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POLICY FOR USE OF EXCESS CANAL CAPACITY

BACKGROUND INFORMATION

Staff estimates that, during normal water supply years on the Colorado River, there will be about
300,000 acre-feet of excess canal capacity available annually. There are sufficient Colorado
River and western Arizona groundwater supplies to fill this capacity. In short, the excess canal
capacity may represent the next increment of long-term water supply available to central
Arizona.

In November of 2001, the Board directed staff to conduct a public participation process to
determine a framework for using excess canal capacity to wheel non-Project water. In response
to this directive, staff organized a public participation process called “Project Wheel 2002” to be
completed by December of 2002. Attached to this policy is the Final Discussion Document on
Issues Related to Excess Canal Capacity and Wheeling Non-Project Water that documents the
results of the public participation process and the recommendation of the Project Wheel team.

The purpose of the “Project Wheel 2002” public participation process was to engage a dialogue
concerning the highest and best use of excess capacity in the CAP aqueduct system, to develop a
policy that lays the foundation for future use of excess canal capacity and to develop an
incremental approach to addressing the numerous issues associated with wheeling non-Project
water.

Since at least 1983, the CAWCD Board has considered action to use excess canal capacity
including amending the Master Repayment Contract in 1988 to include provisions for wheeling
non-Project water. The details of these past actions are described in the attached Briefing Paper
on Issues Related to Excess Canal Capacity and Wheeling Non-Project Water. In the context
of these actions, several subcontractors acquired water supplies based on the assumption that
those supplies would be delivered through the CAP system.

Past consideration of the use of excess canal capacity has been based on wheeling non-Project
water for third parties with CAWCD acting as a delivery agent. Because of the numerous and
complex issues associated with wheeling non-Project water for third parties, staff discussions
evolved into a broader dialogue about the overall use of excess canal capacity. Through these
discussions, staff developed a range of alternatives for using excess canal capacity. The range
represents a continuum of approaches reflecting different perspectives of CAWCD’s role in



wheeling non-Project water. This continuum is displayed after page 9 of the attached Final
Discussion Document Related to Excess Canal Capacity and Wheeling Non-Project Water.

The continuum describes two different perspectives with a blend of the two perspectives shown
in the center of the continuum. The two different perspectives include a delivery agent model
and a water provider model. The delivery agent model is consistent with past perspectives in
which CAWCD would contractually agree to transport non-Project water for a third party. The
water provider model envisions the development and delivery of a new water supply to be
acquired by CAWCD and allocated by ADWR. In effect, it is a new category of CAP delivered
water. The blended approach incorporates portions from both the “delivery agent” and “water
provider” models. This approach sets aside some capacity for wheeling non-Project water and
some for CAWCD development and delivery of a new water supply. It should be noted that each
approach would eventually require establishment of policies at the time of implementation to
address such matters as water quality, rates and use parameters.

As a result of research, internal discussions and an extensive public participation process, the
Board concluded that a blended approach, where past investments and Board actions are honored
and new approaches are explored and developed for the benefit of all water users in CAWCD’s
service area, would best serve CAWCD’s customers and the state’s water management goals.

POLICY

A Interim Set Asides of Canal Capacity for Wheeling non-Project Water

The set asides described in this section identify, for a period of time, a certain volume of
potential excess canal capacity for a specific entity. These set asides are not rights or options
which can be unilaterally exercised, but rather are only planning placeholders for possible use of
excess canal capacity. Ultimately, the set asides will either mature into executed wheeling
contracts with CAWCD or expire under the terms set forth in future wheeling principles and
policies adopted by CAWCD.

1. Interim Set Asides of Canal Capacity for Wheeling non-Project Water

a. The Board sets aside an amount up to 38,000 acre-feet per year of excess canal capacity
to wheel the City of Phoenix’s McMullen Valley groundwater.

b. The Board sets aside an amount up to 15,000 acre-feet per year of excess canal capacity
to wheel City of Scottsdale’s Planet Ranch water.?

c. The Board sets aside an amount up to 25,000 acre-feet per year of canal capacity to wheel
the City of Mesa’s Pinal County groundwater.

d. The Board sets aside an amount up to 3,460 acre-feet per year of excess canal capacity
for the CAGRD to wheel City of Scottsdale’s Harquahala groundwater.

e. The Board sets aside an amount up to 105,000 acre-feet per year of excess canal capacity
for use by the CAGRD in accordance with its Plan of Operation.

! According to its contract, the City of Phoenix has the right to pump up to 78,000 acre-feet in a single year not to exceed a total
volume of 380,000 acre-feet over a ten-year period. Phoenix’s option to pump additional volumes in a single year will not be
curtailed so long as uncommitted capacity exists to move the supply.

2 This set aside is only made for the severance and transfer of surface water rights to the Bill Williams River at Planet Ranch, from
irrigation uses to municipal and industrial uses by Scottsdale, and limited only to surface water diversion at Planet Ranch and
conveyed to the CAP aqueduct by means other than through the Mark Wilmer Pumping Plant.



2. Interim set asides of canal capacity for wheeling non-Project water provided by the Board
under section A.1.a through c above of the policy are subject to the following:

a. Interim set asides are non-transferable.

Interim set asides shall be subject to future Board principles and policies governing the
transportation/wheeling of non-Project water.

c.  Transportation of non-Project water pursuant to these interim set asides shall be subject
to wheeling agreements with CAWCD.

d.  Interim set asides should be recognized by ADWR as “developed supplies” for
purposes of allocating any water supply developed pursuant to Part B of this
recommendation.

3. Advisory Notice

Future purchases of non-Project supplies will not be guaranteed an interim set aside of canal
capacity.

B. Past Board Actions

This policy supercedes and replaces the Policy for Use of Excess Canal Capacity adopted by the
Board of Directors on December 5, 2002, and revised on March 3, 2005.

G:\data\gm\ardis\2006_Use_of Excess_Canal_Capacity.doc
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EXECUTIVE SUMMARY

The primary purpose of “Project Wheel 2002 is to engage a dialogue concerning
the highest and best use of excess capacity in the CAP aqueduct system. The
Project Wheel team estimates that, during normal water supply years on the
Colorado River, there will be about 300,000 acre-feet of excess canal capacity
annually available. There are sufficient Colorado River and western Arizona
groundwater supplies to fill this capacity. In short, the excess canal capacity may
-represent the next increment of long-term water supply available to central
Arizona.

There are two fundamental questions related to this next increment of long-term
water supply. The first question is what degree of control should CAWCD retain
over excess canal capacity. The second question is how should excess canal
capacity and, hence, access to new water supplies filling this capacity, be
allocated.

Through its research and an extensive public process, the Project Wheel team

has identified three perspectives to help answer these questions. The first

perspective represents a “delivery agent” approach, where CAWCD dedicates all

excess canal capacity to wheel non-Project water on a long-term, assured water

supply basis. The second perspective represents a “water provider” approach,
where CAWCD retains control over excess canal capacity and acquires new

water supplies to fill that capacity. The third perspective represents a “hybrid”
~approach that incorporates portions from both the “delivery agent” and “water
provider” models. This approach sets aside, on an interim basis, some capacity
for wheeling non-Project water and some for CAWCD development and delivery
of a new water supply. It should be noted that each approach would eventually
require establishment of policies at the time of |mplementatlon to address such
matters as water quality, rates and priorities.

PROJECT WHEEL TEAM RECOMMENDATION — HYBRID APPROACH

The team recommends the Board adopt a strategy that incorporates the hybrid
approach to use and allocate excess canal capacity. The team supports a
blended approach for the following reasons:

e provides flexibility to address both the delivery agent and the water
provider models;

e allows CAWCD to incrementally migrate toward a long-term approach
that proves to be most effective over time; and

* provides additional time to resolve the numerous complex and difficult
issues associated with using excess canal capacity.




Specifically, the Project Wheel team recommends:

A. CAWCD would set aside, on an interim basis, a portion of the excess canal
capacity for wheeling non-Project water.

1.

CAWCD would set aside, on an interim basis, excess canal capacity to
wheel an amount, up to 38,000 acre-feet annually, of McMullen Valley

“groundwater held by the City of Phoenix.

CAWCD would set aside, on an interim basis, excess canal capacity to
wheel an amount, up to 15,000 acre-feet annually, of Planet Ranch
surface water held by the City of Scottsdale.

.CAWCD would set aside, on an interim basis, canal capacity to wheel an

amount, up to 25,000 acre-feet annually, of Pinal County groundwater

- held by the City of Mesa.-

CAWCD would set aside, on an interim basis, excess canal capacity to
meet a portion of the CAGRD’s current and committed replenishment
obligation as of July 1, 2003. The volume of non-Project water needed to
meet this obligation will be developed as part of the CAGRD’s ten-year
Plan of Operation. At a minimum, the CAWCD would set aside, on an
interim basis, 3,460 acre-feet of excess canal capacity for the CAGRD to
wheel Harquahala Valley groundwater on behalf of the City of Scottsdale.

Interim set asides provided under A.1 through A.3 are subject to the
following conditions:

a. Interim set asides are non-transferable.
b. Interim set asides shall be subject to future Board policies.

c. Interim set asides shall be considered developed supplies for purposes
of allocating any water developed pursuant to Part B. below.

Other provisions related to interim set asides provided under Part A.

" a. Entities with interim set asides are eligible to participate in the new

water supply described in Part B.

b. Interim set asides provided in Part A. and allocations of the new water
supply provided in Part B. are of equal priority.

c. Short-duration, short-distance wheeling will be accommodated subject
to future Board policies.
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d. Future purchases of non-Project supplies will not be guaranteed an
interim set aside of canal capacity.

e. Wheeling principles will be developed by January 1, 2005.

- B. CAWCD would conduct an implementation study to determine if it is feasible
to develop a new water supply up to a volume of 100,000 acre-feet per year.

1. CAWCD would complete the implementation study no later than January
1, 2005.

2. The volume of the new water supply would be limited to no more than
100,000 acre-feet per year.

3. The implementation study would be conducted using a thorough public
participation process.

4. CAWCD would undertake the following specific actions:

a. Determine extent of CAWCD'’s legal authority to acqunre and develop
the new water supply.

b. Coordinate with Arizona Department of Water Resources (ADWR) to
~determine how to make the new water supply assured water supply

/ eligible and how the new water supply would be allocated.

c. Coordinate with U.S. Bureau of Reclamation (BOR) to determine how
to address environmental compliance issues associated with the new
water supply and contractual relationships.

d. Determine how to address excess canal capacity availability during
surplus years.

