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CHAPTER 1 INTRODUCTION
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PURPOSE AND SCOPE OF THIS APPENDIX

The purpose of this Financial and Economic (F&E) Appendix is to document the financial and
economic analysis prepared by the Central Utah Water Conservancy District (District), the Utah
Reclamation Mitigation and Conservation Commission (Mitigation Commission), and the
Department of the Interior (Interior) for completion of the Bonneville Unit under the Central Utah
Project Completion Act (CUPCA)." These studies support the 2004 Supplement to the Bonneville
Unit Definite Plan Report required by Section 205 of CUPCA.

The purposes of the financial and economic analysis are to present the Bonneville Unit’:
(1) justification, which is measured by comparing its benefits with costs: (2) financial feasibility,
which consists of allocating its costs to the purposes served and distributing the costs among sources
of funding; and (3) repayment and cost sharing, which accounts for the assignment of all allocated
Costs.

This chapter summarizes the Bonneville Unit’s Congressional Authorizations, its components,
required contracts and agreements, and recent changes in the financial and economic analysis.
Subsequent chapters present the analysis, organized as follows:

Chapter 2 — Bonneville Unit
Chapter 3 - Bonneville Unit Benefits
Chapter 4 - Bonneville Unit Costs
Chapter 5 — Economic Analysis
Chapter 6 - Cost Allocation

Chapter 7 — Project Repayment
Chapter 8 - References

Selected references and computations are presented in the following attachments:

o Attachment A - Correspondence Regarding the Cost Allocation Method;

e Attachment B - Memorandum on Irrigation Benefits for UBRP;

o Attachment C - USBR Construction Cost Trends and Consumer Price Index;

e Attachment D - USBR memorandum regarding Power Benefits; and

o Attachment E - Fish and Wildlife Service Memorandum regarding User-Day Values.

The analysis in this appendix covers the entire Bonneville Unit, including facilities already
constructed, under construction, or being planned. The analysis is an update of those in the Financial
and Economic Appendix to the 1988 Bonneville Unit Definite Plan Report (1988 DPR).

1 CUPCA consists of Titles II through VI of Public Law 102-575, the Reclamation Projects Authorization
and Adjustment Act of 1992.
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CHAPTER1 INTRODUCTION

To the degree it was possible, all benefits and projected costs in this Financial and Economic
Appendix are enumerated in October 2004 dollars.

AUTHORIZATIONS AND PREVIOUS REPORTS

Construction of the Bonneville Unit began under the 1956 Congressional authorization of the Central
Utah Project included in the Colorado River Storage Project Act (Public Law 84-485) (CRSPA) and
is being completed under the 1992 Central Utah Project Completion Act (Public Law 102-575)
(CUPCA), as amended (particularly the amendment contained in Public Law 107-366, enacted
December 19, 2002.

Original Authorization in 1956

The Central Utah Project (of which the Bonneville Unit is a key element) was originally authorized
as part of the Central Utah Project (CUP) by CRSPA , which was signed on April 11, 1956. The
CUP (see Figure 1-1) is a participating project of the Colorado River Storage Project (CRSP) and
is intended to develop and distribute a portion of Utah’ s share of Colorado River water for use in
the Uinta Basin and Great Basin of Utah. Construction of the Bonneville Unit began in 1965.
Construction proceeded gradually, and a substantial portion of the Bonneville Unit was constructed
under this original authorization.

The original authorization was based on planning reports by the USBR and has been amended from
time to time by acts of Congress. A Definite Plan Report (DPR) for the Bonneville Unit was
prepared in 1964. In 1988, the USBR issued a draft supplement to the 1964 DPR presenting the
then-current comprehensive plan for the Bonneville Unit and describing changes since 1964.

Congress regarded the 1988 draft supplement as being filed and approved by the Secretary (CUPCA,
Section 205(c)); consequently it became the 1988 Bonneville Unit Definite Plan Report (1988 DPR).

Central Utah Project Completion Act

In 1992, Congress enacted CUPCA, which was signed into law on October 30, 1992. With CUPCA,
Congress provided direction for the completion of the CUP and required various changes in the
USBR's plan of development.

