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. Introduction

In 2012, the Water Resources Commission adopted the state’s first Integrated Water Resources Strategy
(IWRS), which recommended actions for the state to better understand its water resources, and meet current
and future instream and out-of-stream water needs. Water is essential for economic growth and
development, job creation, and the livelihoods of many farmers, ranchers, Oregon Tribes, and communities
across the state. In addition, water is necessary to support fish and wildlife, recreation, water quality, and
other instream uses that are important to Oregonians. Water challenges if left unaddressed, will likely
increase in the future. Failing to address these challenges will impact the quality of life for Oregonians and
prevent communities and the state from reaching their economic, social, and environmental vision for the
future. Therefore, as called for in IWRS Recommended Action 10E (authorize and fund a water supply
development program), it is important for the state to have an active role in supporting water resources
projects that provide water for instream and out-of-stream purposes.

To help implement Recommended Action 10E and support a subset of other IWRS recommended actions
to meet Oregon’s water needs, the Oregon Legislature passed Senate Bill 839 (2013), providing the Water
Resources Department with the ability to support the development of water resources projects that provide
social, economic, and environmental benefits to meet instream and out-of-stream needs.

The legislation required the establishment of a task force (“Governance Task Force” or “Task Force”) to
look at the structure for water development project loans and grants under SB 839 and develop any
proposals for changing the structure that the Governance Task Force determines warranted. The review
could also include, but need not be limited to: (1) possible changes in the long-term structure of the role of
the state in providing loan and grant funding for water resources development under SB 839; and (2) the
decision-making process for the allocation of newly developed water from projects whose uses of water are
not specified in the funding application. The Task Force strove to reach agreement on all items; however,
the task force was not required to achieve consensus.

Richard Whitman, Governor Kitzhaber’s Natural Resources Advisor, convened the Task Force. Members
of the Task Force included:

Katie Fast
Oregon Farm Bureau

David Filippi
Stoel Rives LLP

Patrick Griffiths
City of Bend

Teresa Huntsinger
Oregon Environmental Council

Mark Landauer
Special Districts Association of Oregon

Janet Neuman
Tonkon Torp

Kimberley Priestley
WaterWatch of Oregon

Chris Taylor
West Coast Infrastructure Exchange

Eric Quaempts
Confederated Tribes of the Umatilla Indian Reservation

Amanda Rich
The Nature Conservancy

Gil Riddell
Association of Oregon Counties

Tracy Rutten
League of Oregon Cities

April Snell
Oregon Water Resources Congress

Jeff Stone
Oregon Association of Nurseries

Brad Taylor
Eugene Water and Electric Board

Joe Furia
The Freshwater Trust



The Task Force met between August 2014 and March 2015. Members of the Seasonally Varying Flows
Task Force were invited to participate in the discussions. This report summarizes the findings and
recommendations of the Task Force. The Task Force primarily focused on the state’s role in water
resources development and reviewing the structure of SB 839.

. Summary of Recommendations

Recommendation 1

To help meet instream and out-of-stream needs, the state should support funding for
each of the three functions: (1) planning, (2) project feasibility analysis, and (3)
project implementation.*

Recommendation 2
Encourage and support voluntary planning efforts. Address the gap in funding for
planning.?

Recommendation 3
Evaluate the existing SB 1069 (2008) feasibility study grants program and align it
with SB 839. Develop guidance on when SB 1069 should be used instead of SB 8309.

Recommendation 4

Establish an Advisory Committee to advise on implementation of SB 839 and other
water resources development programs to ensure that the state can effectively support
efforts to meet Oregon’s instream and out-of-stream water needs.

Recommendation 5
Develop funding and financing technical expertise at the state level to facilitate
knowledge of other funding programs and financing opportunities.

Recommendation 6

Adjust legislative timelines for SB 839 implementation and address conditioning of
certain storage projects that receive a water permit or license prior to applying for
funding (see amendment to HB 2400).