C. CAWCD would reserve allocation of the remaining excess capacity for
another day.

D. CAWCD would consolidate past Board actions.




I Introduction

On an on-going basis, CAWCD will annually divert approximately 1.5 million
acre-feet during normal water supply years. CAWCD staff estimates that
approximately 1.8 million acre-feet of water can be safely conveyed through the
CAP system on an annual basis. This yields an available system resource of
roughly 300,000 acre-feet’ per year. There are sufficient Colorado River and
western Arizona groundwater supplies to fill this capacity. The purpose of
Project Wheel 2002 is to engage a dialogue concerning the highest and best use
of excess capacity in the CAP aqueduct system.

There are two fundamental questions related to this next increment of long-term
water supply. The first question is what degree of control should CAWCD retain
over its excess canal capacity. The second question is how should excess canal
capacity and, hence, access to new water supplies filling this capacity, be
allocated.

Through its research and an extensive public process, the Project Wheel team
has identified three perspectives to help answer these questions. The first
perspective represents a “delivery agent” approach, where CAWCD dedicates all
excess capacity to wheel non-Project water on a long-term, assured water supply
basis. The second perspective represents a “water provider” approach, where
CAWCD retains control over excess capacity and acquires new water supplies to
fill that capacity. The third perspective represents a “hybrid” approach that
incorporates portions from both the “delivery agent” and “water provider”
approaches. Each approach would eventually require establishment of policies
at the time of implementation to address such matters as water quality, rates and
priorities.

In this Discussion Document, the Project Wheel Team recommends a hybrid
approach that acknowledges existing water ranches, sets aside capacity for the
CAGRD, explores the development of a new water supply and saves the majority
of the excess canal capacity for dispensation at a later date.

CAWCD has a responsibility to manage excess canal capacity for the benefit of
the customers and constituents residing in the CAP service area. These
customers and constituents vary from being long-term water service contractors
to individual taxpayers, to member lands in the Central Arizona Groundwater
Replenishment District (CAGRD). CAWCD also has a responsibility to manage
-this resource in a manner that supports the water management goals of the
state. It is within this context that the CAWCD Board will ultimately make its
decisions.

! See page 13 “Briefing Paper on Issues Related to Excess Canal Capacity and Wheeling Non-Project Water” dated May
23, 2002.
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Since late March of 2002, the Project Wheel team has conducted a needs
assessment survey, a review of industry practices, two Board Special Study
Session, three public meetings to solicit input from customers and other
stakeholders, as well as presenting information at numerous Board meetings.
Additionally, the Project Wheel team has prepared two significant work products.
The first work product, an issue briefing booklet?, was distributed at the May 23,
2002 Board Special Study Session. The second work product is this Discussion
Document, revised and distributed three times. The Project Wheel team has met
weekly for nearly thirty weeks. All team meetings are summarized in meeting
highlights as are all public meetings including the May 23 and September 19
Board Special Study Sessions.

In this Discussion Document, the focus of the debate is pointed toward the
fundamental policy question at the center of wheeling non-Project supplies. This
document further provides a review and analysis of how other institutions
address the use of excess canal capacity and, in addition, it analyzes the effect
of past Board actions. Finally, this document recommends a proposed strategy
for using excess canal capacity and organizing past Board actions into a single
comprehensive policy.

. Focus of the Debate on the Fundamental Issue

In April of 2002, the Project Wheel team conducted a needs assessment survey.
This survey shows that the demand for using excess canal capacity ranges from
approximately 300,000 to 630,000 acre-feet®. Wheeling non-Project supplies
through the CAP on a first come, first serve basis is one method of allocating
excess canal capacity®. If taken, this approach at its extreme would result in
virtually all excess canal capacity being used to wheel non-Project supplies held
by the third parties identified in the survey. Our work would be finished.

Historically, discussions concerning the use of excess canal capacity have

focused on transporting non-Project water for third parties. Over time, however,
CAWCD has developed policies® that support a broader use of system resources
than just wheeling non-Project supplies. These policies focus on:

e protecting Project water deliveries;

e controlling costs for Project water customers;

e delivering all Colorado River water available to CAP;

2 “Briefing Paper on Issues Related to Excess Canal Capacity and Wheeling Non-Project Water” dated May 23, 2002.
See page 4 of 4 in the Summary Report of Volumes Requested for Wheeling starting on page 39 of “Briefing Paper on
Issues Related to Excess Canal Capacity and Wheeling Non-Project Water” dated May 23, 2002.
See page 36 of “Briefing Paper on Issues Related to Excess Canal Capacity and Wheeling Non-Project Water”.

Sources: 1983 position statement relative to transportation of Non-Project water, the 1988 statement of policies and
principles regarding the use of CAP facilities to facilitate Indian water rights settlements, 9-12-88 Discussion Document
and CAP’s mission, vision and business strategies.




o facilitating the use of the CAP system to wheel non-Project
water for third parties, to the extent that CAP customers and
CAP facilities are not adversely impacted; and

o meeting the needs and responsibilities of CAWCD to effectively
manage the CAGRD.

As a result of the Industry Brainstorming Session, comments from the Board at
the May 23 Special Study Session and internal debate, the Project Wheel team
realized that before CAWCD can decide how to address the issues pertaining to
wheeling non-Project water, the fundamental question of what is the highest and
best use of excess capacity in the CAP aqueduct system must first be
addressed. Excess canal capacity may represent the next increment of long-
term water supply available to central Arizona. To this end, excess canal
capacity in the CAP is a vital resource and a valuable asset that CAWCD holds in
- trust for the water users of central Arizona.

As previously indicated, there are two fundamental questions related to this
resource or asset. The first is what degree of control should CAWCD retain over
excess capacity. Specifically, should CAWCD relinquish a certain amount of
control and dedicate capacity to wheel non-Project supplies on a long-term,
assured water supply basis? Or, should CAWCD retain control of this capacity
and acquire and develop a new long-term water supply? The second question is
how should excess canal capacity and, closely tied to this, the supply source that
fills that capacity, be allocated. '

To aid in answering the fundamental question of how excess canal capacity
should be used, the Project Wheel team developed a continuum that is
presented on the following page. The continuum was presented to the Board in
the form of a memo at the June 20 Regular Board meeting. It was also
presented to customers and other interested parties at the Industry Focus Group
Session held on June 27. At the far left side of the continuum, a delivery agent
model is presented. At the.far right side of the continuum, a water provider
model is presented. In between the two ends of the continuum, a hybrid
approach is presented.

Under the delivery agent model, a market approach to using excess canal
capacity is assumed. This approach would allow parties to compete for capacity
most likely favoring those that secure non-Project water sooner than others.
CAP would operate the system to accommodate the different supplies to meet
contractual obligations with various parties. Each contract could be unique to
each circumstance or condition. Wheeling parties would obtain their own
environmental clearances. Water providers seeking an assured water supply
would package their supplies, on a case-by-case basis, to accommodate CAP
delivery constraints and ADWR rules. To the extent firming is needed, individual
parties would firm their own water supplies. Finally, costs and charges would be

o
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determined on an individual basis and would likely be based on the actual cost to
deliver a supply from the introduction point to the delivery point.

Under the water provider model, the continuum contemplates the development
and delivery of a new 300,000 acre-foot water supply managed by CAP in
addition to long-term supplies currently contracted as Project water. This new
supply would be allocated by ADWR, and CAP would enter into new water
service contracts and would commit to deliver a certain volume of water. CAP
would acquire supply sources and combine them into an organized pool of water
or set of pools. CAP could choose to exercise any available supply option to
meet 300,000 acre-feet of deliveries continuously. CAP would obtain all
necessary environmental clearances and the resulting new water supply would
be made assured water supply eligible. Finally, costs would be uniformly
allocated to all users benefiting from the new water supply.

Under a blended or hybrid approach, some excess capacity would be set aside
for wheeling non-Project water and some capacity would be managed by CAP for
firming and augmenting long-term supplies. The wheeled portion would be
treated according to the delivery agent model; the new supply portion would be
treated according to the water provider model.

At the Industry Focus Group Session, participants were asked to physically stand
in a line along an imaginary continuum where one side of the room represented
the delivery agent approach, the other side of the room represented the water

provider approach and the middle. represented the hybrid approach. While

participants primarily supported the hybrid approach, there was considerable
support for both the delivery agent and the water provider approaches.

Generally, existing water ranch holders were supportive of the delivery agent
model. These parties argued that the delivery agent model “represents the
smallest change from the status quo™. They further argued that under the water
provider approach, CAP would be assuming a new role of acquiring and
developing water supplies’. One participant argued that “CAP’s governance
structure” might not be appropriate to assume a water provider function®. Others
argued that wheeling non-Project water has been a tradition of Reclamation
projects for a long time and that a change in this model is a significant change to
the status quo and might even require legislative changes®.

In support of the water provider model, some parties argued that obtaining
assured water supply clearances might be easier for water providers'®. Others

6 See Chase comment page 8 of “Industry Focus Group Session Summary of Results” prepared July 10, 2002 located in
Appendix B of this report.
Ibid, Sorensen comment page 8. .
8 See Rule comment page 9 of “Industry Focus Group Session Summary of Results” prepared July 10, 2002 located in
Appendix C of this report.
Ibid, Chase comment page 13.
% Ibid, Miller comment page 10.




argued that the water provider model would result in operatlonal efficiencies and
perhaps even lower unit costs than the delivery agent model'’. In support of a
blended or hybrid approach, participants described this alternatlve as being the
most flexible and providing opportunity to meet the needs of exustlng water
ranches while preserving capacity for a future allocation process'?

'While some supplies may not be formally considered “Project Water” (e.g., CAP
‘'water stored by CAWCD or AWBA), these types of supplies will be transported
as a replacement for Project water supplies using canal capacity that is available
for normal use. As such, transportation of these supplies will not constitute a use
of “excess” canal capacity. The primary focus of Project Wheel 2002 is the use
of “excess” canal capacity. For this reason, issues related to the transportation
of such recovered long-term storage credits fall outside the scope of the current
undertaking.

. Analysis of Industry Practices

In analyzing various industry practices®, the Project Wheel team realized that
while there were many commonalities between others and CAWCD, the
commonality is limited to easily resolved matters like protecting Project
customers, distributing losses, wheeling charges, water quality, measurement
and rights to non-Project supplies. When it came to significant issues like
prioritizing capacity and providing 100-year assurances, the policies and
practices of most other entities were limited or silent.

Additionally, team members realized that decisions about wheeling non-Project
water are universally made on a case-by-case basis. In short, there is no
formula for making such decisions. The team further concluded that many of the
issues addressed in the practices of out-of-state parties have been addressed in
Arizona under different terms. For example, many of the agreements addressed
the wheeling party’s right to the non-Project supply and whether or not the use of
that supply causes injury to the location where the supply is taken from. These
types of issues have been addressed under the Groundwater Code in sections
such as Article 8, Transportation of Groundwater.