CUPCA was amended last on December 19, 2002, by PL 107-366. This amendment specifically
expanded the authorization to construct features to deliver M&I water to lands in the Utah Lake
drainage basin by adding features and also authorizing funding of power development on units of
the CUP. In addition, PL 107-366 expanded the funds for implementing water conservation
measures to include recycling of return flows from wastewater treatment plants and the use of
reverse osmosis membrane technology, which is a key to using Utah Lake waters. In addition,
funding for project power was authorized.

Financial and Economic Appendix 1-2 1.B.02.029.B0.133
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CHAPTER 1 INTRODUCTION

m

CUPCA requires a DPR containing a description of the Bonneville Unit with emphasis on the
remaining features to be constructed. (Refer to CUPCA, Section 205). The Congressional
Committee report accompanying CUPCA states that the intended requirement was for ". . . a fully
updated supplement to the 1988 DPR", meaning an updated financial and economic analysis of the
Bonneville Unit (House Report, 1991).

The Irrigation and Drainage System (I&D System) was reauthorized in CUPCA. The District
formulated the Spanish Fork Canyon-Nephi Irrigation System (SFN System) when it was determined
that the I&D System would no longer convey water to points outside the Utah Lake drainage basin.
These changes in the project plan were reflected in the SFN System 1998 Draft Supplement to the
1988 Definite Plan Report for the Bonneville Unit. Changes in M&I water demands in Utah and Salt
Lake Counties have resulted in further plan modifications. These modifications consist primarily
of a shift from irrigation to M&I use. The water supply has been developed by Bonneville Unit
facilities that are already complete and through the acquisition of the District’s water rights in Utah
Lake.

The Utah Lake Drainage Basin Water Delivery System (ULS) is required to deliver this water to
users within the Utah Lake drainage basin in Utah and Salt Lake Counties. The District is authorized
by Congress in Section 202 of the CUPCA to work with Interior to develop a plan of action to
complete the Bonneville Unit by means of the ULS project. The Mitigation Commission is a joint
lead with the District and Interior in the development of ULS.

The ULS is the final component of the Bonneville Unit of the Central Utah Project. Goals for this
portion of the project are: (1) to develop, convey, and deliver the remaining Bonneville Unit water
supply for municipal and industrial uses and temporary agricultural supply along the Wasatch Front
of Utah and (2) to complete the remaining environmental commitments of the Bonneville Unit
associated with previously constructed systems.

The required DPR needs to contain a financial and economic analysis of the Bonneville Unit
(CUPCA, Section 205). Moreover, CUPCA originally stipulated that the regulations for the cost
allocation of the analysis will be prescribed by the Comptroller General of the United States ". . . not
later than one year after the enactment of this Act" (CUPCA, Section 211). The required instructions
were contained in a letter from the General Accounting Office (GAO) dated January 25, 1994, and
a letter to GAO dated March 22, 1994, which are reproduced in Attachment A to this Appendix. The
Comptroller General administers the GAO. However, Public Law 104-316, enacted on October 19,
1996, transferred these functions from the Comptroller General to Interior’s Inspector General.
Therefore, also included in Attachment A is a copy of the February 7, 1997, letter to the Inspector
General.
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CHAPTER1 INTRODUCTION

BONNEVILLE UNIT COMPONENTS

The Bonneville Unit consists of facilities to develop and more fully utilize waters tributary to the
Duchesne River in the Uinta Basin of Utah, to facilitate a transbasin diversion from the Colorado
River Basin to the Bonneville Basin, and to develop and distribute project water in the Bonneville
Basin.

For planning and coordination purposes, the Bonneville Unit was originally divided into six systems
according to location and function. These systems are: 1) the Starvation Collection System, 2) the
Strawberry Aqueduct and Collection System, 3) the Ute Indian Tribal Development, 4) the Diamond
Fork Power System, 5)the Municipal and Industrial (M&I) System, and 6) the Irrigation and
Drainage (1&D) System, which was superseded by the Spanish Fork Canyon-Nephi Irrigation (SFN)
System. As provided in section 202 of the CUPCA, if water is not delivered to the Sevier Bridge
Reservoir, “$125,000,000 shall remain authorized for the construction of alternate features to deliver
irrigation water to lands in the Utah Lake drainage basin.” An amendment (PL 107-366) in
December 2002 expanded this authorization to include municipal and industrial purposes. Also, the
Diamond Fork Power System was changed to the Diamond Fork System. CUPCA authorized eight
additional project or program components.

