual history of the decline of Arizona’s natural aquatic
and riparian sYstems is well documented in a variety of state,

federal and other published reports. A few facts should suffice
to illustrate this, as well as to demonstrate that Arizona still

has serious environmental and water management problems.

® Scientists estimate that as much as 90% of Arizona’s lower
elevation riparian areas where cottonwoods, willows, and mesquite
forests once grew have been damaged or destroyed due to

development or dewatering.

e All of the known native freshwater fish species in the Gila
River basin, which includes most of the State and overlaps the
project area, are either extinct, federally listed as threatened
or endangered, or recommended as candidates for federal listing.
To our knowledge, no other river basin in the world has this

dubious distinction.

e The State still does not legally acknowledge there is a
hydrological connection between ground water pumping and surface
water; thus surface water rights, including instream flow rights
based on State law, are vulnerable to continued and new

groundwater pumping. The Arizona Supreme Court ruled recently

-3 =-



185

that only the Legislature can change this bizarre kifurcated
system that does not recognize hydrologic reality. This is

unlikely to happen anytime soon.

e Groundwater pumping is still regulated in only the four
active management areas in the State (and in one, Pinal County,
plannedvdepletion is the management goal). Such withdrawals
continue to threaten critical rivers and s&treams such as the
upper San Pedro River, a nationally significant biological
treasure designated as a National Conservation Area by Congress,
and the upper Verde River, a portion of which is Arizona‘’s only
designated Wild and Scenic River. The San Pedro is
unquestionably threatened by development in the Sierra Vista -
Fort Huachuca area, where hydrology studies show a growing cone

of depression drawing down the river’s flow.

¢ The Arizona Legislature has failed to enact needed
legislation to protect and clarify the statutory basis for
instream flow water rights and protect riparian areas from
further degradation, nor has it enacted a state rivers protection

law, as have 33 other states.
Mr. Chairman, time is growing short for Arizona’s remaining
aquatic ecosystems and the diversity of species so dependent on

them. It is past time that the political leaders in this State
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acknowledge that the protection of our remaining streams and

rivers is indeed an important public policy and give it priority.

As you know, in 1980 the Arizona Groundwater Management Act
(GWMA) was enacted to bring groundwater pumping under control and
to reduce the overdraft of that resource as a condition of

continued federal funding to complete the CAP.

Despite the hoopla surrounding this monumental legislative
achievement (due in large part to the leadership of our then-
Governor Bruce Babbitt), the Act studiously avoided dealing with
any impacts of groundwater pumping on the surface waters of the
State. It left that issue for another day - which is yet to
arrive. It also did not deal with water management or water
conservation for other areas of the State outside the four
legislatively created active management areas, which is where
most of the remaining surface water is located. And there is no
question - especially among hydrologists ~ that the continued
pumping of groundwater threatens to dry up or seriously dewater

some of these rivers and streams if nothing is done.

The conservation community in this State has been urging action
on riparian protection and restoration proposals for years. Many
of us watched closely as Congress voted last year to restructure
the Central Valley Project and the Central Utah Project and

require that a portion of project water and funds be dedicated
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for fiqh and wildlife purposes and watershed restoration. These
provisions of the Reclamation Projects Authorization and
Adjustment Act of 1992 were significant steps toward changing the
way federal water projects in the west are to be managed in the

future.

However, it is now 13 years since the GWMA was adopted and the
CAP is all but completed; and Arizona still does not have its

water management house in order.
Restructuring the CAP

The CAP was authorized by Congress 25 years ago by the Colorado
River Basin Project Act. One of the project purposes set forth
in that law was the "conservation and development of fish and
wildlife purposes.® Yet 25 years and $4 billion later, not a
dime has been spent to carry out that express purpose. Project
funds have been spent to mitigate the impacts of this vast
project on wildlife habitat and the environment, but such
mitigation is required by law to offset any future damage to such

resources.

While the nation’s most expensive federal water project was
designed to slow or halt the overdraft of groundwater basins in
central Arizona, no thought was given and no money directed to
alleviating and redressing the impacts of past development on the

- 6 ——
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State’s depleted water resources, most notably the rivers and
streams of central Arizona, the Santa Cruz, Gila, and Salt

Rivers. Today, this still stands as an unmet obligation.

Obviously, givén the fact that the project is virtually complete,
it is difficult to redesign project features to address the unmet
environmental needs. But it jis possible to address these needs
through some creative reallocations of CAP water for these
purposes and by funding a Watershed Conservation Trust Fund to

carry out other restoration and wildlife conservation programs.

As it became more and more obvious that the CAP was in serious
financial trouble because of low demand - especially among
agriculture interests - for the CAP water, American Rivers and
other conservation organizations and concerned citizens began to
analyze ways that the project could be restructured and the water
marketed not only to repay the federal debt on the project, but
also to provide some of the surplus water and a source of funding
to meet long-neglected environmental needs in the State’s

watersheds and to promote water conservation.

When Governor Symington appointed the CAP Advisory Committee last
January, we were chagrined to learn that there were no
representatives of the conservation community on the Committee
and that environmental concerns did not appear to be part of the

agenda. Later, at our request, four conservation group

—
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representatives were added to the 33-member committee, and an
environmental subcommittee was appointed to deal with these
concerns. I do want to take this opportunity to thank the CAP
Advisory Committee Chair, Mark DeMichele, and the Environmental
Subcommittee Chairman, Jack Pfister, for their support of these
concepts and their patience and efforts to see that these issues
were considered by the Committee.

A report with recommendations that was endorsed by a number of
conservation groups, including American Rivers, the Arizona
Chapter of The Nature Conservancy, the Sierra Club, was submitted
to the Environmental Subcommittee. The principal recommendations
submitted by the conservation community can be summarized as

follows:

CAP water should be reallocated for the conservation and

development of fish and wildlife resources

We recommended that approximately 150,000 acre-feet (AF) of CAP
water be set aside to meet fish and wildlife needs on the
mainstem of the Colorado River plus an additional 25,000 AF
reserved for such needs in central Arizona. The report suggested
a number of ways this water could be put to beneficial use, such
as to maintain the viability of the Cienega de Santa Clara in the
Colorado River delta and to enhance endangered fish and wildlife

habitat in various wildlife refuges along the Colorado River.
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We believe that utilizing much of this water on the mainstem
Colorado for federal purposes will also have a very positive
impact as to repayment and could reduce the CAWCD’s repayment
obligation sigﬁificantly. In turn, some of the costs to the
federal government conceivably could be offset by savings from
mothballing that white elephant known as the Yuma Desalting
Plant. This could be a major "win-win" for the CAWCD and the

federal taxpayers.

We also suggested that CAP water should be put to beneficial use,
either directly or through exchanges, in the central part of the
State to protect, enhance or restore stream segments and riparian
habitat. For example, a CAP allocation to the City of Sierra
Vista could be used, through an exchange or transfer, to enable
the city to develop an alternative water supply or recharge

project to protect the San Pedro River from groundwater pumping.

The Governor’s Advisory Committee did recommend that three levels
of CAP water for environmental purposes be evaluated: 50,000,
100,000, and 150,000 AF, and acknowledged in its report that such
uses could reduce the District’s repayment obligation. The
CAWCD, however, does not support any CAP water being used for

projects on the mainstem Colorado.
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Establish a Watershed Conservation Trust Fund

A Watershed Conservation Trust Fund is needed to finance measures
to conserve, protect and restore Arizona’s aquatic and riparian
resources, inciuding paying any costs associated with the use of
transporting CAP water for such purposes. We recommended an
annual funding level of $15 million and suggested examples of
potential projects that could use such funds. We also suggested
possible funding sources, including: . surcharges on interstate or
interbasin leases or forbearance agreements and water recharge
agreements involving Arizona’s CAP entitlement; pump taxes;
surcharges on excess power sales; and surcharges on intrastate
transfers of CAP contracts. There are many other sources the
District and/or the State can look to for revenue sources for
this fund, including participation by the Bureau of Reclamation

through annual appropriations for the CAP.

The Governor’s Committee made significant changes to the
recommendations proposed by the conservation representatives of
the Environmental Subcommittee, not the least of which is capping
the fund at $8 million a year and limiting it to $500,000 at its
inception. Indeed, initially the Committee voted against any
such fund, rejecting the Environmental Subcommittee
recommendation to evaluate three levels of funding - $5, 10 and

15 million. Upon reconsideration, the Committee approved an
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initial fund of $500,000 with a cap of $8 million and added

several restrictions.

We continue to believe that $15 million a year is the level of
funding that ié ultimately necessary if we are to make a
significant difference in enhancing our watersheds and that $8
million a year should be funded within five years. While it may
be necessary to gradually build to that level, there does need to
be sufficient funds available to carry out studies and planning
in the first few years. The CAWCD is yet to endorse any type of

trust fund for watershed conservation and enhancement.

American Rivers believes that funding the protection and
restoration of Arizona’s rivers and streams is at least as
important as subsidizing irrigation water users so the State can
gain more "interest-free" water. American Rivers believes that
establishing a permanent Watershed Conservation Trust Fund is an
absolutely essential component of any overall resolution of the

CAP issues.

And, Mr. Chairman, we think the Congress should not hesitate to
establish such a fund (as was done in Utah and in California last
year when your bill, H.R. 429, was enacted), if the State of

Arizona fails to establish an adequate fund.
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One of the more critical issues is what gind of board or
committee will decide how the conservatign fund is spent. Under
Title III of H.R. 429, a state level board, called the
"Reclamation, Mitigation and Conservation Commission," was
created to administer a similar fund in Utah. The members are
appointed by the President from lists submitted by the State, but
must include people with specific expertise in fish, wildlife and
environmental conservation matters. We do not oppose a state
oriented entity to administer the fund, such as in Utah but we
think the key is that the entity created to administer this fund
needs to have this expertise and not be set up to try to achieve
balance between different water users groups. To comply with the
federal interest that the watershed problems in Arizona be
addressed as part of any comprehensive solution, this entity must
be weighted heavily in favor of this professional (and non-

adversarial) conservation expertise.

We have no objection to creating a State rather than a federail
fund and entity (such as the Fish & Wildlife Foundation) to
administer the fund as long as that entity has a clear mandate to
use the fund for the enhancement of Arizona’s watersheds and has
sufficient scientific and natural resources expertise. I wish I
could tell you today that I am optimistic that all this can be
accomplished soon through state legislation. Realistically,
however, unless the CAWCD, the Governor’s CAP Advisory Committee,
and the Governor fully support this effort and work with us to
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make it happen, it faces tough sledding in the Arizona

Legislature.

We believe all users, including municipal, industrial and
agricultural usérs, should pay some portion of the cost of the
Watershed Conservation Fund. By way of example, in California,
CVP agricultural users are assessed a minimum of $6.00 an acre-
foot for restoration surcharges, and M & ¥ users pay at least
$12.00 an acre-foot. If you were to add a surcharge to M & I use
in Arizona of only $5.00 an acre-foot, it would add less than
$.50 a month to the average homeowner’s water bill. However, it
also seems likely that a significant percentage of this cost
could be paid by power consumers and water users elsewhere if

market forces are allowed to work.

We regret the Governor’s Advisory Committee chose not to endorse
the opportunities that exist for marketing some of Arizona’s
unused CAP water to other thirsty cities in the lower basin to
alleviate pressures for new water development from other sources,
such as the Virgin River. Moreover, surcharges on such
transactions could provide a substantial source of revenue for

the fund.