Finally, team members realized that there were fundamental differences between
CAWCD and these other entities. In asking itself who are CAWCD’s customers
and which of these customers have the right to use excess canal capacity, the
team identified several categories of customers: long-term water service contract
holders, excess and incentive contract holders, member lands and service areas
in the CAGRD and land owners paying property taxes throughout CAWCD's
three-county service area.

" ibid, Newman comment page 11.
12 Ibid, Larson comment page 6.
13 “Review of Industry Practices” prepared July 10, 2002 located in Attachment A of this report.

! 3




In researching these other agencies, CAWCD was unique in its customer base.
For example, many agencies give priority to the equivalent of CAWCD’s water
service contract holders. Some will only provide wheeling services to “project
petitioners” in the case of the Central Utah Project or CUP™. Because CAWCD's
base of customers is so diverse, a policy to limit the use of excess capacity to
Iong term water service contractors may be too narrow in its interpretation.

Another fundamental difference between CAWCD and many of these agencies is
CAWCD's role in the state of Arizona’s Assured and Adequate Water Supply
Program. During the Industry Focus Group Session, several individuals
expressed concern about CAWCD “getting into the assured water supply
business”*. Internally, Project Wheel team members have expressed concern
about becomlng entangled not only in assured water supply matters, but also in
economic development and growth related matters.

After further consideration, team members realized that CAWCD is already in the
assured water supply business. For over 600,000 acre-feet of long-term water
service subcontracts for CAP water, CAWCD is responsible for making that
supply assured water supply eligible. Moreover, the CAGRD, a function of the
CAWCD, is a part of the very fiber of the state’s assured water supply program.
As such, the question at hand is whether the 300,000 acre-feet of water that will
fill the excess canal capaCIty should be assured water supply eligible. If the
answer to this question is yes, then the next question is what is the best method
for making that water assured water supply ellglble

Based on the work conducted to date, the Project Wheel team has concluded in
order to achieve the goal of “best and highest use of excess canal capacity”,
CAWCD should seek to fill that capacity with water supplies that are assured
water supply eligible.

IV. Past Actions of the Board Related to Wheeling

Since its inception, the Board of Directors for the CAWCD has taken several
actions directly related to wheeling. The Project Wheel team presented a history
of these actions at the May 23, 2002 Board Special Study Session'®

As a result of these past policies and events, CAWCD has developed an informal
framework for wheeling non-Project water through the canal. The following
parameters, guidelines and rules regarding wheeling non-Project water have
been incrementally developed as a result of past Board actions.

See page 4 of “Review of Industry Practices” prepared July 10, 2002 located in Appendix A.
5 See pages 4 through 6 of “Industry Focus Group Session Summary of Results” Prepared July 10, 2002 located in
Appendix C.
See pages 9-12 of “Briefing Paper on issues Related to Excess Canal Capacity and Wheeling Non-Project Water”
dated May 23, 2002.
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1. The Board supports wheeling non-Project water through CAP’s
system..

2. Wheeling of non-Project water shall not interfere with deliveries
of Project water.

3. The Board is willing to commit project resources to settle Indian
water rights claims because of the overall public benefit
realized.

4. Non-Project water wheeled for the purposes of settling Indian
water rights claims is a higher priority than any other non-
Project supply.

5. Wheeled non-Project water shall be subject to losses in
proportion to total deliveries.

6. Existing delivery schedules should not be altered to
accommodate wheeling non-Project supplies.

7. Legislative authority has created an opportunity for the CAGRD
to wheel non-Project water up to 20,000 acre-feet using the
Water Availability Status Program.

8. The City of Scottsdale has already entered into an agreement
with the CAGRD where the CAGRD can use Harquahala
groundwater to meet CAGRD obligations for Scottsdale in the

event excess water is not available.
/

Some of these past actions are outdated. For example, as a result of the
settlement with the Gila Indian Reservation and other settlement with tribes since
1988, the overall Statement of Policies and Principles Regarding the Use of CAP
Facilities to Facilitate Indian Water Rights Settlements may be unnecessary.
Many of the specific components of the policy, however, may still be applicable.
The Project Wheel team proposes to consolidate the existing policies into a
single action for the Board’s consideration.
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V. Recommendation from Project Wheel Team

In order to balance customer and constituent needs and to be responsive to state
water management goals, the Project Wheel team recommends a blended
approach to achieve the best use of excess canal capacity. This approach
provides sufficient flexibility to address both ends of the continuum and to
migrate incrementally toward a long-term approach that proves to be most
effective over time. Moreover, this alternative provides additional time to resolve
the numerous complex and difficult issues associated with using excess canal
capacity such as obtaining assured water supply and environmental clearances
and determining pricing and other issues.

Specifically, the Project Wheel team believes the best use of the CAP system is
to deliver 1.8 million acre-feet of water, on a sustainable basis, for beneficial
use'’ inside CAWCD’s service area. To that end, the team recommends the
Board adopt a long-term strategy to reach this objective.

To solicit input from customers and other interested parties about the
recommendation, the Project Wheel team conducted an Industry Response
Session on August 15. The team also solicited written comments. The results of
the Industry Response Session and the letters received are included in Appendix
D of this report. '

A. Set aside, on an interim basis, a portion of the excess canal capacity
for wheeling non-Project water

As a part of this project, the Project Wheel team conducted a needs assessment
survey. In response to this survey, parties requested capacity to wheel 264,000
acre-feet of secured'® non-Project supplies.”® In analyzing these requests, the
team determined that only those supplies already secured by municipal water
providers for use pursuant to Arizona Revised Statutes® should be eligible for a
an interim set aside of excess canal capacity at this time.

The set asides described in this section identify, for a period of time, a certain
volume of potential excess canal capacity for a specific entity. These set asides
are not rights or options which can be unilaterally exercised, but rather are only
planning placeholders for possible use of excess canal capacity. Ultimately, the
set asides will either mature into executed wheeling contracts with CAWCD or

v The team envisions supplies, delivered using excess canal capacity, being available for any beneficial use including
recharge at both underground storage facilities and groundwater savings facilities and by non-assured water supply as
well as assured water supply demands.
1 In this context, “secured” means supplies identified in the needs assessment conducted by the team and reported in
the May 23, 2002 Briefing paper. See footnote 19 below.

See page 4 of 4 in the Summary Report of Volumes Requested for Wheeling starting on page 39 of “Briefing Paper on
issues Related to Excess Canal Capacity and Wheeling Non-Project Water” dated May 23, 2002.
2 See AR.S. section 45-552 and 45-557 for City of Phoenix. See sections 45-557 and 45-469 for City of Mesa. See City
of Scottsdale’s water is eligible for transfer pursuant to section 45-172.
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expire under the terms set forth in future wheeling principles ahd policies adopted
by CAWCD.

In addition to these interim set asides for water providers, the team determined
that a portion of the excess capacity should be set aside for the CAGRD.?'

1. Interim Set Asides of Canal Capacity for Wheeling non-Project Water

a. The Project Wheel team recommends the Board set aside, on an interim
basis, an amount up to 38,000 acre-feet per year of excess canal capacity
to wheel the City of Phoenix’s McMullen Valley groundwater.??

b. The Project Wheel team recommends the Board set aside, on an interim
basis, an amount up to 15,000 acre-feet per year of excess canal capacity
to wheel City of Scottsdale’s Planet Ranch water.?

c. The Project Wheel team recommends the Board wheel an amount up to
25,000 acre-feet per year of the City of Mesa’s Pinal County groundwater.
While Mesa’s water ranch represents a use of canal capacity for wheeling
non-Project water, because it would be a water exchange, it may not
represent a use of excess canal capacity.

d. The Project Wheel team recommends that an amount of excess canal
capacity be set aside, on an interim basis, for use by the CAGRD to meet
a portion of its current and committed replenishment obligation determined
as of July 1, 2003, as outlined below.

By January 1, 2004, the CAGRD will have prepared its second ten-year plan
of operation.?* As a part of this plan, the team recommends the CAGRD staff
prepare a Board recommendation for the volume of excess canal capacity
needed by the CAGRD.?® The CAGRD’s ten-year plan of operation should be
developed within the context of a thorough public participation process.
Based on the ten-year plan, the Board can decide how much excess canal
capacity should be allocated to the CAGRD.

z The team recommends an interim set aside for the CAGRD to acknowledge the existing and committed replenishment
obligations and CAWCD's existing contractual obligations to member lands and service areas.

According to its contract, the City of Phoenix has the right to pump up to 78,000 acre-feet in a single year not to exceed
a total volume of 380,000 acre-feet over a ten-year period. The team assumes that Phoenix’s option to pump additional
volumes in a single year will not be curtailed so long as uncommitted capacity exists to move the supply.

This interim set aside is only made for the severance and transfer of surface water rights to the Bill Williams River at
Planet Ranch, from irrigation uses to municipal and industrial uses by Scottsdale, and limited only to surface water
diversion at Planet Ranch and conveyed to the CAP aqueduct by means other than through the Mark Wilmer Pumping
Plant. )

2 Proposed legislation pertaining to the CAGRD will be considered by the Arizona Legislature in the 2003 legislative
session. If that legislation is passed, then the deadline for the CAGRD's ten-year Plan of Operation will be moved back to
January 1, 2005.

The team recommends that, in analyzing water supplies available to the CAGRD, the ten-year Plan of Operation
should take into consideration other potential supply sources including subcontracts, NIA water, existing CAP long-term
storage credits and existing and future effluent long-term storage credits. Such analysis should also take into account the
use of a reserve as recommended by the Governor's Water Management Commission.
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At a minimum,:the team recommends that the Board set aside, on an interim
basis, 3,460 acre-feet of excess canal capacity for the CAGRD to wheel
Harquahala Valley groundwater on behalf of the City of Scottsdale under the
terms of the Water Availability Status Contract to Replenish Groundwater
Between CAWCD and Scottsdale.

2. Conditions for Interim Set Asides

The team recommends the interim set asides identified under A.1.a through A.1.c
be subject to the following:

a. Interim set asides are non-transferable.

b. Interim set asides shall be in accordance with future Board principles and
policies governing the transportation/wheeling of non-Project water and
‘shall be pursuant to a wheeling agreement with CAWCD.?®

c. Interim set asides should be recognized by ADWR as “developed
supplies” for purposes of allocating any water supply developed pursuant
to Part B of this recommendation.

| 3. Other Recommendations Related to Interim Set Asides

L The Project Wheel team recommends that the Board:

a. Allow the cities of Phoenix, Mesa and Scottsdale and the CAGRD to be
eligible to participate in the new water supply described in Part B of this
recommendation.

b. Give equal priority to the use of excess canal capacity for interim set
asides provided herein and for transporting water developed pursuant to
Part B of this recommendation.

c. Allow for short duration, short distance wheeling contracts subject to the
same future Board policies referenced under A.2.b above.

d. Advise water users that future purchases of non- -Project supplies will not
be guaranteed an interim set aside of canal capacity.

e. Direct staff to prepare a set of wheeling principles by January 1, 2005 for
adoption by the Board in 2005.

