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Delta levee system

<~ Primary purpose = flood risk reduction
— Reduce risk to people and property
— Reduce risk to State interests

<~ Contribute to coequal goals (other purposes)

— Improve water supply reliability
— Protect and enhance the Delta ecosystem . - &
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Objective = How should we allocate

COSts?

<~ Costs

— Major improvement, new
construction

— Operations and maintenance

<~ Multiple beneficiaries

— People and property

— Infrastructure owners and
users

— State interests
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Historical practices for allocating costs

for Project Levees

< Construction and major rehabllitation of project levees
(approximately one-third of Delta levees)
— Federal share has varied between 50-75 percent
— Local share has typically been 70 percent State, 30 percent local
agency
<~ Qperations, Maintenance, Repair, Replacement, and
Rehabilitation (OMRR&R)
— Local agency responsibility outside the Delta
— Supported by subventions within the Delta
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Current practice for cost sharing for

Project Levees

<~ Federal share can be as much as 65 percent for ecosystem
restoration in urban areas

< Minimum State share of the non-federal portion is 50 percent

<~ State share may be increased up to 90 percent if the project

— Serves a disadvantaged community
— Improves the overall system

— Includes ecosystem enhancement
— Includes other multi-benefit features

<~ State will share up to 80 percent for setback levees
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Current practice for cost sharing for

Non-project Delta Levees (special
0rojects)

<~ No federal share — State share generally limited to $10 million; never
more than 100 percent

<~ State may pay up to 20 percent of pre-construction costs

<~ Base State share in primary zone is 75 percent

<~ Base State share in secondary zone is 50 percent — may be
Increased up to 75 percent based on ability-to-pay

<~ Base share may be increased (ceiling of 95 percent)

— Habitat, up to 40 percent

— Contribution to public purposes, up to 20 percent
— Subsidence control, up to 10 percent

— 50 percent match for third-party contributions
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Current practices for OMRR&R for

Non-project Levees (subventions)

<~ Subventions policy — Water Code section 12986
— Subject to availability of State funds
— Up to 75 percent after local agencies have expended $1,000 per
mile
<~ The Water Code requires
— Local agency to provide information on ability-to-pay
— DWR to use ability-to-pay as basis for determining reimbursement
— Requirement for ability-to-pay information expires July 1, 2018
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Current DWR practices for ability-to-

pay

<~ Benefits-based approach

— Uses Expected Annual Damage (EAD) averted to determine
economic benefits of the project

<~ Financial-based approach

— Uses projected revenues, expenses, assets, and debts of the local
agency
— Economic benefits are not directly considered
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For the non-federal share, the DLIS

cost allocation methodology will
Inform

< Allocation of levee improvement and OMRR&R costs by
purpose (benefit categories)

< Determination of State interest in and share of non-
federal costs

< Determination of local share of State costs based on
ability to pay
<~ Allocation of remaining costs to beneficiaries
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Cost allocation methodology will be

tied to DLIS metrics

<~ Flood risk reduction as measured by EAD
<~ \Water supply reliability as measured by EAW
<~ [Ecosystem protection, restoration, and enhancement

as measured by EACH

Expected Annual Expected Annual Expected Annual
Damage Water Supply Change in
Disruption Score Habitat
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Cost allocation methodology considers

multiple purposes of a levee project

<~ Separable Costs Remaining Benefits (SCRB) process
examines three basic purposes:
— Flood risk reduction
— Water supply reliability
— Ecosystem protection, restoration, and enhancement

<~ SCRB is the cost allocation procedure used by DWR
for State Water Project and other applications
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Cost allocation methodology — Step 1

<~ Allocate costs by purpose (EAD, EAW, EACH) using
Separable Costs-Remaining Benefits (SCRB) procedure

— Recommended procedure in DWR “Economic Analysis Guidebook”
(2007), Chapter 7, Financial Analysis

— Consistent with federal “Principles and Guidelines for Water and
Related Land Resources Implementation Studies” (1983)

12
DELTA STEWARDSHIP COUNCIL



Cost allocation methodology — Step 2

< Determine the State’s interest based on initial SCRB
allocation by purpose (EAD, EAW, EACH)

<~ Determine State share by purpose based on current
policies for:

— New construction or major repairs of project levees
— Subventions policy for OMRR&R of non-project levees
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Cost allocation methodology — Steps 3
and 4

<~ Step 3. Determine local agencies’ ability-to-pay (local
share) using
— Benefits-based approach
— Financial approach

<~ Step 4: Allocation of the local share to users
(beneficiaries)
— Facilitated negotiation approach
— Non-facilitated (market-based) approach
— User fees
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Summary of cost allocation

methodology

<~ Prioritizes fairness over economic efficiency
< Maximizes net benefits of levee improvements
<~ No cross-subsidization between purposes
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<~ Pilot application of SCRB procedures to DLIS to
develop alternative federal-State cost-sharing formulas
In step (1)

<~ Detalled assessment and recommendation of
procedures for steps (2) — (4)

<~ Develop and test a spreadsheet tool to inform cost
allocation planning at each step (1) — (4) for alternative
State-local cost-sharing formulas
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Questions and Discussion
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