There is an additional issue that this Committee needs to be
aware of and which we hope the State and the Bureau will add to
their list of unresolved issues. Currently, there are no
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guidelines or opportunity for public review of any proposed
transfers of CAP sub-contracts such as the proposed transfer of
the Payson allocaticn to the City of Scottsdale. There are
significant environmental impacts associated with these
agreements, especially when the transferor (such as the Town of
Paysen) will receive money instead of water to develop an
alternative water supply. We are concerned about how and what
supply is to be acguired, whether there will be NEPA compliance,
and whetner we and other citizens will have the opportunity to
comment before the deal is done. 2Also, we think it important
that such transactions be subject to a surcharge for the
Watershed Conservation Fund, as the Bureau proposed with the
Payson transaction, although we are not prepared to say that 7.5%
is the right percentage in each case. 1In short, we think the
Bureau and the State should develop and publish for comment
guidelines for such transfers that will protect the environment

and the public interest before any such transfers are approved.

American Rivers is concerned that the CAP meet its contractual
obligations to repay the federal investment in this project
without unduly burdening Arizona water rate payers. However, we
do not believe that the natural environment of the State need be
sacrificed any longer to accomplish this if the State’s leaders

acknowledge this responsibility and act responsibly.
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We were pleased to see that the Commissioner of the Bureau of
Reclamation, in his letter of December 3 to the President of the
CAWCD, stated that if a restructuring plan for the CAP is to be
found acceptable by the Bureau, it must be a comprehensive plan
that deals with a number of outstanding issues, including
"mechanisms for enhancing or restoring environmental quality and
fish and wildlife habitat in Arizona." We hope and fully expect
to be included in any discussions between.the Bureau, the CAWCD
and the State regarding these issues and such a comprehensive

package of solutions.

As Chairman of the House Committee that oversees this project,
you have already made it clear on previous occasions that current
budgetary and political realities dictate that Arizona deal with
its environmental and Indian water rights settlement issues as a
part of any new or continued assistance from the federal
government, as has occurred in projects in other western states.
We urge you to continue to be engaged in these discussions and o
exercise your oversight and legislative responsibilities as
necessary to assure these goals are met. Thank you again for the

opportunity to appear here today.
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Mr. MILLER. Mr. Schnepf.

STATEMENT OF HON. MARK SCHNEPF

Mr. ScHNEPF. Thank you. I appreciate your being here today. 1
have had the opportunity to work with Congresswoman English.
She is my Representative, and we have several issues in our dis-
trict that we are working on.

1 appreciate the opportunity to be here today and to speak on
this particular issue. My father and I own a 700-acre farm in
Queen Creek, which is a community of 5,000 people approximately
40 miles southeast of Phoenix. We grow potatoes, mixed vegetables,
grapes, grain, and nursery trees. I don’t mention those to brag but
simply to show that Arizona agriculture is quite diversified. My
family has been Arizona farmers for 150 years. We employ about
30 people full time and 50 people during the harvest season.

I am the mayor of the town of Queen Creek and have served in
that position for four years. Queen Creek is a rural community
served by both the New Magma and Queen Creek Districts. Nearly
all of our local businesses rely very heavily on the agriculture econ-
omy. There are two school districts with over 1,200 children that
are supported by property taxes levied on agriculture land. It is
critical to communities like mine that a solution to our water fi-
nancing crisis be found, and I believe that that has been done.

The Central Arizona Project and its water is critical to my com-
munity. Our domestic water is provided by groundwater delivered
by individually-owned wells or by private water companies. Sub-
stituting Central Arizona Project water for groundwater, agri-
culture has been able to conserve groundwater. This is in keeping
with both the State’s Groundwater Management Act and the Fed-
eral legislation authorizing the CAP.

Last year, New Magma and Queen Creek used a total of 89,500
acre-feet of CAP water, directly substituting that for an equal
amount of groundwater. By substituting CAP water for ground-
water, we have been conserving our nonrenewable resource. We
know that this conservation program is, indeed, working because
we are seeing a gradual rise in our groundwater levels in our par-
ticular area.

As a farmer, I strongly support the Central Arizona Water Con-
servation District’s target pricing policy adopted in October of this
year. This policy is a State solution to the problems that we have
and is a first step in solving our overall problem. We have under-
utilization of CAP water.

Implementation of the CAWCD’s policy will begin to reduce this
under-utilization as well as provide money to help cushion rate
shock to domestic water users in the State. By following the plan,
we will be able to continue to conserve our groundwater. If we
didn’t have such a plan, I know that my farm and my neighbors
who farm would have to refuse to accept CAP water and return to
the pumping of groundwater.

As an elected official in this rapidly growing State, I am con-
cerned about the future availability of water for the residents of my
town. Because of that, I believe Arizona should take all steps nec-
essary to protect its entitlements to Colorado River water. I agree
with the recommendations of the Governor’s Advisory Committee
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that Arizona should keep, protect, and utilize its share of the Colo-
rado River water here in Arizona. I believe that the plan of
CAWCD provides for an orderly transition of the water from agri-
culture to domestic use. Much of that will be used by my town and
by the neighboring communities in my area.

I believe that the CAWCD’s pricing policy will enable agriculture
to remain viable, thus contributing to State, county, and local area
economies. If agriculture is not part of the mix, then the remaining
water users will have to make up the loss. Municipal ratepayers in
Arizona will then pay much more if agriculture is not part of the
solution.

If agriculture isn’t part of the CAP, we are in new territory. Agri-
culture is going to be forced to go back to pumping groundwater
until it would simply not be economical.

The main point that I would like to make here today is the im-
pact that CAP has on rural communities. I hope that when people
speak of agriculture—and I hope the committee understands that
when you speak of agriculture—you are not speaking only of farm-
ers in the area, but you are also speaking of school districts, of
town governments, of local businesses, and dozens if not hundreds
or thousands of local jobs—these are very important to our commu-
nity. The ripple effect is extremely strong.

I don’t believe that Arizona should jeopardize its rights to hun-
dreds of thousand acre-feet of water. We as Arizonans have taken
steps to solve these problems. I think by making water affordable
to agriculture, we achieve four objectives.

First, we benefit municipal ratepayers; second, we preserve our
water allocations for future municipal use—which is important for
every community including the town of Queen Creek; third, we pro-
tect our groundwater, the main objectivity of the Groundwater
Management Act; and fourth, we help preserve and sustain busi-
nesses, school districts, town governments, and tens of thousands
of people, all of which are in our rural communities.

I support the CAWCD’s efforts in this and look forward to fur-
ther progress and sincerely appreciate the opportunity to be here
today and express my views.

Thank you, Mr. Chairman.

Mr. MiLLER. Thank you.

[Prepared statement of Mr. Schnepf follows:]
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CENTRAL ARIZONA PROJECT OVERSIGHT HEARINGS
DECEMBER 10, 1993
COMMITTEE ON NATURAL RESOURCES
UNITED STATES HOUSE OF REPRESENTATIVES

STATEMENT BY MARK SCHNEPF
MAYOR
TOWN OF QUEEN CREEK, ARIZONA

Mr. Chairman, Congresswoman English, other members of the
Committee and distinguished guests, I am Mark Schnepf from Queen
Creek, Arizona. I appreciate the opportunity to testify here
today.

My father and I own a 700 acre family farm in Queen

-

Creek, a community of 5,000 people 40 miles southeast of Phoenix.
We grow potéfoes, mixed vegetables, tree fruit, grapes, grain and
nursery trees. My family have been Arizona farmers for over 100
years, 50 of those in Queen Creek. We employ 30 people full time

and about 50 people during the harvest season.

Besides managing the farm I am the mayor of Queen Creek
and have served in that position for four years. Queen Creek is a
rural community that is served by both the New Magma and Queen
Creek Irrigation Districts. Agriculture is the primary industry in
Queen Creek and nearly all of our local businesses rely heavily on
the agriculture economy. There are 2 school districts with over
1200 children that are supported by property taxes levied on
agriculture land. It is critical to communities like mine that a
solution to our water financing crisis be found and I believe that

that has been done.
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The Central Arizona Project and its water is critical to
my community. Oour domestic water is provided by groundwater
delivered by individually owned wells or by private water
companies. Substituting Central Arizona Project water for
groundwater, agriculture has been able to conserve groundwater.
This is in keeping with both the State's Groundwater Management Act

and the Federal legislation authorizing the CAP.

Last year New Maéma and Queen Creek used a total of
89,500 acre feet of CAP water, directly substituting that for an
equal amount cf groundwater. This has been true even despite our

record wet winter. s

By substituting CAP water for groundwater we have been
conserving our non-renewable resource and have also conserved our
use of electricity. We know this conservation program is
successful because there has been a rise in the local groundwatér

table over the last several years.

As a farmer, I strongly support the Central Arizona Water
Conservation District's target pricing policy adopted by it on
October 7, 1993. This policy is a state solution to a state
problem, namely under-utilization of CAP water. Implementation of
this policy will begin to reduce the under utilization as well as
provide money to cushion rate shock to the domestic water users in
the State. By following the plan we will continue to conserve our

groundwater. If we did not have such a program my farm and my
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neighbors would have to refuse to accept CAP water and return to

the pumping of groundwater.

As an elected official in this rapidly growing State, I
am concerned about the future availability of water for the
residents of my town. Because of that, I bhelieve that Arizona
should take all steps necessary to protect its entitlement to
Colorado River water. Since 1922 the State has fought and fought
to protect its rights to that valuable resource. It is not time to
stop. I agree with the recommendations of the Governor's advisory
Committee that Arizona should keep, protect and utilize its share
of the Coclorado River here in Arizcna. And I believe that the plan
of CAWCD provides for an orderly transition of the water from
agriculture to donestic use by residents «f my town and other

neighboring communities.

I am informed that CAWCD has already made its first
payment called for under its contract with the United States for
repayment of the CAP. In fact, I understand that this was an
overpayment and there is a credit on the next payment. From what
CAWCD has published, I do not believe that the United States is at
financial risk for payments due under that contract. I believe
that CAWCD's policy will remove any uncertainty of CAWCD making
its payments and will enable it to continue to make its payments on

time for the full amount called for under the repayment contract.
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I further believe that CAWCD's pricing policy will enable
agriculture to remain viable thus contributing to the State, County
and local area economies. If agriculture is not part of the mix,
then the remaining water users will have to make up the loss.
Municipal ratepayors in Arizona will then pay much more if

agriculture is not included.

If agriculture is not part of the CAP, we are in new
territory. Agriculture would go back to pumping the groundwater
until it would not be economical. Then the farms would revert to
desert and this would be an environmental disaster as well as an
economic disaster. The rural communities' ability to bond for
infrastructures and.pnﬂggpgol districts' ability to issue new debt,
would be adyersely impacted. If the viability of the irrigation
districts are endangered, it will effect not only farmers but
entire communities. My town would be severely impacted. Businesses
would shut down, unemployment would increase, tax delinquencies
would increase making it harder for the town and the schools to

provide necessary services. The ripple effect is strong.

I don't believe Arizona should jeopardize its rights to
hundreds of thousands of acre feet of water. We, as Arizonans,
have taken steps to solve our problems and we do not believe the

strong arm of Federal intervention is needed.

By making water affordable we accomplish at least four

objectives:

-4 -
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L Benefits municipal ratepayors.

2. Preserve our water allocations for future municipal
use -- which is important for every community including the town of
Queen Creek.

3 To protect our groundwater -- the main objective of
the Groundwater Management Act.

4. Help preserve and sustain businesses, school

districts, town governments and tens of thousands of people, all of

which are in our rural communities.

I strongly support CAWCD's.efforts to solve Arizona's
problems in Arizona. The program approved and adopted by CAWCD in
October will benefit all Arizonans and because of that it should be

supported by all Arizonans.

Thank you for giving me this opportunity to submit my

position, Mr. Chairman.

WDB: smh
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Mr. MILLER. Mr. Manning.

STATEMENT OF ROGER S. MANNING

Mr. MANNING. Mr. Chairman, members of the Arizona delega-
tion, thank you all for being here.

I see I started with the red light. Is that symbolic or what?