S % The team recommends the wheeling principles be developed by January 1, 2005. At that time, the Board may
() consider such parameters as reservation fees and other general financial principles, perfection periods and water quality
,,,,,,,, - ' standards.
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- B. Conduct an implementation study to determine if it is feasible to
develop a new water supply up to a volume of 100,000 acre-feet per
annum

1. The Project Wheel team recommends the Board authorize staff to
explore the concept of developing a new water supply of non-
Project water to be provided, on a sustainable basis, for beneficial
use inside CAWCD's service area. The team recommends the
Board establish the following general parameters:

a. Direct staff to complete the implementation study no later than
January 1, 2005.

b. Limit the volume of the new water supply to no more than
100,000 acre-feet per year.

c. Develop the implementation study using a thorough public
participation process in particular for that portion of the plan
dedicated to defining how the new water supply will be
allocated.

2. The team recommends the Board direct staff to undertake the
following actions:*

a. Determine the extent of CAWCD's legal authority to acquire and
develop a water supply for purposes of this section of the
recommendation. '

b. Coordinate with ADWR to determine how to make the water
supply developed under this part of the recommendation
assured water supply eligible.

c. Coordinate with ADWR and water users to determine how the
water supply developed in this part of the recommendation will
be allocated.

d. Coordinate with the U.S. Bureau of Reclamation (BOR) to
determine the best method of addressing environmental
compliance issues associated with developing a new water

supply. -
e. Coordinate with the BOR to determine how the provisions of

CAWCD’s repayment contract accommodate wheeling by
CAWCD instead of a third party.

' Most of these matters were raised during the public meetings conducted as part of Project Wheel 2002. This listing is /
not intended to be an exhaustive listing. At the onset of the implementation study, a more extensive work plan will be %
developed.
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f. Determine how CAWCD will address the availability of excess
canal capacity during surplus years.

C. Save remaining capacity for another day

The Project Wheel team recommends the Board reserve a portion of excess
canal capacity for future decisions. Team members recommend a blended
approach in order to create an opportunity to address the basic approaches to
using excess canal capacity. By preserving some capacity, the Board reserves
the flexibility to use the remaining capacity in either approach (i.e. A or B above)
or to develop a totally different alternative at some point in the future. In addition,
preserving some capacity will give future residents of CAWCD'’s service area the
opportunity to benefit from the CAP.

D. Consolidation of past Board actions

The Project Wheel team recommends the past actions taken by the Board be
consolidated into a single, comprehensive action. In doing this, the team expects
fo present an action item to the Board that would result in certain past policies
being superceded by a new policy.

VI. Conclusion

The primary goal of this strategy is to create a new 300,000 acre-foot supply of
reliable, assured water supply eligible water, consistent with federal
environmental laws. By implementing the strategy described above, CAWCD is
agreeing to operate the canal in a manner that will deliver a supply of 1.8 million -
acre-feet annually in perpetuity. While this seems and is a lofty goal, it is no
different than the commitments the Board and employees of CAP make every
day and have made every day since CAP water was first delivered to the
Phoenix area in 1985.

G:\wheeling team folden\Discussion Papen\Discussion Document Final 12-10-02.doc
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L INTRODUCTION

On an on-going basis, CAP will annually divert approximately. 1.5 miilion acre-feet
during-a normal water supply year. CAWGD'staff estimates that approximately 1.8 . -

million acre-feet of water can be safely conveyed through the CAP system each year.

~This creates an annual excess system resource of roughly 300,000 acre-feet. CAWCD

has a responsibility to manage excess canal capacity for the benefit of the customers

“and constituents residing in the CAP service area. CAWCD also has a responsibility to

manage this resource in a manner that supports the water 'nianégeméht'goals of the

State.

While excess canal'capaci'ty can be used in a \iariety of ways, this briefing paper -
prirharily explores the nume_rous issues related to the use of excess canal capacity by

third parties for the purpose of wheeling non-Project water. This paper does not purport

to contain an exhaustive list.of issues. As Project Wheel 2002 continues, additional

issues will be raised and debated.

The'gurpose of this briefing paper is to accompany the May 23" Special Study Session
on Wheeling non—Projeét water. At this Study Session, the Project Wheel Team hopes
to establish a foundation for understénding the many complex issues associated with ”

'using éxces's' canal capacity and s_peciﬁballyk Wheélliné non-Project water. The purpose
of this briefing paper a'nd the S.tudy Séésion is to 'provide information and not to

establish opinions about jhow these matters should be resolved.

L -3-
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This briefing paper is divided into eight sections. The first three sections introduce the
subject matter, frame the issue of excess canal capacity and provide'a brief history of
past Board actions. The next six sections organize issues into _broad. categories as

follows:

‘j" . o3

" Operational Issues; '
Cost to Wheel and Wheehng Charge
Assured Water Supply;
Environmental issues;
Water Quality; and
User Priorities.

During the Study Sessio_n, these categories will be addressed in the order found in this

briefing paper. The last sect_'ion_c.oncludes this paper. _Finaliy, as part of Project Wheel

2002, staff condu'cfed a needs survey. The results of this survey are summarized in two

il

reports starting on page 39.

iL USE OF EXCESS CANAL CAPACITY

Historically, disCussions concerning the use of excess canal capacity have focused on E

transpomng non-Pchject water for '{hil'd parties However wheelmg non- Prcuect water

for third partles is but one of several pOSSIble uses for excess canal capacnty Other
poss;ble uses for excess canai capacnty include transpornng recovered Iong~term _ =

storage credits, transporting new water supplles acqunred by CAWCD and transportmg

-4-
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* non-Project water for the CAGRD. Over time, CAWCD has developed policies’ that

support a broader use of system resources than just third party wheeling. These

policies focus on:

i * Protecting Project water deiiveries;
» Controlling costs for Project water customers;
¢ Delivering all Colorado River water available to CAP;

‘e Facilitating the use of the CAP system to wheel non- Pfoject water for
third. parties, to the extent that CAP Project customers and CAP
facilities are not adversely impacted; and

e Meeting the needs and responsibilities of CAWCD to effectlvely
manage the CAGRD.

I To this end, one of the fundamental purposes of Project Wheel 2002 is to éngag’é a

dialogue concerning the highest and best use of excess canal capacity.

{ . While some suplpiies ma.y not be fofmélly considered “'Project Water” (é.g:.‘.CAP water
stored by CAWCD. or AWBA), these types of supplies wilt be t.ransported as a
replacement %or Prc_>_j_ect. Water supplies wHen sufficient canal capacityekists.

A Transportation_ wili not cénstitute a use of f‘éxcess’,’_ capacity. - The brimary focus of

| Project Wheel 2002 is the use of “excess”.éapacity. For this 'reason, issues related to

| R

the transportation of such recovered long-term storage credits falls outside the scope of

the current undertaking. -

(W | ————

! Source: 1983 position staiement relative to 1rénsportation' of Non-Project water, the 1988 statement of policies and principles
regarding the use of CAP facilities to facilitate indian water rights setfiements, 9-12-88 Discussion Document and CAP's mission,
vision and t_)usiness sirategies.

-5-
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\ .
A. Wheeling Defined and the 1988 Master Repayment Contract ) ]

Generally, for purposes of the CAP, the term “wheeling” refers to the use of the CAP

aqueduct system to transport non-Project water.
* The 1988 Amended Master Repayment Contract (the “1988 Contract”) governs the use .
of CAP facilities for the transportation of horiéProject_ water. CAWCD has the .authority - }
to use Project facilities for wheeling'non-Project water under the condit_io'ns set forth in 3

Article 8.18 of the 1988 Contract. Generally, such use is pefmitted if all water delivery

requirements for Project water have been met and canal capacity is still available.

Specifically, Article 8.18 of the 1988 Contract provides: . ' , a

“8.18 Wheeling Non-Project Water. After taking into consideration
the water delivery requirements of contracts for project water service
and subject to availability of project capacity, non-project water may
- be wheeled through project facilities pursuant to wheeling
agreements between the Contractor and the entity desiring to use
project facilities for wheeling purposes. All such agreements shall be
subject to the approval of the Contracting Officer who shall consider,
among other things, the impact.that the wheeling of such non-project
water will have on the quality of project water. The Contractor and
.- .the Contracting Officer shall jointly develop a standard form of
wheeling agreement including the rate siructure for wheeling non-
- project water. All wheeling charges shall be paid to the Contractor
by the entity contracting for the wheeling of non-project water. The
Contractor shall be entitled to retain revenues from wheeling charges
sufficient to cover all OM&R costs associated with wheelfing such
non-project water, plus an administrative charge to be jointly .
determined by the Contracfor and the Contracting Officer. All
revenues from wheeling charges in excess of the OM&R costs and . a
administrative charges shall be remitted by the Contractor to the
.. Contracting Officer and deposited into the Development Fund.” : :

-6-
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™, Further, Article 8.19 of the 1988 Contract governs the use of project power to wheel

non-Project water. Specifically, it provides:

“8.19- Use of Project Power to Wheel Non-Project Water. If the

= energy requirements necessary for the pumping of project water are
met and subject to the requirements of the Navajo Power Marketing

* Plan published in the Federal Register on December 21, 1987,

project power may be used to wheel non-project water through
project facilities under such conditions of use, including amounts,

_ times of use, losses, costs, and other conditions as are established

“¥E by the Contractor and approved by the Contracting Officer.”