Recommendation 7
SVF establishment should be funded primarily through SB 839 funds. The process
and timelines of establishing a SVF need to be piloted.®

1 Inclusion of this recommendation does not indicate Task Force members’ positions on specific budget requests or legislative proposals.
Some members agreed to this recommendation with the goal of funding the types of projects envisioned under Senate Bill 839.

2 Inclusion of this recommendation does not indicate Task Force members’ positions on specific budget requests or legislative proposals.

8 Seasonally Varying Flows (SVF) referenced in this report are the flows that must remain instream for the purposes of determining
conditions for a new or expanded storage project that receives funding under SB 839 and is required by SB 839 to have an SVF.
See SB 839 (2013) for the definition.



lIl.  The State’s Role in Water Resources Development
The Governance Task Force members discussed the state’s role in water resources development and the
functions necessary in order to ensure that Oregon’s instream and out-of-stream needs are addressed both

now and into the future. In regard to the state’s role,
the Task Force discussed:

e The structure of how the state should fund
water resources projects, aspirations for the
funding structure, and what can be
accomplished in the short and long-term to
meet Oregon’s instream and out-of-stream
needs.

e The state’s role in project finance.

A. The Funding Structure to Help Meet Instream
and Out-of-Stream Needs

Steps to Identify and Fund Water Resources Solutions
The Task Force discussed steps in the project
development process and reviewed other funding
programs in order to understand the funding
landscape for water resources projects, as well as
identify funding gaps that could prevent successful
identification and implementation of projects. This
helped to inform discussions around the role of the
state and Senate Bill 839 funds. The components of
project development include planning, project
feasibility, and project finance and implementation.

Evaluate Project
Feasibility

Planning

v'  |dentify instream and
out-of-stream needs

v’ Identify
solutions/potential
projects to meet needs

Planning

Examples of Neighboring State Investments

Other states have been active in supporting place-based
planning and water resources development efforts.

California Since 2002, the state has awarded over $40
million in Integrated Regional Water Management Planning
grants and more than $750 million in grants to implement
projects identified in those plans. In 2014, California voters
passed Proposition 1, authorizing a $7.1 billion water bond.

Washington In 1998, the Washington Legislature passed
the Watershed Planning Act. It provides a framework for
local citizens, in collaboration with local, state and tribal
governments, to develop watershed plans that address the
future water needs of their communities. The Washington
Department of Ecology has provided over $100 million in
funds to support local government watershed planning and
management since the program’s inception.

In 2006, the State of Washington secured $200 million in
general obligation bonds for its Office of Columbia River to
"aggressively pursue development of water supplies to
benefit both instream and out-of-stream water uses.”

Project Finance and
Implementation

Understanding water needs and demands is a precursor to identifying projects that should be implemented
to meet those needs; therefore, planning is an essential step in queuing up projects. Funding for planning,
will ensure the state can facilitate the identification of solutions to meet instream and out-of-stream needs.

The nature of water makes addressing water resources challenges particularly difficult if done using a
piecemeal, uncoordinated approach. To successfully address complex water resources issues, solutions
should be holistic and coordinated so that various actions are not working in opposite directions.
Stakeholders representing various interests should be at the table in order for viable solutions to be
developed.



Place-based integrated water resources )
planning is one possible collaborative Place-Based Integrated Water Resources Planning®
approach to planning that could help

identify solutions to Oregon’s instream and The 2012 Integrated Water Resources Strategy recommends that the
out-of-stream water needs. Projects state support efforts to undertake place-based integrated water

identified th h llab . resources planning. Place-based planning is intended to empower
Identitied through a collaborative process communities and stakeholders to work collaboratively in partnership

are more likely to have broad support and with the state to better understand their water resources needs and

be well-vetted, which means that they will challenges, and identify how they plan to meet those water needs.

likely be more competitive for feasibility The state, as a partner, can help to ensure that the public’s interest is

and implementation funding. 4 protected and proposed solutions are in accordance with state laws
and policies.