My name is Roger Manning. I am the executive director of the
Arizona Municipal Water Users Association, AMWUA. AMWUA is
a voluntary, nonprofit corporation supported by the cities of Chan-
dler, Glendale, Goodyear, Mesa, Peoria, Phoenix, Scottsdale,
Tempe, and the town of Gilbert.

Together, the population of those municipalities numbers ap-
proximately 2 million individuals in the metropolitan Phoenix area.
AMWUA members have contracted for nearly 98 percent of all CAP
water that is available in Maricopa County and nearly one-third of
the State’s total CAP M&I allocation.

AMWUA represents and assists its members in areas of water
resource management that require a coordinated municipal effort.
Some of these areas include the acquisition of Cliff Dam replace-
ment water, State water legislation, water conservation, and a va-
riety of environmental matters.

AMWUA also participated in the development and implementa-
tion of the CAP/Plan 6 cost-sharing agreement, which you will ve-
call this agreement provided for a little over $350 million in local
contributions from Arizona entities to assist in the completion of
this important project.

AMWUA has also been actively involved in the very important
efforts of the Governor's CAP Advisory Committee and the
CAWCD’s efforts to restructure the financial obligations of CAP
subcontractors and to protect Arizona’s entitlement to waters of the
Colorado River.

On behalf of my board of directors, the mayors of our member
municipalities, I wanted to take this opportunity to express our ap-
preciation to the subcommittee for its interest in the CAP and for
offering us the opportunity to testify on the CAP, a project of irmn-
measurable importance to the State of Arizona.

As you are aware, CAP water is essential to Arizona’s econiomic
health, now and in the future. There is no long-term CAP surplus;
all of it will eventually be used. No other water source exists that
will enable us to meet the goals and objectives of Arizona’s Ground-
water Management Act, recognized nationwide as a prime example
of innovative water management.

Members of the subcommittee, it is important to recognize that
AMWUA fully supports the Central Arizona Water Conservation
District’s decision to proceed with implementation of its CAP finan-
cial restructuring program or plan. We have participated in the de-
velopment of this plan, the geresis of which began over three years
ago when it became apparent that CAP irrigation districte might
not be in a position to fulfili their financial obligations under their
CAP subcontracts and, as a result, the financial obligations of
CAWCD’s other subcontractors, the M&I users, would necessarily
and unavoidably increase.

We support the CAWCIY’s plan on the basis of the following:
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One: We believe that it should put to rest the concerns held by
some that the CAP, or the CAWCD itself, is at risk of financial fail-
ure. It should be noted that AMWUA has always believed that this
concern is both misplaced and insignificant. Even without the
CAWCD’s financial restructuring plan, Arizona’s obligation to
repay the Federal Government for the reimbursable costs of the
CAP would have been met. Those obligations are specified in stat-
ute and in the CAP Master Repayment Contract.

CAWCD’s financial restructuring plan is not an attempt to
change the law or renegotiate the terms of the Master Repayment
Contract. It is a response to the probability that CAP irrigation dis-
tricts would be unable to fulfill their financial obligations under
their CAP subcontracts. If so, not only would the cost of CAP M&I
water rise but the level of CAP use would plummet to the det-
riment of Arizona’s water management efforts.

Two: The costs associated with maintaining Arizona’s Colorado
River and CAP entitlements remain an Arizona obligation guaran-
teed by Arizona interests. CAWCD’s financial restructuring plan is
an Arizona solution. With all due respect, we see no necessity for
any congressional action. We are confident that Arizona’s CAI* {i-
nancial responsibilities will be met promptly and fully.

Three: Benefits—and not just financial—are received for lowering
the cost for irrigation districts of up to 400,000 acre-fzet of CAP
water to a cost near that of pumping groundwater.

A. Agricultural CAP water use replaces agricultural groundwater
use. The groundwater will then be available during timnes of short-
age or for future nen-agricultural uses. Such an outcome is consist-
ent with Arizona’s Groundwater Management Act. {ndeed, it has
been argued that such is not only consistent with the Act, it is a
necessary condition to the achievement of its goals and objectives.

B. In order to be eligible for the lower water rates and be re-
lieved of existing financiai obligations, CAP irrigation distrwts
would have to waive many benefits identified in theivr CAP sub-
centracts, primarily those which would have given them a leng-
term lock on the water. In other words, the existing 50-year sub-
contracts for the delivery of irrigation water essentially evaperates
with the water transferable, now and in the future, for other
uses—M&I, Indian, and environmental.

C. The participation of non-Indian agricultural use saves us, the
Mg&I user, money. The M&I ratepayers and taxpayers are, through
the CAWCD, ultimately responsible for the CAP repayment ohliga-
tion. To the extent there is a non-Indian agricultural coinponent us-
sociated with the CAP, its costs will be repaid without interest
thereby reducing the amount of money the CAWCD must expend
to meet its financial obligations. This circumstance resuits in the
somewhat anomalous situation that if CAP agricultural water is
subsidized, M&I water will cost less than it would have if CAP
water was not subsidized. This outcome, however, is an artifact of
Flederal Reclamation law, not the CAWCI)’s financial restructuring
plan.

D. The important efforts of the Governor’s CAP Advisory Com-
mittee, the CAWCD’s financial restructuring plan, and its recent
board policies speak directly to the issue of the ecvironment.
AMWUA strongly supports an allocation of CAP water for enviran-
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mental purposes in the State. AMWUA has also forcefully and con-
sistently supported the establishment of an environmental trust
fund. We, however, must stress that our support is for an “Arizona”
environmental trust fund, one in which the residents of the State
and their elected leaders determine the fund’s purposes, funding
sources, and expenditures.

Finally, however, it is necessary to identify a critical omission in
the CAWCD’s financial restructuring plan, an exclusion the
CAWCD fully recognizes but one about which it could do little. This
omission, we believe, will not affect CAWCD’s repayment capabil-
ity; but it may impact upon the price the CAWCD will charge its
subcontractors. The CAWCD simply does not know how much
water the United States wishes to reserve for its purposes and
whether the U.S. is willing to meet its contractual and legal obliga-
tions to pay for the water it reserves. We are confident that this
question will be answered without further delay.

Again, let me express AMWUA’s appreciation for the interest
shown by the subcommittee and for the opportunity to testify. In
the future, if you or any of your staff have any questions, please
do not hesitate in contacting the AMWUA office.

Thank you.

[Prepared statement of Mr. Manning follows:]
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My name is Roger S. Manning. I am Executive Director of the Arizona Municipal Water
Users Association (AMWUA). AMWUA is a voluntary, non-profit corporation supported
by the Cities of Chandler, Glendale, Goodyear, Mesa, Peoria, Phoenix, Scottsdale, Tempe
and the Town of Gilbert. Together, the population of these municipalities numbers
approximately 2,000,000 individuals. AMWUA members have contracted for nearly 98%
of all Central Arizona Project (CAP) water allocated to cities and towns in Maricopa
County or about one-third (218,307 acre-feet) of the state’s total CAP M&I allocation.

AMWUA represents and assists its members in areas of water resource management that
require a coordinated municipal effort. Some of these areas include the acquisition of Cliff
Dam replacement water, state water legislation, water conservation and environmental
matters. AMWUA also participated in the development and implementation of the
CAP/Plan 6 Cost Sharing Agreement. As you may recall, this agreement provided over
$350 million in contributions from Arizona entities to assist in the completion of the CAP.
AMWUA has also been actively involved in the very important efforts of the Governor’s
CAP Advisory Committee and the CAWCD to restructure the financial obligations of CAP
subcontractors and to protect Arizona’s entitlement to waters of the Colorado River.

On behalf of my Board of Directors, the Mayors of our member municipalities, I want to
take this opportunity to express our appreciation to the subcommittee for its interest in the
CAP and for offering us the opportunity to testify on the CAP, a project of immeasurable
importance to the State of Arizona. As you are aware, CAP water is essential to Arizona’s
economic heaith, now and in the future. There is no long-term CAP surplus; all of it will
eventually be used. No other water source exists that will enable us to meet the goals and
cbjectives of Arizona’s Groundwater Management Act, recognized nation-wide as a prime
example of innovative water management.

Members of the subcommittee, it is important to recognize that AMWUA fully supports the
Central Arizona Water Conservation District’s (CAWCD) decision to proceed with
implementation of its CAP financial restructuring program or plan. We have participated
in the development of this plan, the genesis of which began over three years ago when it
became apparent that CAP irrigation districts might not be in a position to fulfill their
financial obligations under their CAP subcontracts and, as a result, the financial obligaticas
of CAWCD’s other subcontractors, the M&I users, would necessarily and unavoidably
increase.

We support the CAWCD’s plan on the basis of the following:

1. We believe that it should put to rest the concerns held by some that the CAP,
or the CAWCD itself, is at risk of financial failure. It should be noted that
AMWUA has always believed that this concern is both misplaced and
insignificant. Even without the CAWCD?’s financial restructuring plan,
Arizona’s obligation to repay the federal government for the reimbursable
costs of the CAP would have been met. Those obligations are specified in
statute and in the CAP Master Repayment Contract. CAWCD’s financial
restructuring plan is not an attempt to change the law or renegotiate the
terms of the Master Repayment Contract. It is a response to the probability
that CAP irrigation districts would be unable to fulfill their financial
obligations under their CAP subcontracts. If so, not only would the cost of
CAP M&I water rise, but the level of CAP use would plummet to the
detriment of Arizona’s water management efforts.
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2. The costs associated with maintaining Arizona’s Colorado River and CAP
entitlements remain an Arizona obligation guaranteed by Arizona interests.
CAWCD’s financial restructuring plan is an Arizona solution. With all due
respect, we see no necessity for any congressional action. We are confident
that Arizona’s CAP financial responsibilities will be met promptly and fully.

3. Benefits, and not just financial, are received for lowering the cost for irrigation
districts of up to 400,000 acre-feet of CAP water to a cost near that of
pumping groundwater.

a. Agricultural CAP water use replaces agricuitural groundwater use. The
groundwater will then be available during times of shortage or for
future non-agricultural uses. Such an outcome is consistent with
Arizona’s Groundwater Management Act. Indeed, it has been argued
that such is not only consistent with the Act, it is a necessary condition
to the achievement of its goals and objectives.

b. In order to be eligible for the lower water rates and be relived of
existing financial obligations, CAP irrigation districts would have to
waive many benefits identified in their CAP subcontracts, primarily
those which would have given them a long-term lock on the water. In
other words, the existing 50 year subcontracts for the delivery of
irrigation water essentially evaporate with the water transferable, now
and in the future, for other uses---M&I, Indian and environmental.

c The participation of non-Indian agricultural use saves us, the M&I user,
money. The M&I ratepayers and taxpayers are, through the CAWCD,
ultimately responsible for the CAP repayment obligation. To the
extent there is a non-Indian agricultural component associated with the
CAP, its costs will be repaid without interest thereby reducing the
amount of money the CAWCD must expend to meet its financial

" obligations. This circumstance results in the somewhat anomalous
situation that if CAP agricultural water is subsidized, M&I water will
cost less than it would have if CAP water was not subsidized. This
outcome, however, is an artifact of federal reclamation law, not the
CAWCD’s financial restructuring plan.

d. The important efforts of the Governor’s CAP Advisory Committee, the
CAWCD’s financial restructuring plan and its recent board policies
speak directly to the issue of the environment. AMWUA strongly
supports an allocation of CAP water for environmental purposes in the
state. AMWUA has also forcefully and consistently supported the
establishment of an environmental trust fund. We, however, must
stress that our support is for an "Arizona" environmental trust fund--
-one in which the residents of the state and their elected leaders
determine the fund’s purposes, funding sources and expenditures.