' B." Project Water and Non-Project Water Defined

' . Simply put, non-Project water is any water that is not “Project water”. Project water is

defined in the CAP repayment stipulation as follows:

o

\ “Project Water” shafl mean:

! Text of Stlpulatlon _ | chussion/Eprénation

§ (1) all Colorado Rlver water to which Applies to Arizona’s entiré 2.8

L Arizona is entitled under the U.S. million acre-foot entitlement, plus
~Supreme Court decree in Arizona v. surplus water when available;

f ' ~California that the CAP Water Supply limited by CAP’s capacity
. System is capable of de!lvenng . :

(i) after ﬁrst prowdlng for satlsfactfon -Colorado River water users with a
of those rights described in Article - priority date before CAP—i.e.,
8.7(b)(i) and (ii) of the 1988 [Master = before September 30, 1968
Repayment] Contract, and ' -' '

(i) subject to the provisions of Article Recognizes that CAP shares
-~ 8.7(c) of the 1988 Contract; . priority with up to 164,652 acre~
_ feet of mainstem contracts
entered into after September 30,

1968

-7 -
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“Project Water” shall mean:

{2)

(3)

(4)

(5)

©

(7)

for Project use;

Text of Stipulation

water available from Central Arizona. .
Project*dams and reservoi_rs; 3

return flows: captured by the Secretary

water delivered to water users in “'
Arizona, through the Project Works, in
exchange for water delivered to users in

- New Mexico from or by means of the

Project Works;

Colorado River water acquired from the
Yuma Mesa Division of the Gila Project

“pursuant to the Ak-Chin:-Water Rights -

Settiement Act of 1978 (Public Law 95-
328), as amended on October 19, 1984
(Public Law 98-530});

Colorado River water acquired from the
Wellton-Mohawk lrngatlon District
pursuant to the Salt River Pima- -
Maricopa Indian Community Water
Rights-Settlement Act of 11988 (Pubhc

 Law 100-512); and

Any addltionai water not inciuded in (i) or
{ii) above that is required to be delivered
by the Secretary through Project Works

- ‘pursuant to the Southern Arizona Water
Rights Settlement Act of 1982 (Title Ill of ..

Public Law 97-293) or pursuant to any
subsequent act of Congress. .

-8 -

- Discussion/Explanation

. At this point, only Agua Fria River
. ‘water at New Waddell; water from
.- Roosevelt Dam is excluded

-:‘_-‘:None to date B

New Mexico has a right under the
Basin Project Act to 18,000 acre-
feet of Colorado River water
delivered by exchange through

....the CAP

Higher priority Colorado River
water acquired for Ak-Chin
settlement

Higher priority Colorado River
water acquired for SRPMIC
settlement -

SAWRSA water will most likely be

- water already defined as Project

Water (e.g., CAP non-Indian

-agricultural water) -
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. PAST ACTIONS OF BOARD RELATED TO WHEELING

S;nce its |ncept|on the Board of D:rectors for the CAWCD has taken several actlons
directly related to wheel:ng The flrst of these actlons was taken in 1983 when the
Board adopted a position statement relative to transportation of non-Project water:
The Board of Directors of the Central Arizona Water Conservation District
endorses the concept of transporting water surplus to outlying areas of the
state into the District for use within its boundaries. Such lransportation
shall be limited to otherwise unused capacity of CAP works — and shall be
subject to Arizona Water law and to charges defermined by the District to
be appropriate for the particular instance. [Approved by Board 3/5/83]
Accord ing to historic records, this first action'was in response to a request from the
Arizona Ranch and Metals Company2 requesting a formal 'comment fi'orn the Board |

endorsmg the transportatton of non- PrOJect water. Arizona Ranch and Metals believed

that an endorsement would assist Arizona Ranch and Metals in thelr efforts to market

their water.™

In 1988, the Board a_dopted ,a: statement of policies and princip!es regarding the use of

CAP facilitieé'to facilitate Indian water rights settlements. |

The Board of Directors of the Central Arizona Water Conservation
District recognizes that unresolved Indian water rights claims are a
~constraint on orderly and efficient water management. The Board
recognizes that a broad public benefit is a potential resuft of
resolution of these claims, and wishes to lend the resources of the
District to efforts to reahze those benefifs while protectmg the ab;hty

Ar;zona Ranch and Metals is the company that owned Planet Ranch, a water ranch ultimately purchased by the City of Scottsdale.
Memo from T. Ciark dated 2-10-83.

-9-
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of the CAP fo accomphsh its primary purpose of delivering CAP .

water to CAP customers. Accordingly, we support and diréct the use

of CAP facilities to facilitate Indian water rights seftlements which we
find to be consistent with our basic responsibilities. As a general

- condition, we find that such settlements should.be implemented and

given priority over non-Pro;ect uses of CAP facmtles subject to the
following principles: : : L

Principles:

1. Water Supply

: a) There should be no adverse 1mpact on water supphes
- otherwise available for CAP. : .

'b) There should be no adverse impact on CAP users that are -
- not pan‘:es to-the seftlement. - -

c) Supplementa.‘ water supplies delrvered through CAP facmtres
should share losses pro rata with all other water supplies
. delivered through such facilities.

| 2._ Svstem Capac:tv

There should be no reduction in the delivery capacity otherwise
available to existing CAP subcontractors (i.e., there should be no -

change required in the anticipated water de!:very schedules of those

- that are not parties to the settlement).

3. Navajo Po wer

a) There must be no reduction in Navajo Surplus available for
fong term marketing under the Navajo Marketing Plan.

b) The settlement should not interfere with the District’s
receiving optrmum value from the sate of short term Navajo
Sumplus.

c¢) At no time may the power costs fo settlement participants be
less than those paid by CAP water users-generally.

4. 0&M C_oste

The eettlemeht should provide for the recovery of an appropnate
charge to offset fixed O&M costs associated wn‘h the delivery of
settlement water supplies.

-10 -
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- 5. Repayment

Water delivered through Project facilities to facilitate Indian
settlements (such as replacement water and-water leased by Indians
to non-Indians) should be treated as if it were Project water delivered
“to Indian entities for purposes of determmmg CAWCD’s repayment
obligation. . .

~Subject to the foregoing principles, each proposed settlement should -
be considered on its own merits. The Board’s approval of any
- particular settlernent shall not be regarded as establishing any
precedent for any other settlement. [Adopted by Board 3/3/88] -

'This'second aotion wasin response to the Board’s desire fo faci!itate Indian water

settlements in order to allow for the orderly and efﬂcrent management of water

resources in Artzona

in 1988 there was a he:ghtened level of interest in usmg the CAP system to transport
non~Pro;ect water Several crtles had purchased or were considering purchasmg water
farms and the BOR was seekmg a replacement water supply for Cliff Dam. In )

response to this mterest CAWCD staff prepared a Discussion Document dated

__ September 12, 1988 entltled Issues Regardlng Transportatlon of non- PrOJect water in

the CAP Aqueduct As a result of those disoussuons the Board concfuded in 1989 that

a formal pohoy was premature

- In addition to these adopted policies and the 1988 Discussion Dooument, CAP re\riewed '

its wheeling policy in the fall of 1998 in reSponse to the City of Scotisdale’s request to

~ deliver non-Project water. After considering Scottsdale’s request, the Board reasoned

-11 -
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that the issue was once again not ripe for further development and the Board re-

affirmed its 1983 position statement.

Subsequent to the Board's de‘oision to affrrm the 1983 poltcy,. in. 1.998. the :City of
Scottsdale decided to pursue a Iegistative solution.. The Arizona Legis!ature-.adopted
the Water Sufficiency and Avaltabmty Act in 1999 ThlS Act authonzed the Central
Arizona Groundwater Replemshment Drstrlct (CAGRD) to enter into agreements with
member semce areas seeklng desrgnatlons of assured water supply when sufficient
groundwater is not physrcally avarlable It also helps them comply with the assured
water supply crrtenon related to consrstency with management goal (i.e safe yield) by
requiring the replenishment of groundwater in the location where itis pumped. Through
thrs new authonty, the CAGRD entered into agreements to delwer excess CAP water to
Scottsdale for drreot use and for recharge ina Ioca[ facility. If excess CAP water is not
available then the CAGRD erI gither acqurre another suppty or w1|1 arrange for deilvery

of Harquahala groundwater fo Scottsdale.

As a result of these past policies and eve'nts, CAWCD has Started to“develop a
framework for wheeling nonFProject _water through the canal. Through Project

Wheel 2002, the Board may want to consider looking at these policies and

| events in a more comprehensrve way that wrll allow the Board to aﬂ'” irm or rnodrfy

| rts past actron

-12-
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IV. OPERATIONAL ISSUES

While there are numerous issues related to canal operations, the following major

items are discussed in this briefing paper:

Volume of Excess Canal CapaCIty, E
* Water measurement and accounting;
Water losses; .
Storage of wheeled water _
- Energy source for pumping wheeled water; and
Wheeling during surplus events on the Colorado River.

A. Volume of Excess Canal Capacity

Staff estir_nates the fotal volume-of excess canal capacity. to be approximately 300,000 -
acre-feet per year. This volume is based on several studies compléted over the past
few years. In December 1999, a report by DCI Incorporated estimated the available .
volume at 200,000 acre-feet. Since then and building on DCI's work, CAP staff has
developed ‘models and improved assumptions using recent operational experience.
Based on these mo"rfé'recent efforts, CAP believes it can safely deliver about 1.8 million
acre-feet per year®. Assuming total water diverted in a normal year is around 1.5 million

acre-feet, the difference is 300,000 acre-feet.

ThlS volume is based on several assumptions: (a) all water can be moved within the cufrent fining, (b) CAWCD will proactively
manage aquatic pests, such as mussels, clams, snails, and algae and (c) CAWCD will change its current malntenance and repalr
practlces to-perform maintenance concurrent with adjacent pumps running through the summer. : .

-13-
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'B.  Water Measurement and Accounting

As with any properly managed water conveyance system that cQIEec_t§ r‘evenuesrfrom it__s 7_

customers, all water that enters and leaves the CAP must be accounted for. The Water
Control Department prepares a monthly system-wide water balance that requires

accurate metering at all pumping plants and turnouts.

Under current CAWCD practices, all long-term customers yvith _sig:nificépt diversiq‘n
;'equirements are required to use electronic flowﬁjeters that meet the highest standards
of the industry (i.e. 1/z'percent accuracy). Additionally, current praéticeé require new
customers o incur all costs associated with purchasing the flowmeter and installing it
within CAP right-of-way. Finally, under current practice, CAWCD staff performs the

initial setup and certification, along with ongoing maintenance and repair.

With wheeled water, CAWCD would need fo meter and account for the volume of water -

when it enters the CAP system at the “introduction point” and when it leaves-the CAP ..
system at the=“delivery point”. At this juncture, staff envisions that current water
- measurement and accounting practices would apply fully-to wheeled water at both the -

introduction and delivery points.
C. Water Losses
Assuming CAWCD diverts 1.5 million acre-feet (i.e. normal year diversions), the CAP

. -14-
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currently incurs about -75‘,"000'acre-feet in canal and reservoir losses. 25,000 acre-feet -
is estimated in canal losses and 50,000 acre-feet is estimated in Lake Pleasant losses. .

For the 25,000 acre-feet of canal losses, about half is evaporation and half is seepage.