Project Feasibility Analysis In 2014, the Water Resources Department began taking steps to

Prior to implementing a project, a number launch this new voluntary planning tool. Staff developed a white

of feasibility studies and environmental paper, held workshops, and took public comment on draft guidelines.

analyses are typically conducted. Such Based on the feedback received, pilot guidelines for place-based

studies help determine the environmental planning were developed and are available for piloting in 2015.

engineering, economic, and social

implications of proposed water supply projects. Analysis of a potential project’s feasibility is an essential
step in project development, allowing the assessment of a project’s viability before further resources are
expended on project implementation.

In the past, individuals and communities found it difficult to secure feasibility study funding as part of their
project development. To address this challenge, the Oregon Legislature passed Senate Bill 1069 (2008),
establishing the Water Conservation, Reuse and Storage Feasibility Grant Program. The program provides
match funding for project planning studies performed to evaluate the feasibility of developing a water
conservation, reuse or storage project (see Appendix A for the types of projects that may be eligible for
funding under SB 1069).

Since its inception, 54 grants have been awarded, totaling more than $3.2 million.

Project Finance and Implementation

Project implementation funding is necessary to allow the state to partner with others to carry out projects
that meet identified instream and out-of-stream needs.

In 2013, the Oregon Legislature passed SB 839, which will allow the state to fund instream and out-of-
stream water resources development projects that have social, economic, and environmental benefits. SB
839 authorizes the state to provide loans and grants to plan, evaluate and develop projects to meet instream
and out-of-stream needs.

° o
Evaluate Project Finance
ot Project and
Planning Feasibility Implementation
SB 1069 (2008) — Water SB 839 (2013) - Loans and Grants
Conservation, Reuse and to plan, evaluate and develop Water
Storage Feasibility Study Grants Supply Development Projects

* Place-based planning is included for informational purposes. Inclusion in this report is not intended to indicate Task Force members’
positions on place-based planning budget or legislative proposals.

> See footnote 4.

® See footnote 4.



Structure of Funding Programs

In order to understand project development funding gaps, the Task Force discussed what could be funded
by SB 839 and how SB 839 fits in with other funding programs and needs. SB 839 allows the Department
to provide loans and grants to “plan, evaluate and develop” water resources development projects. The
legislation also lists examples of projects that could be funded under the program, all of which involve a
water quantity component. The list however, is not intended to be exhaustive. To parse out what could be
funded under SB 839, Task Force members reviewed and discussed various types of example projects and
attempted to evaluate whether the project could be eligible for funding under SB 839.

The Task Force was reluctant to narrow the definition of eligible projects beyond the bill language. In the
short-term, the Task Force recommended that SB 839 be interpreted broadly pursuant to the statutory
language, as it is important not to exclude projects in order to have the flexibility to respond to
opportunities. As the program matures and there is an opportunity to align various funding opportunities
(planning and feasibility), the program should be periodically evaluated to ensure that it is meeting the
state’s objectives.

The Task Force felt that it was important to have funding programs for planning, feasibility analysis, and
project implementation. While they recognized the benefits of having separate funding programs for each
one, they also expressed a desire to allow the Department to have flexibility to move money between
funding programs. This would allow the state to seize opportunities if one program is undersubscribed,
while the other is oversubscribed. The Task Force, however, cautioned against the use of funds from bonds
to pay for planning activities, as bonds are typically issued for construction and not planning projects.

Recommendation 1
To help meet instream and out-of-stream needs, the state should support funding for each of the three
functions (1) planning, (2) project feasibility analysis, and (3) project implementation.’

Funding for Planning

The group discussed whether either of the existing funding programs (SB 839 and SB 1069) could fund
place-based planning. While some thought that place-based planning could be eligible for funding under
SB 839, others noted that SB 839 is not ideal to fund broader-scale planning efforts such as place-based
planning. The noted exceptions were Bureau of Reclamation WaterSMART studies and the US Army
Corps of Engineers’ Reservoir Reallocation study, which are explicitly authorized under the bill. Similarly,
SB 1069 is more focused on evaluating the feasibility of specific projects and not for broader planning
efforts; therefore, there is not a dedicated source of funding for planning.

In order to identify solutions to meet instream and out-of-stream needs, additional collaborative planning is
necessary to build trust within communities, as well as identify solutions that will have broad support,
improving their chance of success. This is a gap in funding that needs to be addressed. A process should
be setup to fund planning efforts.