Finally, however, it is necessary to identify a critical omission in the CAWCD’s financial
restructuring plan, an exclusion the CAWCD fully recognizes, but one about which it could
do little. This omission, we believe, will not affect CAWCD's repayment capability, but it
may impact upon the price the CAWCD will charge its subcontractors. The CAWCD
simply does not know how much water the United States wishes to reserve for its purposes
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and whether the U.S. is willing to meet its contractual and legal obligations to pay for the
water it reserves. We are confident that this question will be answered without further

delay.

Again, let me express AMWUA's appreciation for the interest shown by the subcommittee
and for the opportunity to testify. In the future, if you or any of your staff have any
questions, please do not hesitate in contacting the AMWUA office. Thank you.
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Mr. MILLER. Thank you.

Let me ask you, Mr. Schnepf or Mr. Manning, if CAWCD is going
to provide a bridge loan to agriculture with the target pricing so
that they can continue for some foreseeable future—I don’t know
what period of time that would be. With that mechanism, that ap-
parently is what is necessary to allow these districts to continue,
why would they do the same with respect to their distribution obli-
gations? Why should the Federal Government stand in line for
money the districts are defaulting on?

Mr. SCHNEPF. Mr. Chairman, if I may, it is certainly the Dis-
trict’s intention to fully repay all of its obligations to the Federal
Government. I know that at least one of the districts in my area
is experiencing some difficulty and has had ongoing negotiations
with the Bureau to see if there isn’t some agreeable solution, not
to default on those loans but simply to restructure them so that the
loans are more affordable to the districts; and all of the dollars
eventually will be repaid to the government.

Mr. MILLER. It is a euphemism for “more expensive for the Fed-
eral taxpayer.” You can’t have one, I don’t think, without the other.

Mr. SCHNEPF. The other side of the coin is that it would also be
very expensive for the Federal Government for those districts to de-
fault and not be able to repay the loans at all.

Mr. MILLER. Mr. Manning said that everybody is going to meet
their obligations, but there is one obligation that apparently
CAWCD and others aren’t prepared to accept, although they sug-
gest that this should all be renegotiated. But “renegotiation” clear-
ly means that the Government continues to forego the opportunity
to use that money for whatever other purpose the Congress or oth-
ers decide to put that to use in this country.

Mr. ScHNEPF. The proposal set forth by CAWCD certainly is a
first step in getting the situation taken care of, and we welcome
it with open arms. In fact, we couldn’t survive basically without it.
And so that is why we are so supportive of the CAWCD’s proposal
and look forward to ongoing dialogue with them.

Mr. MILLER. I understand that. This doesn’t cast judgment on
the merits of that. I am just saying, it’s only one part of the inabil-
ity to afford this project. CAWCD says, we will step in and pick up
the difference between the target price and what the Federal Gov-
ernment is owed under the contract. Everybody agrees that is good.
Then we are saddled with, I think, $147 million in potential de-
faults or, best case, potential renegotiations; but there is no sugges-
tion that is an Arizona obligation too.

Mr. SCHNEPF. I probably don’t have the information necessary to
really respond to that at this time. We would be happy to submit
something in writing at a later date.

Mr. MILLER. Mr. Manning.

Mr. MANNING. Mr. Chairman, when we were involved in the de-
liberations which put this all together, the thesis behind the struc-
turing of the package the way it was, was with the water pricing
being reduced somewhat at our cost, it would allow those districts
an opportunity to go out and have some potential for surviving eco-
nomically, and thereby pay their debt. Obviously, it provides no
guarantee. But the thesis behind creating——

Mr. MILLER. So we wouldn’t need to restructure those loans?
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Mr. MANNING. I think that is something the Bureau and those
districts need to look at. We have not advocated that. What we
have said is, we will go to the extent of agreeing to the pricing
structure, let the districts take that, go find what they can in terms
of other assistance.

I think, as has been pointed out earlier, they have to deal with
the private bond parties too. There is significant debt there. But as
far as we can go and taking on part of their risk or liability was
the reduced water price.

And the thesis was they were going to be in a position to better
afford to cover their debt.

Mr. MILLER. So you are not prepared to accept the potential dis-
tribution debt as an Arizona obligation at this point?

Mr. MANNING. That is correct, Mr. Chairman. The position of my
board has been that they didn’t participate in the taking on of that
debt, and it is a debt of $200-and-some-odd million they are not
willing to assume.

Mr. MILLER. Thank you.

Mr. Pontius, let me comment on your testimony. I think the Gov-
ernor’s Advisory Commission sort of broke through a major thresh-
old here with the suggestion of the trust fund. Clearly that sounds
like, from earlier testimony, that is going to be fleshed out here
over the next few weeks, what have you.

You have said, as Rob Smith mentioned, that this is both money
and water. There are some portions of environmental restoration,
enhancement, what have you, and money won't solve that problem;
you need water, obviously, at a cost. As we found out today, there
1s a cost to every drop of water in this system.

But I think, again, there is some precedent going on here. And
in each and every one of these projects, the citizens of those States
have decided they needed to accommodate some environmental res-
toration beyond the mitigation that we have had. All of these
projects have long histories of mitigation, most of which were less
successful than they were intended to be. So, in fact, the mitigation
wasn’t as extensive as we had intended. The citizens recognized
that a multiple-use project such as this means exactly that; and
part of that is the enhancement or the preservation of certain envi-
ronmental assets within that project area or within the State.

We did it in California with both the direct assessment of water
and a direct assessment of money on both water rates and power
rates within the State. It turned out the money was relatively easy.
The water was worth fighting over, as is usually the case. I think
there is agreement, even as we are beset with EPA rulings for the
next two weeks in our State, that that account of water that we
have set aside will help us meet those EPA demands but also help
us meet the demands of the citizens that aren’t part of EPA rul-
ings. Various regions of our State seek to preserve the rivers for
recreational, for tourism, for a whole series of, really, economic ac-
tivities, but also the entertainment of their citizens beyond what
the pioneers of the Central Valley Project in California originally
envisioned.

So I think people ought to recognize that that is pretty much the
reason why these things start to unfold in this day and age, 1993.
That is where you are in the political realities, I think. It doesn’t
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mean you get there overnight, but it is clearly part of the discus-
sion.

Karan.

Ms. ENGLISH. Thank you, Mr. Chairman. I have one question.

And, Roger, I would like to reread this one sentence and ask you
to elaborate. It is on page 2, two sentences, actually. “We believe
that it should put to rest the concerns held by some that the CAP
or the CAWCD itself is at risk of financial failure. It should be
noted that AMWUA has always believed that this concern is both
misplaced and insignificant.”

I am struck by the word “insignificant.” We are here today be-
cause of its significance. And could you just elaborate a little bit
on how “insignificant” you think it is?

Mr. MANNING. I don’t think the issue of the CAP is insignificant.
That is not what we intended to say. We do believe that, sort of
like the Mark Twain quote, the announcements of my death are a
little premature, that there has been much overplay of the financial
risk or impending doom or failure of the project. And we think that
it is misplaced, and that is not the real issue.

The real issue is: How are we going to restructure the arrange-
ments among the subcontractors to guarantee our obligations to
the United States, which, frem the municipal sector I represent, we
fully intend to meet?

It is not to suggest that the project or the concern about the
project is insignificant. We think it is overstated. Terribly over-
stated. It has been carried by the press and others as sort of the—
and it is probably what got us all here, was the rumors of our
death.

Ms. ENGLISH. This is going to be argumentative, and [ don’t even
really want a response but [ would hope that some of the concerns
of Mr. Guddard’s regarding the siphens are not everstated. I mean,
those seem relatively significant to me. And | just throw that out,
that perhaps that word is—understates the situation.

Mr. MILLER. Mr. Stump.

Mr. StuMP. Thank you, Mr. Chairman.

Mr. Pontius, you outlined in your testimony the need for a water-
shed trust fund, as mentioned by vur chairman, funded by, I be-
lieve, a $15 million surcharge.

Don’t you think that a surcharge similar to that as was imposed
on Califorria last year could be counterproductive, as they are now
struggling to repay those CVP costs”

Mr. PonTius. As I understand the law in California that was
passed last Congress, it proposed I think a minimum of $6 to $7
an acre-foot on agricultural users and, like, $12 beginning on M&I
1u3ers.

I frankly don’t think those kind of numbers probably are nec-
essary, if you put together a fund in Arizona made up of different
types of revenue sources.

As I mentioned, I think the Bureau should contribute something
to that fund. I think power sales—I dc think that—and we strongly
believe that $15 million, when you start looking at what needs to
be done out there—and a preliminary analysis 1s certainly is what
is needed---the Governor’s task force compromised sort of in the
middle and suggested an $8 million fund.



214

I am just here to say that our position was and still is that $15
million is more realistic. If what you really want to do is to make
an impact on those areas, that is what we should be shooting for.
And if you spread those costs out among different types of users
and different purchasers of water and power, then it really is not
that big a bite on any particular water user or ratepayer, in our
opinion.

Mr. STUMP. The chairman mentioned that the money wasn’t hard
in California; it was the water. I submit that $15 million additional
in our costs here is going to be significant to a lot of people.

Anyway, Mr. Chairman, I want to thank you again for allowing
Mr. Kyl and myself to participate on this hearing today since we
are not on this committee. We appreciate your coming out.

Mr. MILLER. ] appreciate your willingness to persevere with us,
both you and Congresswoman English and the other members of
the delegation.

I was going to exercise the right of the chairman to always have
the right word—the last word, excuse me, not the right word. Al-
though, in the chairman’s mind, it is always the right word. And
I guess I will.

But I do beg to differ whether or not this is significant or not.
We started this hearing by being told that the Federal Government
could expect to shoulder another $1 billion worth of costs with re-
spect to this project, much of which we have already made that de-
cision about.

I don’t know if you are all fans of C~SPAN or not, if you see the
debates that go on in the Halls of Congress now for a billion dollars
worth of money as we complete for various interests across this
country. Between all of the interests in our society, a billion dollars
is real money. There was a time, I guess, when we didn’t think so.
And that is how we got to the deficit we have. But it is real money.

And for the Federal Government simply to be a passive partner
in the shifting of those costs is simply going to be unacceptable to
our colleagues.

And around every one of these reforms, we have burnt a great
deal of credibility with our colleagues, especially those in the envi-
ronmental community, to get them to vote for these reforms. We
have passed them by the narrowest of margins.

That is just a comment on where the concern is in the country
about expenditures of Federal dollars. So there will be a very sub-
stantial threshold that has to be met. And that is just sort of a fact
of contemporary political life.

Let me again thank this panel and thank all of the witnesses
that helped to make this hearing, I think, comprehensive in nature.
This obviously is not the last word. We hope that this committee
can continue to be constructive with the entire Arizona community
on this issue.

And, again, let me thank my colleagues for sitting through this
day’s testimony. Those who have additional comments cn what
they have heard or not heard, what they like or dislike, again, the
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record of this committee will remain open, and you are welcome to
submit those to the Natural Resources Committee over the next
couple of weeks.
r. MILLER. With that, the committee stands adjourned.
Thank you very much to everyone.
[Whereupon, at 2:25 p.m., the subcommittee adjourned.]
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December 10, 1993

Mr. Rob Smith

Southwest Representative
Sierra Club

516 E. Portland st.
Phoenix, Arizona 85044

Dear Mr. Smith:

This letter is a follow-up to your testimony today before
the House Natural Resources Committee field hearing on the
Central Arizona Project. Time constraints during the
hearing did not permit me to question the panels in the
detail I would have preferred. With that in mind,I would
appreciate your written response to the following questions.
These questions and your responses will be made part of the
official hearing record.

1. You testified that 80% of the State's water supply is
utilized for agricultural purposes. Were you referring to

the utilization of groundwater or Central Arizona Project

(CAP) water? The Bureau of Reclamation documents that of the 1.5
million acre-foot CAP delivery, 640,000 acre feet have been
allocated to municipal and industrial use (42%), 309,838

acre feet have been allocated to ten Indian communities

(20%), and the remaining amount has been allocated to

fifteen non -Indian agricultural entities (36%). Please

provide the justification for your statement.