CAWCD does not e%pect to incur additional _canal\ losses with the utilization of the
excess canal capacity, because the canal is designed to operate in a way that keeps
the canal full at all times regardless of how much water flows through the system.

The cost of the lost water is currently incorporated-into the “postage-stamp” energy rate,

along with lost energy from pump and motor efficiency.
There are several approaches to charging water losses to wheeling customers.

1. Do not charge for any losses, since there are arguably no incremental
losses by flowmg an addztiona! 300,000 acre-feet through the canal.

2. Charge for losses on a “per mile” rate, based on the distance between
the diversion point and the dellvery point.

3. Charge for losses on a "per acre-foot” rate, based on the volume of
water metered at the diversion point.

4. Charge for all system losses thereby rellevmg all other customers of
this cost.”

D.  Storage of Wheeled Water

When wheeled water is introduced into the CAP system, CAWCD must consider the

timing of the new water entering and exiting the canal. If the wheeled water remains in

-15-
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the canalfora period:ef time, it may require storage resources. To the extent the

wheeled water requires storage, there are several approaches that can be considered.

1. Simultaneous “in and out” Approach. One alternative s to require all water that

~ enters the CAP canal to also have an identical amount simultaneously leave the -

canal. This is perhaps the simplest.:approéch. It also parallels current canal
operation where CAWCD deiivers_Water to customers at flow rates that c;haljge
hourly while canal storage is kept constant all the time.l Practically speaking, it
“would be impossible for the flow rate at the introduction and delivery points to
precisely and consistently match, so a-fnonthly deviation account would be

required. This water would, in theory, bypass Lake Pleasant.

2. Pooled Approach. Another alternative is to incorporate a strategy whereby the

wheeled water becomes part of the CAP system storage pool at the introduction
point. .CA\-.‘wou.Id. fheh deliver an equiVaieﬁ’; amount at fhe déliver_y point. This
option may be advantageous to both the customers and CAP because of the
‘operational ﬂéxibility it o.fférs.. Under"t.hié -éppfoach,: the riet.en.tion time:in storage

could have a time limit or be opeh-ehded.

‘3. Lake Pleasant Approach. Under this approach, wheeled water would be stored

| ‘and tracked in Lake Pleasant. CAWCD would then deliver the wheeled water to

- the delivery pdint. The retention time in storage could have a time limit or be

~16-
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open-ended. :CAWCD would also need to develop rules regarding spills out of

the lake from storm runoff (i.e. whether the wheeled water is first to spill). -

m

- Energy Source for Pumping Wheeled Water

-

CAP currently has several sources of electnc energy Hoover B and C, New Waddell

St il

Nava;o and other generatlon sources scheduled through Western Area Power
Adminlstratlon The current Navajo Marketing Plan (which explres in 2011) does not -
address the use of Navajo power 1o wheel non-Pro;ect water. As wheeled water is

mcorporated tnto the CAP system, CAWCD couid obtain incremental pumping energy in

severa{ ways

1. CAWCD could purchase energy on the open market and pass the cost
through to the specific customers. C

2. Third party customers could suppty their own energy and arrange to
deliver it to CAP. o

3. lfincorporated into a future Navajo Power Marketing Plan, CAWCD - .
5 could sell part of its surplus Navajo energy to the party wheeling non-
; Project water.

R D

F. Wheeling During Surplus Events on the Colorado

During surplus years, the CAP system may be fully utilized to -divert- Arizona’s share of
b | the Colorado River stipply. Consistent with existing polic'y; CAP will not fOregoavailabIe
1 . Colorado River supply to whee! third oarty non-Project water. However, it may be |
operationally possible and desirable to whee! some third party non-Project wate‘r ona-

case-by-case basis.

17 -
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V.  COSTTO WHEEL AND WHEELING CHARGES

Wheeling contracts will ultimately include provisions relating to charges for wheeling
services. There are two basic costs associated with wheeling non-Project water: one-
time pre-wheeling costs and annual wheeling charges.

A..  One Time Pre-Wheeling Costs

Parties planning to wheel water in the CAP cana'! may incuf construction costs to build

infrastructure to convey non-Project water to the point of introduction to the CAP canal.

These costs will be bome by the third party. To the extent CAWCD incurs any of these
costs, the third party will reimburse CAWCD. These charges are relaf'éd to obtaining a
CAP land use license and ‘engineefi'ng, 'Iega!, water quaiit&and measuring,

maintenance, and environmental reviews.
B. Water Wheeling Charges

In reviewing wheeling agreements of other water organizations, these agreements

typically include costs associated with administration, energy, operations and.

maintenance and capital investments. Further contractual provisions normally provide
protection from increased costs or financial harm to Project water customers. A

capacity charge may or may not be included depending on whether wheeled water is

-18 - .
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considered part of the core delivery system capacity. The following is a discussion of

wheeling rate components. -

-1. Administrative'Charges (direct charges)
Administrative charges include the ongoing, appraisal based, land use charge and
réoccurring administrative costs (maintenance, engineering, legal, special water
“testing, etc.). If capital equipment was not paid upfront by the-third pért'y, the
associated depreciation {e.g. flowmeter depreciation) could be passed back as part

of the administrative charges.

2. Energy rate ($/acre-foot)

‘There will be an energy rate component-associated with wheeling water. The
method used to calculate the rate may be influenced by the customer classes (M&I,
Federal, Agricultural, efc.) and energy rates that exist at the time the wheeling

occurs. Some options for the wheeling energy rate are as follows:

a. Utilize existind enerqy tates: Wheeling water volumes and associated costs

| could be incorporated into one of the existing “postage stamp” rates.

"b.” Develop a specific incremental cost based rate: An individualized wheeling

-incremental cost based rate would recognize the specific distance water is

-19-
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- wheeled. ;Energy would be computed based on the specific pumping plants

utilized. The cost per MWH would be for the actual incremental energy.

¢. Bring your owh power: Another option is for wheeling parties to provide their

own power. The MWHs required could be calculated using either option

mentioned above. . . . W

-Under all three options discussed above, the wheeling party.would be responsible

- for energy requirements to transport their water to the CAP canal.

3. Capital Charge ($/acre-foot)

CAP’s current M&| capital charge assists in the repayment of CAWCD's federal debt

obligation associated with the. CAP construction. Third parties wheeling water could

. ‘pay a simitar charge.

4. Fixed OM&R rate ($/acre-foot). .

. Like all other customers, parties seeking to wheel non-Project water through the

CAP syStem wouid need to pay a fixed OM&R (i.e. non energy) charge.. CAWCD’s

- full cost delivery charge includes the fixed OM&R costs associated with operating
- the system. There are potential_ly;two-épproaches:'to; developing a fixed OM&R

" _charge for parties wheeling non-Project water.

-20-
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a.

Incremental cost approach: A special wheeling fixed OM&R rate could be

created incorporating incremental fixed OM&R costs. Unfortunately,

incremental costs could be minimal and could significantly under charge

- 'wheeling customers relative to customers paying the normal fixed OM&R rate

- for Project water.’

Utilize the'existing fixed OM&R rate: Under this approach-any incremental

fixed OM&R costs and water volumes associated with wheeling water would
be included when calculating the normal CAP fixed OM&R rate and charged

to wheeling and Project water customers alike.

5. Canal Capacity Rate ($/acre-foot)

CAP could charge a capacity rate for use of the canal for wheeling. Some options

for a wheeling canal capacity rate are:

‘a. Utilize an incremental capacity cost based rate. Such an approach may be

difficult to quantify, and the timing-of incremental costs may not match when

- rates are charged.

Incorporate a cost allocation approach in developing a capacity rate. This

would involve assigning a portion of fixed OM&R costs (including incremental

_ _Capacity costs) to a wheeling capacity rate. The balance of the costs would

-21 -
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be assigned to a fixed OM&R rate that would apply to both Project and

. ‘'wheeled water.

Cha'rge-an annual canal capacity rate paid every year to reserve the future

C.
- right for canal .capacity-. S
-Charge an annual canal capacity rate paid-only-in the-actuai year of wheeling.
e. Charge an annual canal capacity rate based on the value of the benefit
provided.
.- Apply a seasonal canal capacity rate by canal segment.- For example, in the
- canal segment between the Mark Wilmer and Waddell pumping plants there
- may only be a capacity charge in the winter months. |
g. Decide not to incorporate alcanal capacity rate into the rate structure.
Incremental capacity costs would be included in the fixed OM&R rate under
this option.
- -ASSURED WATER SUPPLY

Water providers seeking to wheel non-Project supplies through the CAP may want this

supply to qualify as a 100-year assured water supply under ADWR’s Assured and

Adequate Water Supply Rules (the "AWS Rules”). With this in mind, CAWCD staff met

with ADWR staff to discuss, in general terms, how wheeled water might be treated

under the AWS Rules. At this meeting, ADWR offered the following specific points

regarding the wheeling of non-Project water and the AWS Rules.
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A. Separation of Supply Source and Rights to Wheel

To qualify a proposed water supply as a 100-year assured supply, the AWS Rules

require, among other things, that an applicant prove that the water supply will be

- “physically, continuotisly and legally available” for 100 years. While the AWS Rules - .

describe how to'meet this test for several supplies, the AWS Rules are silent on the

requirements for demonstrating physical, continuous and legal availability of awater

-supply éonsisting of non-Project water coupled with a contract to wheel such water

* through the CAP canal.

ADWR indicated that its analysis of proposed wheeling schemes will, most likely,
separate the water supply from the rights to wheel water and analyze each
independently. 'T-hat is, the underlying water supply itself must satisfy the physical, -
continuous and legal availability requirements of the AWS Rules, and the rights to utilize
canal capacity granted in the wheeling contract must also satisfy these:same

requirements.

Accordingly, if a water'provider wants to qualify a water supply consisting of non-Project

water and a wheeling contract, ADWR will want to see certain provisions in CAWCD’s.

“wheeling contracts to'ensure that the wheeling arrangement satisfies the physical, - -

‘continuous and legal availability requirements of the AWS Rules.

. -23-
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B. 100-Year Term of Contract -

. b
e

To demonstrate legally availability for 100 years, ADWR will want the termof any -
wheeling contract that will be:used for assured water supply purposes to be at least 100

years. The AWS Rules require that a designated provider (a water provider who has -

ot

received a 100-year assured water supply designation from ADWR) demonstrate every:
year that it has:a 100-year water supply of sufficient quantity to serve its:current and L : i

“committed demand. : . o e J

However, even if CAWCD’s wheeling contract were to have a 100-year term, after the

first year, the contract would ﬁo longer be a 100-year contract, causing the water supply | g
associated with the wheeling contract to be disqualified for assured water supply - —

- purposes. This problem has ariéen in the context of CAP water leased by water . %

providers from Indian Communities; ADWR has adopted special rules governing this ]

type of water supply. ADWR indicated that a simil'ar- solution might be possibie in this

case.