Recommendation 2
Encourage and support voluntary planning efforts. Address the gap in funding for planning. ®

" Inclusion of this recommendation does not indicate Task Force members’ positions on specific budget requests or legislative proposals.

Some members agreed to this recommendation with the goal of funding the types of projects envisioned under Senate Bill 839.
§ See footnote 7.



Alignment of SB 1069 and SB 839

The Task Force reviewed a comparison table of SB 1069 and SB 839. Discussions centered on how the
two grant programs could work to address elements of project development and implementation including,
but not limited to, feasibility, design, and construction. There is some overlap between the programs, as
both SB 839 and SB 1069 can fund feasibility analyses for water conservation, storage, and reuse projects
(see Appendix A for the types of projects that may be eligible for funding under SB 1069 and SB 839).
However, it was noted that planning projects or projects that have not undertaken some planning and
feasibility analyses may not score well under SB 839. The scoring and ranking criteria for SB 839 are more
outcome-based, targeted at projects that provide specific public benefits. SB 1069 scoring has a greater
emphasis on determining the ability to execute and undertake a study within a timely manner. In addition,
it requires a higher cost match of 50 percent and has a cap of $500,000.

Ideally, SB 1069 feasibility grants would be used as a precursor to assess a project’s viability prior to
obtaining funding from SB 839. Currently, SB 1069 can only be used to fund feasibility studies for
conservation, reuse and storage projects, whereas SB 839 can be used for a broader portfolio of projects,
including the protection and restoration of streamflows. The Task Force recommended conducting an
evaluation of SB 1069 and streamlining the two programs so that SB 1069 would align with the broader
objectives of SB 839. The stakeholders generally like the SB 1069 program and want to ensure that the
program remains viable.

In the meantime, the Task Force recommended that guidance be developed to help the Department and
applicants determine when use of SB 839 funds is appropriate versus SB 1069. Specifically, the Task
Force recommended four factors for consideration when determining whether an applicant should apply for
SB 839 funding instead of SB 1069:

e The exceedance of the cap on SB 1069 of $500,000.

e Projects that have high public benefits, which would warrant the lower cost match of SB 839,
instead of SB 10609.

e Projects that are closer to implementation that are likely to be feasible; thereby, having lower risk
that may warrant a lower cost match. Speculative projects should go into SB 10609.

e Projects that are not eligible for funding under SB 10609.

The Task Force also recommended that if practicable, the SB 1069 and SB 839 funding decisions should be
made around the same time. This will help to make it apparent as to which applications should be utilizing
SB 1069 versus SB 839.

Recommendation 3
Evaluate the existing SB 1069 (2008) feasibility study grants program and align it with SB 839. Develop
guidance on when SB 1069 should be used instead of SB 839.

Long-term Program Evaluation and Adaptation

Depending on the type and complexity of a project, it could take years for a project to progress from
conception to feasibility analysis, and then through permitting and implementation. The establishment of a
funding program for water resources development to meet instream and out-of-stream needs is an important
undertaking for the state and stakeholders.

The Task Force members acknowledged that the program is still in its infancy and would need to be
adjusted over time, requiring long-term dedication of the Department and stakeholders to ensure successful

9



implementation. The Department will need to Other Water Policy Issues

establish monitoring procedures and processes to

report on implementation of the program to allow

members noted that realistically, an iterative a number of tools to help understand and meet Oregon’s
process is needed implement |eS,SonS learned after water needs. Mitigation banking is one such tool that

: was discussed by the Task Force that needs to be further

The Task Force recommended the
establishment of an advisory committee to provide advice and guidance on the setup of not just SB 839, but
the broader efforts to meet Oregon’s instream and out-of-stream needs. The advisory committee would
identify issues and improvements to help the state succeed in supporting water resources projects and
provide recommendations to the Water Resources Commission and Legislature.

Recommendation 4

Establish an Advisory Committee to advise on implementation of SB 839 and other water resources
development programs to ensure that the state can effectively support efforts to meet Oregon’s instream
and out-of-stream water needs.