2. In one section of your testimony, you state that the
"greatest environmental impact of the CAP is the potential
to remove 1.5 million acre feet of stream flow every year
from the river course." However, your testimony also notes
that "“there are demands elsewhere in the Lower Colorado
Basin for water to serve the thirst of southern California
and the Las Vegas area." I am perplexed by this argument.
Is it environmentally acceptable to remove water for urban
use outside Arizona, but unacceptable to remove the water
from the Colorado River for the benefit of Arizona?

3. The Sierra Club supports a $15 million environmental
trust fund that is funded by "a wide variety of potential
sources." I would appreciate more specifics on the funding
for this preogram, the projects for which the funds will be

(217)
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Mr. Rob Smith
December 10,1993
Page 2

used and the method of selection for the projects. Should
the funding include a per-acre surcharge on 1) CAP irrigated
water; 2) municipal and industrial water? Have you analyzed
the impact of such a surcharge on CAP customers?

4. I would appreciate your clarifying a statement you made
in your testimony. You estimated that 90% of Arizona's
desert stream habitats have been lost or degraded due to
depleted groundwater tables. However, you also oppose a
"target pricing" plan for agriculture that will lead to less
consumption of groundwater. Your testimony appears
contradictory with respect to groundwater management goals.
Please explain this apparent contradiction.

5. Do you concede that farmers in Arizona have made
substantial financial commitments to the efficient use of
CAP water? For example, Mr. Bill Scott of the
Maricopa-Stanfield Irrigation District testified that
farmers in his area had invested a total of $2,000 per acre
for the efficient utilization of CAP water.

6. In your testimony, you argue for reduction in the
federal water for agriculture because cotton is a program
crop that receives price supports. Are you aware that a
USDA study found cropping patterns on land irrigated using
Bureau of Reclamation water are shifting to higher-value
specialty crops and away from USDA-supported crops?

7. Please provide me with the empirical data that led you
to conclude that "it is hardly a certainty that agricultural
use of 20,000 acre feet of CAP water will be sustained for
50 years."

Thank you for your consideration. I look forward to your
response.

Sincerely,

B

BOB STUMP
Member of Congregs
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516 E. Portland Street
Phoenix, Arizona 85004
602025499330
602425846533 FAX

SIERRA CLUB SOUTHWEST OFFICE

April 5, 1994

Congressman Bob Stump
House of Representatives
Washington, DC 20515

Dear Congressman Stump,

This letter will respond to your questions regarding my testimony
before the House Natural Resources Committee field hearing on the
Central Arizona Project.

Question 1. "You testified that 80% of the State’s water supply is
utilized for agricultural purposes. Were you referring to the
utilization of groundwater or Central Arizona Project (CAP) water?
The Bureau of Reclamation documents that of the 1.5 million acre-
foot CAP delivery, 640,000 acre feet have been allocated to
municipal and industrial use (42%), 309,838 acre feet have been
allocated to ten Indian communities (20%), and the remaining amount
has been allocated to fifteen non-Indian agricultural entities
(36%). Please provide the justification for your statement.”

Answer: I testified that "nearly 80% of our state’s water supply
goes to agriculture". That figure refers to all water, not just
CAP allocations. The source is 1990 statistics from the Arizona
Department of Water Resources which report that agriculture uses
78% of the total water demand for Arizona, mining and power 4%, and
municipal and industrial 18%.

Question 2. "In one section of your testimony, you state that the
’‘greatest environmental impact of the CAP is the potential to
remove 1.5 million acre feet of stream flow every year from the
river course.’ However, your testimony also notes that ‘there are
demands elsewhere in the Lower Colorado Basin for water to serve
the thirst of southern California and the Las Vegas area.’ I an
perplexed by this argument. Is it environmentally acceptable to
remove water for urban use outside Arizona, but unacceptable to
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remove the water from the Colorado River for the benefit of
Arizona?"

Answer: These two statements were not made to suggest the
perplexing tradeoff you ask about. Our proposal was to leave a
significant amount of water in the Cclorado River for environmental
purposes, which could be credited against the CAP repayment debt,
and to encourage conservation through marketing water to the
highest bidder among Lower Basin States. The current Soviet-style
command and control allocation system for water encourages use
regardless of economic efficiency or the real needs of most people.

Question 3. "The Sierra Club supports a $15 million environmental
trust fund that is funded by ’‘a wide variety of potential sources.‘’
I would appreciate more specifics on the funding for this program,
the projects for which the funds will be used and the method of
selection for the projects. Should the funding include a per~-acre
surcharge on 1) CAP irrigated water; 2} municipal and industrial
water? Have you analyzed the impact of such a surcharge on CAP
customers?"

Answer: Attached is a 1list of potential funding sources and
examples of projects that might be appropriate to support through
such a fund. We supported Governor Symington’s original
legislation to establish such a fund and create a commissiocn
reflecting appropriate interests and expertise to decide how to
spend the money; unfortunately, this particular legislative
proposal failed in the State Legislature this year. A variety of
funding sources could spread the burden lightly over all CAP users.

Question 4. "I would appreciate your clarifying a statement you
made in your testimony. You estimated that 90% of Arizona’s desert
stream habitats have been lost or degraded due to depleted
groundwater tables. However, you also oppose a ’‘target pricing’
plan for agriculture that will lead to 1less consumption of
groundwater. Ycur testimony appears contradictory with respect to
groundwater management goals. Please explain this apparent
contradiction.”

Answer: I stated that "up to 90% of our desert streams habitats
have been lost or seriously degraded due to depleted groundwater
tables, diversions or channelizations." There is more than one way
to decrease groundwater pumping, and I suggested in my testimony
that our preference would be "conversion to lower water use crops,
raising the groundwater pump tax to a point where CAP water is more
economically attractive or simply decreasing agricultural use."

Question S. "Do you concede that farmers in Arizona have made
substantial financial commitments to efficient use of CAP water?
For example, Mr. Bill Scott of the Maricopa-Stanfield Irrigation
District testified that farmers in his area had invested a total of
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$2,000 per acre for the efficient utilization of CAP water."

Answer: Yes, many farmers have made big investments in water
efficiency -- often over their objections. However, the larger
point I attempted to make in my testimony was that much irrigated
agriculture in Arizona, especially for high-water use crops like
cotton, is a fundamentally bad idea because it costs more than its
worth regardless of how efficiently it might be done.

Question 6. "In your testimony, you argue for reduction in the
federal water for agriculture because cotton is a program crop that
receives price supports. Are you aware that a USDA study found
cropping patterns on land irrigated using Bureau of Reclamation
water are shifting to higher-value specialty crops and away from
USDA-supported crops?"

Answer: But not quickly enough. The top two crops in terms of
acreage in Arizona are still cotton and its rotation partner
alfalfa. Those two also use at least twice the water of other
Arizona crops. Conversion to other crops is discouraged by the
continued subsidy support of cotton farming, which totalled more
than $26 million for Arizona alone in 1991.

Question 7. "Please provide me with the empirical data that led
you to conclude that ‘it is hardly a certainty that agricultural
use of 20,000 acre feet of CAP water will be sustained for 50
years.’ "

Answer: My testimony stated "it is hardly a certainty that
agricultural use of 200,000 acre feet of CAP water will be
sustained for 50 years given the recent history of over-optimistic
projections of project use." Aside from the order of magnitude
difference in water amounts, it is completely speculative about
conditions 50 years from now. Obviously the CAP wouldn’t be the
subject of discussion now if original projections about use and
cost had held firm.

Thank you for allowing me the opportunity to respond to your
questions. I appreciate your offer to make my response a part of
the hearing record.

o}

Rob Smit
Southwest Representative

Sincerely,
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Environmental Recommendations and Considerations
for Water Allocations and an Environmental Trust Fund for
Central Arizona Project
10/20/93

I. Establish an allocation of CAP water for the protection and
enhancement of threatened and endangered species, and for
fish and wildlife purposes.

Allocation recommendatjon: 150,000 AF (125,000 AF for mainstem
needs and 25,000 AF for central Arizona needs). 15,000 AF of
water reserved for central Arizona uses would be M&I priority
water, the remainder would be non-Indian ag water that may be’
available for re-allocation.

Assumptions:

1. An allocation of CAP water for the conservation and
development of fish and wildlife resources would result in a
reduction in capital repayment obligations of the District (see
letter from Bureau to the Arizona Department of Water Resources,
September 3, 1993).

2. Water used on the mainstem Colorado and not delivered through
the CAP system would not result in any additional OM&R charges to
the District.

3. Water delivered through the CAP system would require payment
of OM&R costs. The federal government may pay these costs,
depending upon the use of the water and the federal interests
such uses would serve.

4. The Secretary can re-allocate uncontracted CAP water for fish
and wildlife purposes.

Discussion:

To develop precise estimates of water needs and costs will
require more technical study. In addition, there are a number of
issues that will require building a consensus and developing the
fish and wildlife projects in greater detail, including
quantification of water use and location. The key component to
initiate project development in any of these areas is the
requirement that CAP water be available for protection and
enhancement of threatened and endangered species and the
conservation and development of fish and wildlife resources; a
firm water supply must be assured by a re-allocation of CAP water
for these express purposes. In the event that adequate uses for
this water cannot be identified after a reasonable period, this
water could be re-allocated. During the period in which any of
this water is not put to use for endangered species and fish and
wildlife purposes, it could be made available to the District for



223

other uses in a similar manner to other CAP water which has been
contracted for and not scheduled for delivery.

Through the work of the Governor’s Advisory Committee
Environmental sub-committee and the Bureau’s Arizona Project
Office staff, several proposals are presented below for further

study.

A. Lower Colorado River mainstem fish and wildlife resource
needs:
1. Firming up water needed to support the continued

existence of the Cienega de Santa Clara.

Currently, 132,000 AF of water is available to the
Bureau from the Coachella Valley Canal lining project.
This "saved" water can be used by the U.S. to meet
Mexico treaty obligations in lieu of the water that
would have been supplied by the desalinization of
Wellton-Mohawk return drainage. This water is
available until a shortage is declared on the river at
which point california has a call on this water. As
long as this water is available, the Bureau’s need to
operate the Yuma desalter is reduced if not eliminated.

Reducing daily fluctuations in mainstem river flows.

These fluctuations in river flows and reservoir pools
have been identified as a factor in reducing the
success of both bonytail chub and razorback sucker
spawning, both of which are listed as endangered native
fish species.

Providing additional water to supply marsh and
backwater areas, important habitats for a variety of
fish and wildlife species.

The USFWS has identified needs at Topock Marsh, on the
Lake Havasu NWR, and at both Cibola and Imperial NWRs.
A rough first estimate of those needs, and to expand
riverine and lake backwater areas for rearing of
endangered fish for reintroduction into the mainstem,
would be 50,000 AF.

Increasing stream flows in the Yuma and Limotrophe
Divisions of the lower Colorado River to enhance
aquatic, wetland and riparian habitats.

Providing water for restoration of native riparian
vegetation to replace exotic salt cedar and abandoned
agriculture areas.
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Central Arizona stream enhancement and restoration through
recharge proijects which utilize natural streamcourses.

Several opportunities have been identified to restore
riparian and aquatic ecosystems in conjunction with proposed
M&I recharge projects involving natural watercourses. These
sites tentatively include: the Agua Fria River, Santa Cruz
River on the San Xavier District of the T/Ohono O’Odham
Nation, Canada del Oro in Pima County, and the Salt River
below Granite Reef Dam. These projects are not sufficiently
well-developed technically to identify fish and wildlife
enhancement opportunities that enable us to quantify water
requirements. In addition, issues regarding water quality
and the protection of native fish species need to be
adequately addressed.