The Bonneville Unit facilities are listed and described in Chapter 2 — Bonneville Unit Facilities.
U.S. BUREAU OF RECLAMATION COSTS

Facilities constructed by the U.S. Bureau of Reclamation (USBR) were completed under the
authority given the Secretary of Interior by CRSPA. Under this act all project costs were federally-
funded. Expenditures were appropriated under Section 5 or Section 8 of the CRSP Act. Section 5
costs are for water supply, water conveyance, and hydro-power facilities. Section 8 costs are for
specific recreation or fish and wildlife facilities; Section 8 fish and wildlife expenditures can be for
either enhancement or mitigation. Both of these cost categories are described in Chapter 4 of this
F&E Appendix.

CUPCA COSTS

CUPCA costs continued to designate appropriations as Section 5 or Section 8 as described in the
CRSP Act. Each section of CUPCA is designated as Section 5 or Section 8. Titles Il and V of
CUPCA are Section 5 and all others are Section 8. In general, CUPCA also requires a local cost
share of no less than 35 percent of the reimbursable costs. The various titles under CUCPA are
briefly described below. Additional, more detailed, information will be presented in Chapter 4.

Title II (CUPCA)

Title II of CUPCA contains construction authority for water supply and related facilities. The costs
are Section 5 costs and consist of the following subcategories:
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Section 201 - Additional funding for the Colorado River Storage Project (CRSP);

Section 202 - Bonneville Unit Water Development;

Section 203 - Uinta Basin Replacement Project (UBRP);

Section 204 - Non-Federal Contribution (Local Cost Share),

Section 205 - Definite Plan Report and Environmental Compliance;

Section 206 - Local Development in Lieu of Irrigation and Drainage;

Section 207 - Water Management Improvement Program;

Section 208 - Limitations on Hydropower Operations (later amended on December 19, 2002 to
include funding for project power);

Section 209 - Operating Agreements;

Section 210 - Jordan Aqueduct Payment;

Section 211 - Audit of CUPCA Cost Allocations;

Section 212 - Surplus Crops.

Title III (CUPCA)

Title III authorizes the construction of facilities for fish, wildlife, recreation mitigation, and
conservation. The costs under Title III are Section 8 expenditures and are non-reimbursable (except
for a portion of the Daniel Creek Replacement Project, which is funded under Section 5).

Title IV (CUPCA)

Title IV authorizes the establishment of the Utah Reclamation Mitigation and Conservation Account
and establishes the Utah Reclamation Mitigation and Conservation Commission (Mitigation
Commission). The Mitigation Commission was established to develop plans and administer the
mitigation and conservation program. CUPCA also established the Utah Reclamation Mitigation and
Conservation Account to be funded by contributions from Interior, the State of Utah, the District,
and the Western Area Power Administration. The Mitigation Commission is charged with
implementing the mitigation for all of the CUP components, including the Bonneville Unit, with
funds contributed to the account. The funds contributed to the account are included with the
Bonneville Unit costs in Chapter 4 and are allocated in Chapter 6.

The Bonneville Unit contains numerous streamflow provisions to improve and maintain aquatic and
habitat, most of which are required by CUPCA. The streamflow provisions may be grouped into
the following four categories with respect to the way they affect the cost allocation in Chapter 6.

o "Fishery Flow" of 44,400 acre-feet annually released to the Duchesne River and its tributaries.
This requirement stemming from the 1980 Stream Flow Agreement, as amended, was
implemented by CUPCA for trout fishery maintenance. These releases are made from the
Strawberry Aqueduct and Collection System and a portion of the cost of that system is allocated
to fish and wildlife in recognition of the water provided. These releases are termed "fishery
flow" to distinguish them from the following three streamflow provisions of the Bonneville Unit.
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e Restoration of summer streamflow in Strawberry River system upstream of Strawberry
Reservoir. This flow restoration is achieved through the termination of two transbasin diversions
by the Daniel Irrigation Company, which will be provided with replacement water by means of
the Daniel Replacement Project, the costs of which are allocated to fish and wildlife
enhancement.

e Diamond Fork Creek flow reduction. The high summer flow that has historically occurred in
Diamond Fork Creek will be reduced by conveying a portion of the flow in the Diamond Fork
System facilities. This will improve aquatic and riparian habitat. A portion of the cost of the
Diamond Fork System will be allocated to fish and wildlife.

e Minimum flow requirements in various streams. These are minimum flow requirements to
maintain aquatic habitat in Diamond Fork and Sixth Water Creeks and the lower Provo River.
Most of these requirements stem from CUPCA but some originated prior to CUPCA.