B. The State’s Role in Project Finance

Depending on the project type and size, water resources projects involving infrastructure can be costly,
often ranging from several million to hundreds of millions of dollars. The state will not be able to fully
finance all water projects, but rather will have the capacity to provide funds to partner with other entities.
Therefore, identifying opportunities for innovative project financing opportunities is important, along with
identifying opportunities to leverage other funding programs and sources, while ensuring that project
proponents have some vested financial interest.

The Task Force discussed the possibility that SB 839 funds might be used as gap or match funding in
conjunction with other funding programs that have different requirements. While the Department must
apply the requirements in statute for SB 839, the Rules Advisory Committee should consider how
additional SB 839 funding requirements developed during rulemaking could be consistent with other
funding programs’ requirements. To the extent that the Department can provide technical assistance and
streamline funding program requirements, the Department should undertake efforts to do so.

Recommendation 5
Develop funding and financing technical expertise at the state level to facilitate knowledge of other
funding programs and financing opportunities.

IV.  Review of the Structure of SB 839

The primary purpose of the Task Force was to review the structure of SB 839 and make any
recommendations on changes. The Task Force reviewed the entire bill, made some recommendations for
adjustments, and then focused on scoring and ranking, as well as the process for Seasonally Varying Flows
(SVF) establishment.

10



A. Legislative Adjustments to SB 839

The Task Force recommended two changes: (1) adjust timelines to be more consistent with the pace
undertaken by the Governance and SVF Task Forces; and (2) address the applicability of the SVF so that it
applies to new projects that have received a permit or license prior to applying for funding, not just projects
that have not yet received a water right permit.

The timelines for the Task Forces and implementing SB 839 have not been met; therefore, there is a need to
adjust those timelines.

Under the current statutory language, if an applicant seeks funding, but already has a storage permit, the
Department has no authority to condition that permit to protect the SVF, even though the project has not
been built. This creates an unintended loophole for new projects and new expansions of projects that does
not meet the intent of the bill. In order to ensure that SVF requirements are consistently applied, regardless
of whether the water right permit is obtained before or after applying for funding, the task force
recommended that the statute be amended so that new or existing water storage permits can be conditioned
(for storage projects that receive funding under SB 839 and meet the three criteria for needing an SVF).

Recommendation 6

Adjust legislative timelines for SB 839 implementation and address conditioning of certain
storage projects that receive a water permit or license prior to applying for funding (see
amendment to HB 2400).

B. Scoring, Ranking and Other Items for the RAC
Task force members reviewed the scoring and ranking process outlined in SB 839 and discussed a number
of issues that will need to be addressed by the rules advisory committee (RAC). In developing the rules,
the RAC should seek to develop a scoring and ranking system that ensures that only good projects are
funded. Issues considered by the Task Force for further discussion by the RAC include, but are not limited
to:

e Whether a cost/benefit analysis should be required for projects.

e Components of a project that can be considered when analyzing public benefits.

o Level of analysis and information that needs to be provided by the applicant in order to determine

public benefits; whether the quantity and quality of analysis should be accounted for in scoring.

e Project readiness as a factor in the review process.

e Whether there should be use of an advisory group to review projects.

¢ Factors the Technical Review Team might evaluate such as public benefit criteria; type of projects;
geographical distribution of projects; security for loans; project readiness; level of cost share; past
experience with applicant; and quality of application materials.
Scoring scale, including potential use of likert scale and negative values.
Project feasibility and ability to repay as a factor in scoring and ranking.
Requirement for a financial analysis for loans.
Consideration of the recommendations in the Economic Task Force Subgroup Report.
Creating a pre-proposal process.

C. SVF Funding and Timing

There was much discussion about who pays for SVF funding. The Task Force believes that the SVF
analysis will contribute to the scientific understanding of the state’s watershed functions. Therefore, there
is some public interest and benefit obtained from conducting these studies. The Department has the

11



authority under SB 839 to spend funds directly on the development of an SVF for applications that it has
received.