The overall justification for these projects should be
driven by recharge needs. An opportunity exists to optimize
the design and construction of these projects to enhance or
maximize the ability of these projects to restore or create
agquatic, wetland and riparian habitats. The amount of water
needed and the cost of that CAP water, coupled with any
related design and construction costs which are necessary to
optimize the project to also provide fish and wildlife
benefits should be the focus of any technical feasibility
analysis to avoid "subsidizing" M&I recharge projects
through the use of fish and wildlife water.

CAP water exchanges to enhance streamflows in functioning
natural stream systems. These include:

1. Optimizing flows below Stewart Mountain dam on the Salt
River.

This will require further consultation with the Salt
River Project and the Tonto National Forest.

2. Optimizing flows on the East Verde River and East Clear
Creek through changes in Blue Ridge Reservoir
operations.

This will require further consultation with Salt River
Project, Phelps Dodge Corporation, the Tonto and
Coconino National Forests.

3. Dedicating effluent to the upper Santa Cruz River via
an exchange of City of Nogales and Rio Rico CAP
allocations with the federal government.

This will require further consultation with the City of
Nogales, the Avatar Corporation, the International
Boundary and Water Commission, and the country of
Mexico.
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4. San Pedro

Another exchange of CAP allocation or other water
supply enhancement plan for the Sierra Vista area (plus
water conservation) will be required if the San Pedro--
a National Riparian Conservation Area--is to be
protected from dewatering by groundwater pumping.

II. Establish an Environmental Trust Fund

Fund Amount: $ 15,000,000/year. The fund could begin at a
smaller amount in the initial years increasing to $8M/year in
five years and $15M/year in 10 years.

Discussion: The 1968 Colorado River Basin Project Act states
that one of the project purposes of the Central Arizona Project
was the "conservation and development of fish and wildlife
resources”. Twenty-five years and $4 billion in federal
appropriations later, not one dollar was spent, nor was any
aspect of the project designed and constructed, for the express
purposes of conservation and development of fish and wildlife
resources. It is important to clarify that over the years there
have been a number of changes in project design and construction
to avoid or mitigate environmental impacts, but these mitigation
efforts should not be construed as environmental project
benefits. They are simply an attempt to prevent further loss or
degradation of fish and wildlife resources.

At this late date, The Central Arizona Project’s ability to meet
the needs of fish and wildlife resources is very constrained due
to the fact that project design and construction is nearly
complete. Because of the complete lack of attention towards the
conservation of fish and wildlife resources in the original
design and construction of the project, it is essential that any
project re-structuring provide a mechanism whereby the project
can develop a dedicated scurce of revenue to enhance statewide
protection and enhancement of fish and wildlife resources in the
future.

It is equally important to recognize that in the event that the
Bureau of Reclamation pursues future appropriations under
existing CAP authority for fish and wildlife conservation and
development projects, these projects may require a 25% local cost
sharing component. This local cost share requirement further
underscores the need for the project to generate financial
resources for the conservation and development of fish and
wildlife resources.

In addition, the recent Arizona Supreme Court opinion in the Gila
River adjudication puts federal interests in fish and wildlife
and recreation resources associated with free flowing streams at
risk from groundwater pumping. This decision by the Court places
even more importance on developing financial resources to meet
existing and future threats to endangered aquatic species and our
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remaining riparian systems.

The Fund should grow over time t¢ allow for adequate planning in
the early years to better identify uses of the fund. Following
models established recently in Central Utah Project and Central
Valley Project legislation, a Central Arizona Project Trust Fund,
as presented below, is the most appropriate mechanism to enable
the project to provide for the conservation and development of
fish and wildlife resources.

Fund Purposes:

The purposes of this fund are to establish an ongoing source of
revenue for the conservation and development of fish and wildlife
resources within the State of Arizona. The uses of the fund are
intended to maintain, enhance, and restore aquatic, wetland and
riparian habitats through the development and implementation of
measures to protect water of sufficient quality and quantity
needed to sustain these important habitats.

Specific measures authorized under this fund include:

1+ Acquisition fee and other interests in lands or water needed
to maintain, enhance and restore instream flows within
stream systems to support significant aquatic, wetland and
riparian habitat values. Priority attention will be given
to streams which support or can support federally or state-
listed threatened and endangered species or have been
identified through a statewide biodiversity planning effort.

2. Data gathering, compilation and analysis needed to assist
local, state, federal and tribal governments in water
resource management within the following high priority
watersheds: upper Santa Cruz river basin within Santa Cruz
county, San Pedro river basin, Verde River basin, Salt River
basin upstream of Roosevelt Lake, the Bill Williams river
basin, Little Colorado River basin upstream of St. Johns,
Arizona, and the Gila River above the Ashurst-Hayden dam.

8. Grants to assist private and public water utilities in
developing and promoting and implementing water conservation
programs outside of Active Management Areas.

4. Development and implementation of measures required to
maintain or enhance water quality and water quantity within
stream systems which support significant aquatic, wetland
and riparian habitat values. Priority attention will be
given to streams which support or can support federally or
state~listed threatened and endangered wildlife or have been
identified through a statewide biodiversity planning effort.
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Trust Fund Management:

Management of the fund, including the disbursement of revenues,
to ensure that fund revenues are expended in an appropriate
manner requires the astablishment of a dedicated source of
revenue and an independent Board qualified to make decisions
regarding funds disbursement in accord with the purposes of the
fund. The following recommendations regarding such a Board are
presented below:

Recommendations:

1. Funds will be placed in a segregated account established and
administered by an appropriate entity. The National Fish &
Wildlife Foundation may be an appropriate entity.

2 A Trust Fund Advisory Board will be established and
authorized to review and select proposals for funding in
accord with the purposes of the Trust Fund.

X The Board will include 14 members. 4 ex-officio members
from the Arizona Department of Water Quality, Arizona
Department of Water Resources, Arizona Department of Game &
Fish and the Central Arizona Water Control District. 10
additional members from the public-at-large who meet
criteria that ensures they are knowledgeable and
representative of environmental interests are to be
-appointed by the Secretary of Interior with recommendations
from the Governor. 5 members are to reside in Maricopa
County, 3 in Pima County, 1 Pinal County and one additional
representative from outside the aforementioned three County
area.Board members be nominated with input from Arizona
environmental interests.
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Potential Fund Projects:

Immediate Funding Needs:

1. $500,000 for the upper San Pedro River water supply
management planning effort of the San Pedro Technical Committee.
2: $500,000 for the Upper Verde River Watershed Association
planning effort.

3 $ 3,000,000 for Cibola National Wildlife Refuge additions.
4 $ 5,000,000 for acquisition of sensitive riparian lands

within the Upper Verde River system. .
Longer term funding needs:

I. Acquisition of the Planet Ranch. $12-$17M. Results in a
gain of upwards of 10,000 AF of additional water to the mainstem
based upon recent groundwater model developed by the Department
of Hydrology and Water Resources at the U of Arizona under
contract to the USFWS.

2. Acquisition of sewage effluent to sustain effluent-dependent
systems.

3. Development of a statewide water conservation program.
$1.0M.

4. Implementation of water augmentation measures in the upper
San Pedro River (e.g. effluent recharge, stormwater recharge,
well spacing). $5-10M.

5. Delivery of CAP water for purposes of perfecting an exchange
with SRP to optimize flows on Salt River below Stewart Mountain
Dam. Up to $1.0M/year

6. Delivery of CAP water for purposes of perfecting an exchange
with SRP and Phelps Dodge to optimize flows on East Verde River
and East Clear Creek. Up to $2.0M/year.

Major Questions:

1 Can the establishment and administration (including revenue
collection and disbursement) be accomplished without additional
legislative authority at the state and/or federal level?
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23636 NORTH 7TH STREET

PHOENIX, ARIZONA 85024 3899
(602) 870-2333

January 24, 1994

The Honorable Karan English

U.S. Congresswoman, District 6

1223 Longworth House Office Building
Washington, D.C. 20515

Re: CAWCD Response to "Testimony of Robert W. Johnson, Assistant Regional
Director, Lower Colorado Region, Bureau of Reclamation on the Central Arizona
Project, and James Duffus III, Director, Natural Resources Management Issues,
Resources, Community, and Economic Development Division of the General
Accounting Office, before the Oversight and Investigations Subcommittee of the
House Committee on Natural Resources.”

Dear Representative English:

This letter is our response to your request for our comments on the testimony of Messrs. Johnson
and Duffus at the Congressional hearings last month. We have taken the liberty of expanding
the response to include some discussion of our own proposal as well.

With regard to Mr. Duffus’ testimony, we would point out that potential cost increases to the
United States from resolution of the dispute between the United States and the CAWCD in
CAWCD’s favor and cost increases from increased water allocation for the Indian settlements
and the environment are not additive. Any increase in the costs assigned to the United States
as the result of the United States taking additional Indian or environmental water would lower
the amount in dispute by an equal amount. If, as Mr. Duffus suggests, the United States wants
5o much water that its share of the cost increases by $585 million, then the dispute between
CAWCD and Reclamation is mute.

The cooperative tone of the testimony of Mr. Johnson was encouraging. We will continue to
cooperate with Interior to resolve the outstanding issues which are of concern to both agencies.

Reclamation and CAWCD have a unique relationship set out in the Master Repayment Contract
(MRC) and the Operating Agreement. Reclamation was responsible for planning, financing, and
constructing the CAP. These responsibilities are rapidly phasing out as construction nears
completion. With this phase out of major Reclamation responsibilities, CAWCD’s repayment
and operating roles became paramount. However, when Reclamation steps into its role as trustee
for the Indians and potentially for the environment, the agency essentially becomes one customer
among many. In our repayment and operation roles, we understand that Reclamation still has
oversight responsibilities regarding operating issues and is the federal entity charged with creating
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repayment arrangements which will return to the federal teasury all that is owed due to the
construction of the project. By refusing to identify its needs and professing to be shocked by the
cost of water, Reclamation is attempting to leverage its process of financial recovery for the
United States through its role as a customer. CAP water is expensive for all its Arizona users.
Everyone faces uncertainties about their future needs. Simple faimess demands that Reclamation
identify the amount of water that is to be reserved for federal purposes and pay for what it takes,
the same as ali our other customers.

Fortunately, this point seems to have been understood by the subcommittee. While CAWCD is
prepared to negotiate in good faith, as a practical matter, we look for progress to be slow until
the United States elects to identify its needs.

Mr. Johnson stated that the overriding concern of the Department is protecting the financial
interests of the United States. That should be of great concern to the Department. Likewise, the
overriding concern of CAWCD is to protect the financial and resource interests of our rate payers
and taxpayers while meeting our contractual obligations to the United States. We hope that
preserving Arizona’s dwindling supplies of groundwater remains a concern to Reclamation as it
does to us.

We were very concerned with Mr. Johnson’s assertion that "the faiture of CAP agriculture should
not place additional financial burdens on the United States or the Indian CAP water users." As
originally envisioned, the CAP’s fixed OM&R cost was to be shared between the irrigation
customers, the municipal customers, and the United States on behalf of the Indians. This division
of costs was crafted by Reclamation. Reclamation reviewed the crop budgets of the irrigation
districts and prepared water supply projections, which showed that irrigation could take and pay
for all available water.

Now all parties acknowledge that the farmers cannot pay their share of the fixed OM&R of the
project. After much discussion, the cities have essentially said "We didn’t get the deal we were
promised. Things don’t always work out as people hope they will. The remaining parties will
just have to share the costs that the farmers can’t pay.”

Reclamation position seems to be speaking as a customer and saying, "We didn’t get the deal we
anticipated. The cities, through CAWCD, should insulate us from the losses associated with
failing to realize our expectations.”