This 100-year term requirement could prove problematic for CAWCD. Even if CAWCD- _j

were willing to enter into a wheeling contract for 100 years, the Basin Project Act

prohibits CAWCD from entering into contracts for water.delivery forterms in excess of

50 years. T _ L o a

i

r

H
3
-4

.24 -
Last-printed 5/22/2002 11:54 AM . g




R )

-~ - C. Firming of Wheeled Supply
J

To demonstrate continuous availability, ADWR will want to see *“firm" wheeling rights.
That is, if the rights to use canal capacity granted. in the wheeling contract are

interruptible, ADWR will want to know the projected length and frequency of potential B

' interruption_s.-. CAWCD believes that during surplus years on the Colorado River, CAP

Z ... canal capacity available to wheel non-Project water may be constrained.

Y
AR

ADWR commented that this would impact the reliability of the non-Project water supply.
} ADWR wouid want to see some sort of back-up water supply to cover the Colorado

' o River surplus years when excess canal capacity is not avallable for wheehng The

- back—up supp!y could consrst of, among others Iong-term storage credlts Iegatly

Lj avallable groundwater membershlp in the CAGRD ora contract for surplus CAP

; supplles d unng surplus years.

D. Study Proving CAWCD’s Ability to Move Wheeled Supplies

[

ADWR will want to see some sort of study from CAWCD concludmg that it can

S

physically deliver the non-Project water supplies it has commltted to transport under its

wheeling contracts. .

. -25-
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E. Off-Site Infrastructure Concerns

p—
R ) M '

I infrastructure will be required to transport the non-Project water from its source to the
CAP canal, ADWR will want to see a “clear path” to its completion. That is, the actual

infrastructure does not need to be constructed.: However, when the time comesforits

construction, ADWR does not want anything standing in the way. Specifically, ADWR

|

suggested that the water provider be required to-obtain'any environmental clearances

up front.

F. Warren ‘Act Waiver

The Warren Act of 1911 authorizes the U.S. Bu'reau of Reclamation (BOR) to contract g

with third partles for the use of excess capacnty in Reclamatlon pro;ects to transport
andfor store non- PrOJect water for lrngatlon purposes ADWR mqu;red whether |
CAWCD needed to obtam a Warren Act waiver from the U.S. CAWCD responded that.
it does not. The use of CAP facuhtles for the transportatlon of non- PFOjeCt water | is

governed by the 1988 Amended Master Repayment Contract (“1988 Contract”)

VI ENVIRONMENTAL ISSUES |

Environmental issues -may impact the level of CAWCD involvement in the déveldpment

* of wheeled water supplies, or they may constrain the volume of water supply develdped

L—
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for theeling. Fundamental to environmental policies or 'strategies for CAWCD are the -

need to:

» Protect:CAP from entanglement in *local growth” issues; and

e Ensure that the CAP system and resources are exempt from add:tlonal
environmental review.

Wheeling of non-Project water through the CAP- system will require the development of
wheeling contracts between CAWCD and the whee!iﬁg entity, with approval fromthe -
BOR. BOR approval will likely be considered a federal- action and trigger NEPA
compliance (National Environmental Poiicy Act) and compliance with the Endangered
Species Act (ESA). Depending on the scope of the federal action, either an
Environmental Assessment (EA)'or an Environmenial I__mp_act Statement tEIS) will be

prepared.

NEPA compliancé cpnsiders a laundry list of i:ﬁbacté ffonﬁ Iénd; waier, air, biological, té
“cumulative impacts”. The scoping process, conducted by the BOR, will define the
extent and detail of“s;élysis for each of the‘impa‘cts. The biological aspect of NIEPA
compfiance will include analysis of .End.ar'tgered Species Act compliance. Atthe N

mlmmum an EA will be necessary for “on the ground” mfrastructure required for

,wheelmg The lnfrastructure could include p;pelines wells and pumping plants In the

extreme case, the impact of growth induced by wheehng could be evaluated.

-27-
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As indicated on page 26 of this report, ADWR will require a-‘;clear path” before any

water supply, including a wheeled supply, can qualify for assured water supply

purposes. Inthe case of wheeled supplies, the “clear path” would inclﬁde NEPA
clearance by the BOR. Depending on how the NEPA process is scoped, environmental

clearances could take from 1 to 3 years to complete.

CAWCD may wish to consider different strategies in determining how or if to facilitate
environmental compliance for wheeled water supplies. CAWCD-could consider two

broad approaches:

» In cooperation with BOR, CAWCD develops a comprehensive
approach to managing environmental clearances; and

¢ Require parties seeking to wheel supplies to obtain environmental
clearances independently.

A. Comprehensive NEPA Approach

- By engagihg the BOR, CAWCD cén better evaluate altefnative INEPA cbnipﬁa'n.ce’
approache_;s. k.The moét favofébté case‘_would be thé development of a “programmatic”
EIS for wheeling. This. pfocess would identify the génerél location. of wheéling sourbeé,
_the pot»_eritial delivery points, and the maximum volume of wafér per year wheeled'. The
,range 6f impacts. due to wheelirig would be eVéanted. Thi-s} process could streafﬁiirié

NEPA c_ompliénce.
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The least favorable case would require NEPA compliance for each individual wheeling .

.

i - project and include the evaluation of impacts from the use of wheeled water after
delivery. Engaging the BOR can be useful to identifying “fatal flaws” in wheeling
I development plans. However, CAWCD. may have to amend BOR’s work plan and

" 3 _ budget to accommodate this work.
4 B. Bring your own Environmental Clearances Approach

An alternative to CAWCD involvement is to leave NEPA compliance for the wheeling
parties to resolve. This approach keeps CAWCD out of NEPA issues for the CAP
system. However, if CAWCD opts not to participate in the NEPA, there is a risk of

inconsistencies developing between CAWCD policies and NEPA agreements entered

into by the wheeling entity and BOR. Under such circumstances, CAWCD would not -

wheel the non-Project water.

At present there may be no urgent need to resolve NEPA issues associated with

wheeling. However, CAWCD will need to develop strategies for managing

T bk

environmental clearances prior to formal discussions with BOR in the development of

|

standard form wheeling contracts. -
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While water quality issues will likely require CAWCD to develop policies or:-practices
closer to the time when wheeling contracts are actually negotiated, there are

fundamental principles that such policies will need to consider: .

s Protecting CAP customers from potential adverse water quality impacts;
s Protecting CAP from adverse impacts to CAP operation and maintenance;

and
» Protecting CAP from liability or damages potentially resulting from
wheeling.
The quality of wheeled supplies introduced to the CAP system may be governed by a
regulatory comp!iahce needs and the need to protect CAP customers andthe CAP / ”)%

system. At present, regulatory compliance for Project water quality is minimal. CAWCD

is not considered “waters of the United States” as defined by current law. As such, |
neither Project water nor wheeled water requires compliance with Federal or State |

surface water quality standards. Therefore, CAWCD is free to establish its own

standards for the quality of Water'int-roduc_e'd by a third party to'be whéeied'in the CAP

system. Wheeling contracts will stipulate requirements for the quality of water

introduced to the CAP system pursuant to policies and prac’tibes' established by

CAWCD. A | | - g
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A. - Impact of Varﬁing Levels of Quality |

In order to explore the water quality issues, itis important to consider that wheeled ‘
water will consist of one of three qualities relative to Project water: higher quality, -
similar quality, or poofér quality. Adverse water quality impacts may occur if the -
volume of wheeled water significantly changes the quality of Project water by the time
the water is delivered-to.CAP customers. Variables that affect the dilution of Project

water by wheeled watér are: CAP flow rate, wheeled water flow, and seasonal changes

- in Project water due to Colorado River diversions or Lake Pleasant releases.

Wheeling higher quality water or similar quality water would not appear to present a
major issue for CAP operations. However, in the case of higher quality water, if the

wheeled water is sufficiently different from Project water normally provided to municipal

- users, the wheeled water might upset some treatment system operations.

Even the discharge of similar water quality into the CAP sysiem can poténtially create.
water quality issues. .For example, if the wheeled water has different pﬁysicél
characteristics from Project wafer, such as t.empelrature or dissolved"oxygé'h"bontent, :
CAP operations could be impacied. Example impacts could include: low dissoived
oxygen c'ould.dri:ve grass-eating carp from the disc.h.arge area, _potent_iélly leading to

aquatic weed problems. Temperature variations could have a similar effect.

. -31-
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F’oorer water quality is of greatest concern. ‘Poorer qua_lity..water discharged to the CAP
system will dilute the quality of Project water. The fundamental quesﬁons are the extent
and timing of dilution. The concept of percent contribution could be used to evaluate
impacts and ensure that the poorer water quality does not appreciably affect Project
water quality. The percent contribution may change if additional wheeling contribution.s
occur in the same reach of the canal. Establishing maximum constituent levels may .
require conference with municipal users to determine acceptable changes in water
“quality.” Similarly, water quality must be acceptable to water recharge permitting.

requirements.. -
B. : Alternative Approaches

Requii‘ements for the quality of wheeled water will be defined in wheeling contracts. -

There appear to be two approaches to consider. -

» Wheeled water must be similar to or higher quality than Project water
unilaterally.

+ Wheeled water must not unreasonably impact CAP customers or CAP
operations as determined on a case-by-case basis.

The unilateral altemative could provide' certainty.to CAP, CAP customers and potential
wheeling entities. Under such an alternéﬁve, CAWCD would require wheeied.water'to
~ be similar to or higher quéiity than Pfoject water. The poﬁcy would déﬁhe the

' '_accep_table range of measured constituents in the wheeled water. Any water wheeled in
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the CAP system would have to meet the stated water quality parameters.. This

approach, taken_r by the California State Water Project, could limit wheeting to Colorade

River supplies or require some groundwater sources to be treated prior to introduction

into the CAP system. - .

‘The case-by-case alternative provides greater flexibility to CAP and its customers and
- ..such an approach could reflect daily and seasonal operational constraints. For each

. case, the water quality:resulting from wheeling would be mode_led.to estimate the

dilution of Project water quality at various tin;;es and distances from the poiht of
introduction. The dilution of Project water would have to remain within acceptalbte
ranges from the pornt of introduct:on to the dellvery pomt The acceptable range of
constltuents would Ilkely be defined in cooperatlon w:th CAP customers The case-by— |
case approach has been taken by Maricopa Water District and Metropolitan Water

Distric_t of Southern California.