SB 1069 includes some provisions that could allow for some of the initial SVF work to be undertaken.
However, the Task Force recommends that SB 839 primarily be used to establish SVFs for projects funded
under SB 839, and that generally, SB 1069 funding should not be used to establish an SVF to prevent
dilution of that program. However, to maximize the use of resources and allow some initial information to
be developed, work undertaken as required by the SB 1069 funding program for storage projects should
provide information that is consistent with the SB 839 requirements and methods, in case SB 839 funding
IS pursued.

Concerns were expressed that projects waiting on the establishment of SVFs would tie up funds; therefore,
projects may need to undergo a phased approach to funding under SB 839, if the SVF is expected to take a
longer time to establish. Thus, some projects may need to apply to have the SVF established prior to
moving forward with further requests for funding, whereas other projects with less complex SVFs may be
able to apply for implementation and SVF funding at the same time.

The interplay between the water right permit application process and SB 839 funding were also discussed.
The Task Force reviewed how that could potentially work; there may be a need to review this in the future
if opportunities for improvement are identified.

The Task Force also discussed the SVF methodology and that the statute requires the need for storing water
be given “due regard”, as well as the best available science. Pilots of the SVF methodology will be helpful
to ensure that the proposed matrix methodology does not preclude storage projects everywhere. It was
suggested that the Water Resources Commission could have the Department perform a few SVF pilots,
which would provide reassurance to all parties that the methodology will allow some projects to move
forward, while protecting the needed SVFs. The results of those pilots would not become official SVFs
until reviewed by the Commission. In the meantime, this would not prevent projects from moving forward
under the SVF methodology adopted in rule by the Commission.

Recommendation 7
SVF establishment should be funded primarily through SB 839 funds. The process and timelines of
establishing a SVF need to be piloted.

12



Appendix A. Types of Activities Funded by SB 1069 and SB 839

SB 1069

Research and planning performed to evaluate the
feasibility of developing a water conservation, reuse,
or storage project:

¢ Analyses of hydrological refill capacity;

¢ Water needs analyses;

* Refined hydrological analyses;

* Engineering and financial feasibility studies;

* Geologic analyses;

* Water exchange studies;

* Analyses of bypass, optimum peak, flushing and
other ecological flows of the affected stream;

* Comparative analyses of alternative means of
supplying water;

* Analyses of environmental harm or impacts;

¢ Analyses of public benefits;

* Fiscal analyses including estimated project costs,
financing for the project and projected financial
returns from the project;

¢ Hydrological analyses of a project, including the
anticipated effects of climate change on
hydrological refill capacity; and

¢ Analyses of potential water quality impacts.

‘ SB 839 ‘

Plan, develop and evaluate water development projects that:
* increase water use efficiency
¢ develop new or expanded storage
¢ allocate federally stored water
* promote water reuse or conservation
* protect or restore streamflows

Plan, develop and evaluate water development projects that
are developed in connection with the new increment of water
(newly developed water): (a) for new or expanded storage;
(b) allocated to a use under a secondary water right USACE
reallocation; or (c) conserved as part of an allocation of
conserved water project that;

* improve operations of existing storage facilities

¢ create new or improved water distribution, conveyance

or delivery systems
¢ provide for water management or measurement
¢ determine seasonally varying flows

Fund Bureau of Reclamation comprehensive basin studies,
or ongoing studies by US Army Corps of Engineers to
allocate stored water

13



	I.  Introduction
	II.      Summary of Recommendations
	III.     The State’s Role in Water Resources Development
	A.    The Funding Structure to Help Meet Instream and Out-of-Stream Needs
	Steps to Identify and Fund Water Resources Solutions
	Structure of Funding Programs
	Funding for Planning
	Alignment of SB 1069 and SB 839

	Long-term Program Evaluation and Adaptation

	B.    The State’s Role in Project Finance

	IV.     Review of the Structure of SB 839
	A.   Legislative Adjustments to SB 839
	B.   Scoring, Ranking and Other Items for the RAC
	C.   SVF Funding and Timing

	Appendix A. Types of Activities Funded by SB 1069 and SB 839