The problem with Reclamation’s view, in addition to its obvious unfaimess, is that neither the
individual cities nor CAWCD ever agreed to assume the risk that the farmers would fail. The
MRC calls for fixed OM&R costs to be paid each year in proportion to water deliveries. This
is a fair way to divide the costs, but it probably is poor policy since it discourages CAP water
use and rewards continued overdrafting. AMWUA, the Governor's Advisory Group and
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CAWCD have also reviewed and considered allocating fixed OM&R in proportion to entitlement
since this would be at least as fair as the current contract language and would encourage CAP
water use. All we have heard to date suggests that Interior won't agree to this approach. Absent
some alternative, we will have no choice but to press for compliance with the current contract.

Interior and the other CAP water customers may be far apart in principle on this issue, but there
may be little difference between their positions in dellar terms. Again, as a practical matter, this
issue cannot be resolved until the United States identifies how much water it wants. CAWCD’s
municipal customers have already demonstrated a willingness to pay the costs that the farmers
were supposed to pay if they get the water that the farmers were supposed to receive. CAWCD’s
position is simply that the United States should pay for the water that the United States keeps.

CAWCD believes that its cost allocation for the water supply system and Tucson Terminal
Storage is $1.84 billion. We believe that there is substantial evidence for our position both in
the contract itself and in the written record. CAWCD negotiated this number in good faith and
believed that it contained generous allowances for inflation and contingencies. This ceiling was
intended to protect CAWCD’s customers against construction cost overruns. At the same time,
it was intended to be a defense for CAWCD against a unilateral change in the methods and
assumptions used by Reclamation in allocating costs. While the allocation method is specified
in the contract, it is highly technical and CAWCD wanted a greater degree of protection than
would have been offered merely by the opportunity to litigate the cost allocation assumptions and
methodology.

CAWCD believes that Reclamation has made errors in the application of the cost allocation
procedures, but we do not believe that all of these errors were in the United States’ favor. In
fact, the District’s share of the total cost has changed little since the 1988 agreement. We believe
that the principal cause of Reclamation’s proposed increase in our debt are simple cost overruns,
additional costs that were not anticipated in 1988 such as scrubbers at Navajo and siphon repair,
and additional interest due to unfunded OM&R to date.

CAWCD intends to negotiate the repayment ceiling with Reclamation in good faith. However,
we have no intention of abandoning our existing contract because we doubt that we could obtain
terms as favorable today.

CAWCD does not want Reclamation to continue spending money without a clear agreement as
to how much is reimbursable by CAWCD. In the past, Reclamation has taken the position that
project formulation and spending priorities were solely Reclamation’s responsibility. Reclamation
modified these positions during construction of the regulatory storage features when local
interests contributed advance funding toward project construction. CAWCD views this notion,
that local funds entitle the local interests to be partners in project decision making, as a model
for completing the remainder of the project.
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Mr. Johnson identified project power revenues as an area where potential solutions to the
outstanding issues might be found. We sec very little potential for the United States to present
a compelling argument that power revenues are available for general use associated with the
project.

Mr. Johnson’s final point dealt with the United States’ exposure to default on the irrigation
distribution system loans. Even though, as Mr. Johnson notes, CAWCD was not a party to those
agreements, CAWCD worked hard to find a solution to this problem. We started working with
Reclamation during the "White Paper” process and continued Jong after Reclamation stopped
active participation. It was the Bureau’s feeling that short of the "White Paper” succeeding, they
could no longer be an active participant in the CAWCD’s effort to find an alternative solution.
We were simply unable to find a totally acceptable solution. We believe that the plan we have
put forward is a step in the right direction. It didn’t resolve ali areas the Bureau considered
necessary to reach a “comprehensive” solution for the irrigation districts (i.e., "take or pay”
obligations, water pricing, restructuring of 9(d) debt). However, the plan does resolve two of
those areas and leaves only that area that is fully under the purview of the Bureau - the
restructuring of the 9(d) debt. We regret that this is not the comprchensive solution that
Reclamation wants.

CAWCD’s plan was limited to addressing the issues that simply could not be deferred after the
Secrztary of Interior issued the Notice of Completion. In essence, CAWCD agreed not to enforce
the take-or-pay provisions in the irrigation subcontracts because the irrigation districts could not
pay in any case. In retumn the irrigation districts renounced any long run claim on the water
allowing CAWCD and the United States to seek other users. Then CAWCD agreed to sell the
water to the irrigators on a short term basis at a price competitive with ground water. We agreed
to do this because it lowers the price per acre foot for CAWCD’s municipal customers and for
the United States. It also helps preserve Arizona’s groundwater. CAWCD also agreed to use
tax revenues, collected almost entirely from within the service areas of our municipal customers,
to mitigate the rate shock to those customers.

CAWCD’s plan was supported by all of our subcontractors, the Departrent of Water Resources,
and most mermbers of the Governor's Advisory Committee. We do not believe that the plan
solves all the problems. We do hope that we have avoided catastrophe and fostered a climate
where the remaining issues can be resolved.

Our hope is that we can convince Reclamation to revisit the cost allocation with a view towards
allocating costs to all authorized functions in better accordance with their own guidelines. The
reallocation must be based on the amount of water that they realisticaliy expect to keep for
federal purposes. At this point, the United States must have separated its remaining functions,
it must have dealt with the overall costs of the project on one hand and assigned them
appropriately under Reclamation law while keeping the process free and independent of their trust
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role regarding the indians. This dual role which Reclamation must fill consistently causes
problems when third-party interests are involved.

Thank you for your interest in the CAP. If you or your staff have any questions, please call
Grant R. Ward at (602) 8§70-2338.

Sincerely,

Thomas C. Clark
General Maazger

/414
ENGLISIILTR
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COMMENTS OF
CYPRUS MIAM! MINING CORPORATION
TO THE SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS

HOUSE COMMITTEE ON NATURAL RESOURCES

CONCERNING THE CENTRAL ARIZONA PROJECT
PHOENIX, ARIZONA
DECEMBER 10, 1993

Mr. Chairman and Members of the Committee:

We appreciate the opportunity to provide comment regarding the importance
of the Central Arizona Project ("CAP") to this State and to the various subcontractors
of municipal and industrial ("M&I") CAP water. In particular, we appreciate your
interest in learning about the use of CAP water by Cyprus Miami Mining Corporation
("Cyprus Miami"), one of numerous M&I subcontractors for CAP water in Arizona.
Cyprus Miami recognizes the need to obtain and maintain reliable water resources to
further economic growth in this State. In particular, substantial and dependable water
supplies are likewise critical to the mining process.

The Cyprus Miami mining operation is located in Miami, Arizona near the City
of Globe, in Gila County, Arizona. Employing approximately 1,000 people, Cyprus
Miami paid annual salary and benefits of approximately $51 million in 1992. Cyprus
Miami also paid approximately $75 million for supplies and services, and $6 million
in state and local taxes.

In 1992, Arizona’s copper mines employed 12,100 people, paid salary and
benefits of $450 million, and produced 60% of the nation’s newly-mined copper.
Arizona copper mines purchased goods and services amounting to $1.1 billion and
generated approximately $117 million in state and local taxes. The total economic
benefit to Arizona from copper mining activity in Arizona during 1992 was
approximately $6.5 billion. While mining uses only about 3% of the state’s total
water demand, without adequate water supplies to operate the mines, these
contributions to the State and local economy would not exist.

Presently, Cyprus Miami depends mainly upon groundwater resources to supply

the major water needs of the mining operation. However, CAP water is essential as
a replacement water source for the long term viability of the Cyprus Miami mining

e\doc\fo\cap2.d09
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operation, as well as to residents of the Globe-Miami mining area, many of whom are
financially dependent, directly or indirectly, upon the local mines.

Until the 1980’s, water resources in the Globe-Miami region were limited but
sufficient to satisfy the demands of the local mines. Declining water tables in local
basins, various lawsuits, and developments in the Gila River General Stream
Adjudication, however, have required Cyprus Miami to critically evaluate its current
and future water demand vis-a-vis current and potential water sources. For example,
Cyprus Miami’s existing water supply would be insufficient should Cyprus Miami elect
to construct a new milling operation. Absent the possibilities offered by the CAP
subcontract, Cyprus Miami would have little choice but to dramatically increase
ground water pumping. Yet, ground water supplies are limited and subject to
conflicting water rights claims of others, including municipalities, the United States,
and Indian tribes.

Cyprus Miami executed its subcontract with the Central Arizona Water
Conservation District {"District") and the Bureau of Reclamation ("Bureau”) earlier this
year. Cyprus Miami currently has a CAP allocation for 4,647 acre feet per year,
which declines to 2,906 acre feet per year when the M&I demand for CAP water is
fully developed. InJuly of 1992, Cyprus Miami requested the Arizona Department of
Water Resources to reallocate an additional 8,856 acre feet per year of uncontracted-
for CAP water to the mine. Cyprus Miami seeks this additional allocation to meet its
current and potential future water needs, which further indicates Cyprus Miami’s
commitment to the CAP.

Because Cyprus Miami is located some 25 miles from the CAP, the mine must
use its allocation by exchanging its CAP allocation with a downstream surface water
user in order to indirectly utilize CAP water further upstream. Exchanges of water
have been anticipated by the District and the Bureau as a means to deliver project
water to subcontractors like Cyprus Miami whose location is such that direct delivery
from the CAP is not feasible. We trust that by recognizing the importance of CAP
water to the economic security, health and welfare of this State, and the critical need
for CAP water both now and in the future to various subcontractors like Cyprus
Miami, exchange agreements involving CAP water will be supported by the District
and the Bureau.

Thank you for allowing Cyprus Miami Mining Corporation to comment in favor
of the Central Arizona Project on behalf of the Arizona copper mining industry.
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SAWRSA AMENDMENTS

Position of the San Xavier Allottees Association, the 8an Xavier
Cooperative A iation and the San Xavier District Council

S8eptember 27, 1993

This memorandum responds to Mike Jackson’s Memorandum of Aprii
13, 1993 (undated), and states the position of the SXAA, SXCA anrd
SXDC with respect to the major issues which must be addressed in
any amendments to the Southern Arizora Water Rights Settlement Act
of 1982 (SAWRSA). The format of Mr. Jackson’s memorandum has been
followed for convenience.

(1) ISSUE: What is the extent of the United States’ obligation
under SAWRSA to expand the San Xavier Allottee’s Cooperative Farm?

San Xavier agrees with Mr. Jackson’s apparent conclusion that
SAWRSA § 303 obligates the federal government to improve and extend
the existing irrigation system on the San Xavier Reservation as
required to utilize the full § 303 CAP allocation of 27,000 acre-
feet annually for agriculture.

S8XAA, SBXCA and S8XDC POSITION: The SXDC or the SXCA should be
authorized by the SAWRSA amendments to contract directly with the
Bureau of Reclamation under P.L. 93-638 (Indian Self-Determination
Act) to perform all of the functions of the Interior Department and
the Bureau of Reclamation with respect to the rehabilitation and
extension of the Cooperative Farm, including making a determination
of how large the Cooperative Farm should be, up to a maximum size
as limited by the SAWRSA / CAP water supply of 27,000 acre-feet
annually. The size of the rehabilitated and extended Cooperative
Farm should not be limited by the number of acres on the San Xavier
Reservation historically irrigated by means of diversions from the
Santa Cruz River and irrigation wells., The P.L. 93-638 contract
with San Xavier should include specific provisions for the
rehabilitation of Cooperative Farm areas adversely affected by
sinkholes.

(2) ISSUE: To how much surface water will {S8an Xavier and] the
Cooperative Farm be entitled and how will deliveries of such water
be assured?