Regardless of the approach taken by CAWCD regardmg water quahty, the following

issues may need to be consndered

1. Full assessment and disclosure of wheefed water supply quality for
approval by CAWCD;

2. Development of a wheeling discharge plan for approval by CAWCD.
The discharge plan would describe the point of introduction, timing,
volume, and pomt of delivery for wheeled water;

3. Modeling of water quality lmpacts to CAP and 1ts customers due to
3 wheeled supply; . : _ S

.33
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4. Real-time water quality. monrtonng at the source and at points along
the travel path and

' 5. Indemnification of CAWCD' ‘against potentral damages resulting from
- water quality changes due to wheeling.

IX. USER PRIORITIES

Estabhshmg prrontres for use of excess cana[ capacrty is one approach to orderly
manage excess CAP system resources When evaluatmg the pnorrty approach 1t is

important to consrder CAWCD s responsabilrtles and stakeholders

Like other Water providers,' CAWCD has the responsibitity fo ensore that wheeling does
not interfere in the delivery”of' P'roject water fo its customers; Inhe'rent'in that obligation,

CAWCD is responsibte for controlling access to and use of excess canal capacity.

A unique aspect of CAWCD is its responsibility to taxpayers within its water delivery B
service area. These taxpayers pay ad valorem taxes used for CAP repayment and
water banking to firm CAP M&! supplies in the GAP service area. Therefore, CAWCD
has a broader responsibility to manage excess CAP carztal capacity for the best intere'sts
of water management in the CAP service area. In shori, Project water customers are

not the on!yshareholdersi.n the:CAP system.

An additional aspect of the priority approach is the extent and frequency of capacity

- avallability. As'discpssed earlier in this report, the norrnal year excess canai capacity
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300,000 acre-feet.

‘will be approximately 300,000 acre-feet. However, available excess capacity will vary

by canal segment and season. In years when surpius Colorado River supplies are
available, most available excess capacity will.be used to deliver surplus CAP water.

There may limited times and locations where wheeling might occur during surplus

“supply years.

In the case of a shortage of Colorado River supplies it is possible that substantlal

excess capacity would be available. However, dunng shortage years, lt is anticipated

that CAWCD will recover long-term storage credits to firm M&! supplies. These credits

will be recovered by CAP, introduced into the CAP system and directly delivered to

-customers, or CAP will assign credits to appropriate CAP users.

{

Addltlonaﬂy itis possible that CAWCD could replace or facilitate the replacement of NIA
priority CAP water contracted for M&! uses during a shortage. ‘In these cases, even in a

shortage year, excess canal capacity would be at or near the normial year level of

.

A. Potential Classes of Wheeling Customers

In order to evaluate the priority approach, it may be useful to establish categories of
potentlal wheelmg customers To the extent pnontles are created, cntena should be

established and apphed to customer classes. For example, if the primary cnterion is

' need, th_en categories should group customers with similar water supply needs. The
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following is a list of potential wheeling customer categories. It is conceptual and not )
intended to suggest potential priorities..

-« - CAP subcontractors (M&! and Ag)
.». Federal contractors (pnman!y Indian communities)

. Mumcnpal or Industrial users without existing CAP subcontracts
- o lrrigation districts without CAP subcontracts '

« CAWCD

_». Arizona Water Banking Authority

« CAGRD

'« Others

T

B. . Alternative Approaches - T _ - i

CAWCD may consider establishing priorities for use of some or all of the excess canal

{

capacity for wheeling. There are several alternatives for establishing wheeling priorities.

The list of alternatives does not imply preference among the alternatives. The

i

alternatives are summarized below:

R

J

1. Existing subcontractor and contractor “right of first refusal” — existing . }

long-term Project users have preferred access to excess canal -
capacity;

2. “First in time, first in right” — Those with the flrst need or resources
necessary to wheel obtain access first;

3. Auction — Wheeling entities would bid for wheeling capacity;
‘4. Pro-rated — All wheeling entities would share prlonty and

5. Priority allocation — CAWCD establishes pnonty based on criteria SUCh
as an entlty s need for wheeled water, access to alternative supplies,
etc.

-36-
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Each alternative has its OWn set of issues. The existing subcontractors and contracts

“right of first refusal” alternative assumes existing subcontractors and contractors have
some ownership of excess c_anaf capacity. However, as discussed previously, Prdject :
water users may not be the only stakeholders in the CAP system. Further, there is no
implied or cc-)ntractualfright of awnership included in CAP delivery contracts. No users

own specific canal capacity.

~ The "first in time” approach may not facilitate an orderly process and could allow some

users needs to go unmet. The auction approach, while market based, may not be
consistent with existing State and Federal laws. The pro-rated option provides a level

playing field for all wheeling customers but implies an allocation of capacity at a fixed

‘pointin time. As such, the pro-rated option may not allow for future wheeling needs.

The priority allocation alternative would require CAWCD to determine the criteria to

establish priority and potentially determine an entity’s needs.

Regardless of which alternative is selected, several issues may need to be addressed.

The following issues may arise if priorities are developed.

1. Should canal capacity be reserved for future uses?

2. Are there different levels of reliability for wheeled water (firm vs. non-
firm), and would the different levels have different priorities?

3. Should preference be established for the extent of wheeling (i.e. short
- wheeling distance vs. long wheeling distance, short term wheeling
contracts vs. long-term wheeling)? '

_ -37- .
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X.  CLOSING COMMENTS .

The issues associated with the use of excess canal capacity are-complex and
numerous. The Project Wheel Team expects to augment and further develop the -
‘issues described in this booklet at the Industry Brainstorming Session to be held on May
28th. Based on the research conducted to date, the results of the Industry
Brainstorming Session and internal discussions, CAWCD expects to develop a white
paper that will lay the foundation for‘potential action by the Board pertaining to the use -
of excess canal capacity. - This white paper will be prepared for presentation at the

August Board meeting.
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APPENDIX — NEEDS SURVEY RESULTS

This appendix contains two reports that summarize the results of the needs survey.

1. Summary Report of Volumes Requested for Wheeling
2. Opzmons Survey
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Opinions Survey

Organization CoE " Reason for Wheeling Framéwork : ' ' Sign of Success

M’

ADWR ' Non-CAP supplies may be offered by municipal Identification of legal limitations on
: water providers as a demonstration of assured  wheeling. Also, physical parameters that
or adequate water supply. To qualify for the limit agueduct capacity availability. Priority
legally available standard, applicant must show 1o excess capacity--length of term for a
compliance with CAWCD whee!mg pollcy or wheeimg contract. -
-.regulatzons if applicable.- . '

Arizona-American Water * To evaluate supply altematives heed toknow  CAP Board policy that tays out the process

[re—

Company _ . how much cana! capacity will be allocated to by which CAP staff and Board would
- non-project deliveries, what is the process for  determine how available wheeling capacity
3 leasing capacity, what are the délivery Is to be aliocated among competing :
r -constraints. Answers will affect supply - interests. . .

~decisions including GRD membership.

; AsSLD® Initiation :c'af'proc‘ass for future planning. Feasibility and economics of wheeling
CAGRD Provide assurance that CAGRD has the ability  Acknowledgement of CAGRD's needs and
to meet its replenishment obligations overthe  of its statutory and contractual obligations.
: long-term. To the extent that CAGRD can get

. acces 1o canal capacity, the door remains open
- for continued enrollment (and vice versa)

»

Chandler, City of o ‘Bring Cenainty to cost, losses, and priority,

) l.mra_—

Z-‘ .

. _
g ) .
E Harquahala Generating N/A N/A
Company
:
Johnson Utilities N{A N/A
? Mazatzal Tree Farm NA ' _ N/A
_Wednesday, 'L%?Zyrzz, 2002L e R s s T 'Phge'} j:}" 3




Organization

Reason for Wheeling Framework

Sign of Success

Mesa, City of

Metropo]iién Domestic Water-

Improvement District

Metropoliiéh Domestic Watef '

Improvement District

Peoria, City of

Phoenix, City of

Salt River Project

San Carlos Apache Tribe

Scottsdale, City of

i need concrete wheeling policy to evaluate my
.. options for development of this particular water

: supply.:

Su'phly [effluent] does nbt meet the quality
needs of service area customers, therefore,
looking for interested parties to lease effluent

supply andfor exchange to Metro a CAP water
 supply.

Current grdbndwater credits and CAP supplie_s"' :
- implementation of a wheeling program,

are adequate for customer needs; therefore -

seeking interested parties to self credits and/or

exchange for CAP supplies, -

Prior fo purchasing water supply—need ability

- to wheel imported water to ensure it's a viable

altemnative.

We need assurance that we can use the CAP
system to wheel McMullen Valley water when
we need it.

Provide certainty for ability to wheel water in
the CAP canal. Will affect decision making on
securing water supplies and on exchange
opportunities. '

To determine the feasibility, availability and
costs associated.

Avoid complex discussions (l.e., CAGRD
arrangements) needed for assured water

sSupply purposes.

A written, board-approved CAWCD
wheeling policy that addresses canal
capacity. priorities, water quality standards
and cther relevant issues.

‘CAP's schedule for achieving the

implementation of a wheeling program,
potentiai costs of program, potential parties
interested in lease andfor exchanges, plus

. dates and vo]umes needed

CA#‘S schedule for achieving the

potential costs of program, potential parties
interested in lease and/or exchanges, plus

~ dates and volumes needed.

No response.

- A clear indication that we will have access

to the CAP system for wheeling McMulien
Valley water or some process to achieve
such a commitment.

Additional perspective on where, when and
how much CAP wheeling capacity might be
available in the future.

No response.

Relative priorily of these supplies related to
CAGRD and AWBA; framework wheeling
agreements; cost estimate for wheeling
water.

EECLF N T bR s AR
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Reason for Wheeling Framework

Sign of Success

Organization
Tonto Apache Tribe
Tucson Water

4

3 - Vidler Water Company

-2 -

]
}

Yavapai-Apache Nation

(S e

|

To determine the feasibility, avaitability and
cosls associated.

© We would like to begin the development of a
. wheeling framework not because our desire to
7. wheel Avra Valley groundwater through the
- . CAP system could be as early as within the
next three years.,

5

_=r+ For delivery of our water resources 1o entities
that currently have a need for the resource.

To determine the feasibili'ty, availabllity and
costs associated.

No response,

Provide the ability to wheel non-Project
water while avoiding pricrity conflicts with
delivery of existing and future municipat
allocations. Wheeling of non-project water
should be based on full cost recovery, not’
subsidized.

A procedure on wheeling non-project water,
which would then allow us to implement our
business plan.

No respense.
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