In addition, water deliveries under the ULS System would be made to Utah Lake via Hobble Creek
near Springville and the lower Provo River for fish and wildlife purposes. Consequently, a portion
of the costs for the pipelines constructed under the ULS System will be allocated to both Section 5
and Section 8 fish and wildlife purposes.

Title V (CUPCA)

Title V of CUPCA is the Ute Indian Rights Settlement. It compensates the Ute Tribe of the Uintah
and Ouray Reservation for unfulfilled obligations in the 1965 Deferral Agreement. The Deferral
Agreement was a necessary element for the transbasin diversion. Title V costs are allocated to
project purposes in the same proportion as the Strawberry Aqueduct and Collection System.

SIGNIFICANT CHANGES FROM PAST FINANCIAL AND ECONOMIC ANALYSIS

The Bonneville Unit is complete except for the ULS System. With CUPCA, Congress modified the
proposed plan of development contained in the 1988 DPR.

The original Congressional authorization and USBR procedures, prevailing at the time of
authorization, governed the financial and economic analysis in the 1964 DPR. In the 1964 and 1988
DPRs, the general method of allocating costs was the separable cost-remaining benefit (SCRB)
method. The SCRB method is based on the dollar savings that a proposed multiple-purpose project
produces in satisfying those purposes, compared to the cost of developing separate single purpose
projects to provide the same benefits. Bonneville Unit costs were allocated to various purposes (e.g.
water supply, recreation, fish and wildlife) according to the benefits produced for those purposes.
Funding for construction was primarily federal through USBR planning and construction programs.
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In 1992 CUPCA changed many aspects of the financial and economic analysis and required local
cost sharing to reduce the federal funds needed to complete the Bonneville Unit. The cost allocation
methodology, which is fundamental to the financial analysis, was also changed. The use of benefits
to distribute costs among project purposes was eliminated and the proportionate use of the facilities
was substituted. Numerous other changes occurred in the Bonneville Unit’s physical plan and cost
structure which affected the analytical process. The most significant of these changes, and chapters
in which they are addressed, are as follows:

e Local cost sharing is required - Chapter 7,

o Water conservation programs provide monetary benefits - Chapter 3;

o The costs of certain Uinta Basin facilities are included - Chapters 3 and 4;

o Ute Indian Water Rights Settlement costs were added - Chapter 4;

e A benefit-cost analysis is included based on the current project evaluation rate and an analysis

based on the Water Resource Council’s Economic and Environmental Principles and Guidelines
for Water and Related Land Resources Implementation Studies - Chapter 5;

o The method of dividing costs among project purposes is changed - Chapter 6;
» Federal cost ceilings were imposed on project facilities - Chapter 7.

CUPCA required local cost sharing for the completion of the facilities of the Bonneville Unit,
generally based on the ratio of 35 percent of reimbursable costs from local contribution and 65
percent federal financing. CUPCA also authorized an increase in the cost ceiling for various features
of the CUP, and authorized federal appropriations under a cost sharing arrangement with the District.

CONTRACTS AND AGREEMENTS

Numerous contracts and agreements with federal, State, and Local agencies are needed to construct
facilities, establish operational programs, provide reimbursement of federal funding, and provide for
local funding.

The District has already contracted with Interior to repay reimbursable federal costs of irrigation and
M&I water supply associated with the initial project water supply and the Uinta Basin Replacement
Project. The District and Interior have negotiated an additional repayment contract and water service
agreement for the Utah Lake System.
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CHAPTER 2 BONNEVILLE UNIT

The Bonneville Unit is a multipurpose water project. Nearly completed, it serves’a variety of
water-related purposes. Bonneville Unit water purposes include: irrigation, M&I, fishery needs,
power, flood control, w