8XAA, S8XCA and S8XDC POSITION: An entity on the San Xavier
Reservation representing the interests of the Tohono O’odham owners
of allotted lands on the Reservation should have permanent control
of and should receive all of the economic benefits of a total of
40,000 acre-feet annually of water, including all of the
Reservation’s SAWRSA § 303 CAP water, all 10,000 acre-feet of the
Reservation’s groundwater allocation wunder SAWRSA, and an
additional 3,000 acre-feet of SAWRSA §305 water. This amount is
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approximately the rateable share of the entire San Xavier
Reservation water supply that the Allottees would get under the
Walton rule. This water should be available for any beneficial use
as determined by the controlling San Xavier entity; including M &
I, agricultural, groundwater recharge, riparian habitat
restoration, and recreational uses. San Xavier’s domestic water
supply, as well as any water used by individual allottees for
agricultural purposes in addition to the Coop Farm operations,
would come out of this water allocation. "Exempt wells" pumping 35
gpnm or less would not be included in this allocation.

(3) IBSUE: To how much groundwater will the Cooperative Farm and
the S8an Xavier District be entitled?

8XAA, SXCA and S8XDC POSITION: See ISSUE (2) above. The San
Xavier District and the Allottees should have a permanent
entitlement to the full 10,000 acre-feet of groundwater that SAWRSA
would allow to be pumped on the San Xavier Reservation. ASARCO
should be required to abandon its claim to San Xavier’s groundwater
allocation, and use its own allocation of CAP water instead. The
P.L. 93-638 contract with San Xavier to rehabilitate and extend the
Cooperative Farm should specifically provide for an evaluation of
groundwater resources available on the San Xavier Reservation
within the Tucson Active Management Area.

(4) ISSUE: Quality of groundwater under San Xavier.

8XAA, B8XCA and SXDC POSITION: Require the installation of
groundwater guality monitoring wells on the San Xavier Reservation
by either ASARCO or the BIA. Amend SAWRSA as required to ensure
that claims of the Nation and the allottee landowners at San Xavier
for past, present and future damages for surface and surface water
contamination, and groundwater contamination, are not foreclosed by
SAWRSA or the dismissal of U. S. V. Tucson and Alvarez V. Tucson.

(5) ISSBUE: Control of rehabilitation and extemsion of Allottees’
Cooperative Farm.

8XAA, SXCA and S8XDC POBITION: See ISSUE (1) above.

(6) ISSUE: Approval of 638 applications for work on the
Cooperative Farm.

SXAA, S8XCA and SXDC POSITION: Amend SAWRSA to provide for
direct negotiations and contracting between the San Xavier District
and the Bureau of Reclamation for a P.L. 93-638 contract for the
rehabilitation and extension of the Cooperative Farm. There is no
need for approval or control by the Tohono O’Odham Nation.

2
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(7) IB88UB: The source, amount, and timing of payments for the
costs of subjugating the San Xavier Cooperative Farm extension.

SXAA, SXCA and SXDC POSITION: Require that the amount
necessary for the subjugation of the Cooperative Farm as required
for the rehabilitation of existing Farm lands, and the extension of
the Farm, all as determined by the responsible entity at San Xavier
under the P.L. 93-638 contract for the rehabilitation and
extension, be paid from the SAWRSA § 309 Trust Fund to the entity
responsible for the rehabilitation and extension of the Farm.
Payment would become due when the Plan for the rehabilitation and
extension, as developed under the P.L. 93-638 contract, is approved
by the Secretary.

(8) ISSBUE: The source and amount of a capital working fund for the
Cooperative Farm.

8XAA, SXCA and BXDC POSITION: The District and the Allottees
have opposed the leasing of SAWRSA / CAP water to the City of
Tucson pending completion of the rehabilitation and extension of
the Cooperative Farm. The SXAA, SXCA and SXDC propose the creation
and funding of an Allottee Benefit Fund as provided in the
Allottees’ proposed amendments to SAWRSA. The Allottees’ are
entitled to compensation for past damages as part of the settlement
of U.S. v. Tucson. This Fund, or a portion of this Fund, can be
used to provide working capital to the SXCA for the Cooperative
Farm. The Allottee Benefit Fund should be funded by the "cash out"
of the value of the Secretary’s obligation to build "such
additional canals, laterals, farm ditches, and irrigation works as
are necessary for the efficient distribution for agricultural
purposes of the water referred to in subparagraph (A} [of SAWRSA],"
on the San Xavier Reservation, as are not required for the delivery
of SAWRSA water to the Cooperative Farm. The "cash-out" value of
the Nation’s proposed "Option 9B Farm" (which has been determined
to be uneconomic) has been said to be on the order of $25 million.

(9) ISSUE: Flood erosion of Allottees’ Cooperative Farm lands.

SBXAA, SXCA and SXDC POSITION: Provide expressly in SAWRSA
amendments for Santa Cruz River bank stabilization at federal
expense throughout the reach of the River on the San Xavier
Reservation sufficient to withstand the 100 year flood.

(10) ISSUE: Past damages for trespass to the Allottees water
rights.

8XAA, SXCA and 8XDC POSITION: SAWRSA has no provision for
payment of past damages to or for the benefit the Allottees for the
taking of their water supply, interference with their water rights,

3



240

and loss of production and income from farm operations that would
otherwise have been conducted. Northwest Economic Associates has
documented past damages for the loss of agricultural production and
income to the Allottees through 1992 at $92 million. The
Allottees’ position is that all of the remaining, unrealized cash
financial benefits in the proposed SAWRSA settlement, including any
"cash out" of the federal obligation to build an irrigation system
for the "Option 9B Farm," should go into an "Allottee Benefit Fund"
to be used for social services programs and economic development on
the San Xavier Reservation. As noted above, the Fund could also be
used to provide working capital to the Cooperative Farm. In the
alternative, the Allottees’ claims against the defendants for past
damages should be preserved so that the Allottees can litigate them
to judgment.

(11) ISSUE: Continued applicability of 25 U.S8.C. § 381 on the San
Xavier Reservation; federal protection for the Allottees’ water
rights.

8XAA, BXCA and S8XDC POSITION: SAWRSA amendments should
expressly preserve the applicability of 25 U.S.C. § 381 on the San
Xavier Reservation, as well as provide that the water supplies and
other benefits provided to the Allottees or the San Xavier District
in SAWRSA are enforceable as a matter of federal law.

The City / Nation proposed amendments to SAWRSA would make the
San Xavier Allottees an exception among Allottees on all other
Indian Reservations by abrogating the applicability of 25 U.S.C.
{381 on the San Xavier Reservation. The San Xavier Allottees would
be subject to the Nation’s exclusive control of the use and
allocation of their water pursuant to the Nation’s proposed water
code without the possibility of Secretarial intervention to ensure
a just and equitable allocation of water on the San Xavier
Reservation. This would leave the Allottees at the mercy cf a
tribal government which: (a) insists that the Allottees have nc
vested water rights whatsoever; (b) has a conflict of interest with
the Allottees, in that the Nation financially benefits by leasing
“surplus" San Xavier water to non-Indian users; (c) has sponsored
SAWRSA amendments which allow the Nation to lease San Xavier’s
water for off-Reservation use for terms as long as 200 years; and
(d) is currently in the process of attempting to lease all of San
Xavier’s CAP water to the City of Tucson over the objections of the
District and the Allottees.

(12) ISSUE: 8Stabilization of the San Xavier groundwater table.
8XAA, SXCA and SXDC POSITION: SAWRSA amendments should
require that the groundwater table beneath the San Xavier
Reservation be permanently stabilized in order to protect the
remaining San Xavier groundwater right. The SAWRSA amendments
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should also expressly preserve a cause of action by the Allottees
against the defendants (or anyone trespassing on San Xavier’s water
rights) in the event the defendants continue to mine San Xavier’s

groundwater. This is a very important point. The CAP is not
necessarily a reliable water supply; certainly not as reliable as
the natural water supply in the area. This should not be a

difficult point of agreement for the defendants in U.S. v. Tucson.
The Arizona Groundwater Management Act requires that the
groundwater table be stabilized.

(13) ISBUE: Damage payments under § 304(c) of SBAWRSA for non-
delivery of water.

S8XAA, B8XCA and B8XDC POSITION: Damages payable by the
Secretary under SAWRSA § 304 (c) out of the SAWRSA § 313 Cooperative
Fund for the non-delivery of SAWRSA § 303(a) (1) (A) water should be
payable directly to the San Xavier District entity holding the
entitlement to the § 303(a) (1) (A) water (See Issue (2) above), or
to the Allottee Benefit Fund (See Issue (10) above). Under SAWRSA
and the Nation’s 1992 proposed amendments to SAWRSA, the Secretary
would pay such damages to the Nation, rather than to an entity or
Fund obligated to utilize such monies for the direct benefit of the
San Xavier Allottees. Since it is the San Xavier Reservation and
the Allottees who would be damaged by non-delivery of the §
303(a) (1) (A) water, damages should be paid to an entity or Fund on
behalf of the San Xavier Allottees.

(14) ISSUE: Additional CAP water for the SAWRSA settlement.

SXAA, SXCA and SXDC POSITION: If the Tohono O’odham Nation
believes that more water is required in SAWRSA after allocating a
40,000 acre-feet entitlement to San Xavier - more than the present
SAWRSA total of 76,000 acre-feet of SAWRSA § 303 water, §305 water
and groundwater - in order to provide the Nation’s tribal
government with an adequate entitlement, the possibility of
obtaining more CAP water for SAWRSA should be explored by all
parties to the negotiation.

It appears that a large quantity of CAP water is (and will
remain for the foreseeable future) uncontracted and could be
allocated to the Nation. Presumably, the City of Tucson, Pima
County, and Southern Arizona Congressmen would strongly support an
increased allocation of CAP water to the Nation. The Nation
desires to lease CAP water to the City, and the "Tucson Water
Resources Plan - 1990 to 2100" expressly assumes that approximately
50,000 acre-feet of the City’s future water supply will be leased
from the Nation.
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STATE OF ARIZONA

EXECUTIVE OFFICE

O S September 27, 1993

To the Arizona State Legislature;
To the Members of the Board of the Central Arizona Water Conservation District;
To the Citizens of the State of Arizona;

On behalf of the members of the Governor’s Advisory Committee on the Central Arizona
Project, it is our pleasure to present the report of the Committee. When the Committee was
appointed, its task was to craft a plan for the operation of the CAP which would assure an
adequate water supply in Arizona into the 21st century and beyond. The Committee was
charged with developing a solution to the underutilization of the CAP and, because demand is
a direct function of price, a key focus of the Committee was development of a pricing structure
which would maximize the demand for CAP water.

While many of the questions surrounding the CAP were financial in nature, other issues
went well beyond the financial condition of the Project. They include the long-term water
management policies of the state including the interrelationship of the CAP to the state’s
Groundwater Management Act, enhancement of environmental conditions in the state and
completion of Indian water rights seitlements in Arizona. As the linchpin of the state’s water
plans and policies, the CAP is a vital part of Arizona’s future growth, economic development
and environmental protection strategies.

The make up of the Commitiee was deliberately diverse because of the magnitude of the
impact of the CAP in Arizona. Its 34 members represented agricultural, business,
environmental, municipal, Indian and legislative interests. Some members of the Board had
significant expertise regarding the Project, while others were well versed in public policy issues
and business management strategies which proved to be of great assistance to the Committee.
Working together, the Committee identified the common interests among them, setting aside
whenever possible the narrow self-interests that can divide. Each of the recommendations
transmitted in this report is supported by a majority of the members of this Committee. This
report sets forth a plan for the operation of the CAP which will ensure the efficient operation
of the CAP, guarantee adequate water supplies across the state and promote an enhanced quality
of life in Arizona.

Very truly yours,
P

Govemor Fife Symington, Co-Chairman 0. k DeMic/h% Co-Chairman
Governor’s CAP Advisory Committee Govemor's CAP Advisory Committee

1700 WEST WASHINGTON, PHOENIX, ARIZONA B5007 « (60)2) 542-4331
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