Agenda Item 7b
Meeting Date: June 23, 2016

AMENDED IN ASSEMBLY MAY 11, 2016

CALIFORNIA LEGISLATURE—2015—16 REGULAR SESSION

ASSEMBLY BILL No. 2304

Introduced by Assembly Member Levine

February 18, 2016

An act to add Chapter 7.5 (commencing with Section 485) to Division
1 of the Water Code, relating to water.

LEGISLATIVE COUNSEL’S DIGEST

AB 2304, as amended, Levine. California Water Market-Exehange:
Clearinghouse.

Existing law, the Costa-Isenberg Water Transfer Act of 1986, requires
the Department of Water Resources to establish an ongoing program
to facilitate the voluntary exchange or transfer of water and implement
the various laws that pertain to water transfers. The act requires the
department to create and maintain a list of entities seeking to enter into
water supply transfers, leases, exchanges, or other similar arrangements
and to maintain a list of the physical facilities that may be available to
carry out water supply transfers. The act requires the department to
prepare a water transfer guide with prescribed components.

This#H bill, on and after July 1, 2018, would establish the California
Water Market—Exehange,—governed—by—a—5-member—board,—in
Clearinghouse as an independent office within the Natural Resources
Ageney: Agency for the purpose of making the water transfer and
exchange process more transparent and more efficient and to enhance
access to voluntary water market transactions, as specified. This bill
would require the
clearinghouse, on or before December 31, 2018, to create a centrallzed
water market platform on its Internet Web site that provides ready access
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to information that has been provided about water available for transfer
or—exehange: exchange and information about the process for
transferring or exchanging water. The bill would require the Secretary
of the Natural Resources Agency to convene a Water Market
Clearinghouse Task Force, composed as prescribed, and would require
the task force to make recommendations to the clearinghouse, as
specified. The bill, on or before December 31, 2018, would require the
clearinghouse to consider and act upon the recommendations submitted
by the task force in order to establish administrative procedures under
which state agencies would more expediently act upon proposed water
transfers or exchanges and would prioritize projects that provide
environmental and community benefits or have a demonstrated history
of minimal potential impact to other legal water users or instream
beneficial uses. The bill would require the clearinghouse to work in
collaboration with other state agencies to make necessary changes in
the rules and regulations governing water transfers and exchanges.
This-bikfer bill would require all transfers-ane or exchanges of water

occurring on or after January 1,268 would+reguire-the-submission-of
eeﬁelﬂ—data—and—mfeﬁﬂaﬁen—te—the—marke{—e*ehaﬂge—&ed 2020, that

require conveyance across the Sacramento-San Joaquin Delta or result
in conveyance of water from one watershed to another to be submitted
to the clearinghouse and processed, as specified, and would require

the payment of an administrative fee to the—market—exehange;
clearlnghouse for this processmg as speC|f|ed %rs—bﬂl—we&ld—reqwre

w&h—feeler&l—s%a%e—and—lee&legeﬂeres—The b|II on or before December

31, 2018, would require the agency to create an Office of the Water
Transfer Advocate within the clearinghouse and to appoint an advocate.

Vote: majority. Appropriation: no. Fiscal committee: yes.
State-mandated local program: no.

The people of the State of California do enact as follows:

1 SECTION 1. The Legislature finds and declares all of the
2 following:

3 (@) A more efficient water transfer process and a more
4 accessible water market can play important roles in reducing
5 uncertainty and water shortage impacts on the state’s economy
6 now and in the future.
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(b) The California Water Action Plan calls for making
improvements to the water transfer process as part of a
comprehensive, long-term water management policy.

(c) While numerous water agencies and water users currently
participate in the water market, water transfer processes are
complex and water market information may not be readily
available to the public and all potential sellers and buyers.

(d) Providing greater transparency in and access to water
marketing will provide a needed tool to increase water supplies
by leveraging significant local and regional investments made
over the past two decades to increase water supply reliability.

(e) An enhanced water market, used in conjunction with
investments in conveyance, water use efficiency, including water
conservation and water recycling, surface and groundwater
storage, desalination, and other strategies, will add to the water
supplies that are available to help the state weather multiple years
of drought and protect economic and environmental uses of water.

() Voluntary water transfers are a proven and effective way to
help meet California’s water needs, as evidenced by the landmark
1991 Governor’s Emergency Drought Water Bank and numerous
subsequent water banks, exchanges, and short- and long-term
water transfers.

(g) Water markets can improve water use efficiency and pricing,
which in turn can contribute to increased water supply for
consumptive uses, enhanced stream flows, and more water for
wetlands and other environmental resources. This benefit would
be of particular importance during prolonged drought.

(h) Improving the water transfer process and enhancing access
to water markets can accomplish all of the following:

(1) Protect existing local and regional investments.

(2) Improve coordination among water agencies.

(3) Incentivize significant investments in water use efficiency
projects and programs.

(4) Increase water supply and water supply reliability for urban
and agricultural water users.

(5) Increase the quantities or improve the timing of water
available for transfers by providing information to sellers and
buyers who might not otherwise have sufficient information to
participate in water markets.
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(6) Benefit the environment by enhancing the state’s water
supplies and increasing the amount or improving the timing of
water available for environmental uses.

(7) Benefit communities by bolstering water supplies and
reducing reliance on groundwater resources.

SEC. 2. Chapter 7.5 (commencing with Section 485) is added
to Division 1 of the Water Code, to read:

CHAPTER 1.5. CAriFORNIA WATER MARKET CLEARINGHOUSE

485. This chapter shall be known, and may be cited, as the
California Water Market Clearinghouse Act of 2016.

486. It is the intent of the Legislature to create the California
Water Market Clearinghouse to do all of the following:

(a) Advance water sustainability, resiliency, and adaptability
to drought and climate change by promoting efficient water
markets.

(b) Provide important benefits and opportunities for
disadvantaged communities and environmental resources.

(c) Increase agency coordination, transparency, and
decisionmaking capacity.

(d) Facilitate water transfers and water user access to
exchanges by the establishment of a centralized market information
platform and better coordinated review and approval processes,
thereby streamlining the process. This can be achieved without a
significant increase in the overall transaction costs or regulatory
burdens associated with water transfer processes.

(e) Enable and encourage public and private investments in
water use efficiency and other water-saving measures through
participation in water transfers and exchanges.

(f) Promote and enable water transfers and exchanges as
effective mechanisms for management of sustainable surface and
groundwater resources in the state.

(9) Protect environmental resources, including groundwater,
consistent with the requirements of the Sustainable Groundwater
Management Act (Part 2.74 (commencing with Section 10720) of
Division 6).

(h) Protect drinking water supplies in areas of origin from
cumulative impacts of multiple or long-term water transfers and
exchanges.
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487. (@) On and after July 1, 2018, the California Water
Market Clearinghouse shall operate as an independent office
within the Natural Resources Agency. The purpose of the California
Water Market Clearinghouse is to make the water transfer and
exchange process more transparent and more efficient and to
enhance access to voluntary water market transactions, in
particular those that provide environmental or social benefits.

(b) The director of the California Water Market Clearinghouse
shall be appointed by the Secretary of the Natural Resources
Agency.

488. (@) On or before December 31, 2018, the California
Water Market Clearinghouse shall create a centralized water
market platform on its Internet Web site that provides ready access
to information that has been provided about water available for
transfer or exchange and information about the process for
transferring or exchanging water. The platform shall be readily
available to the public and contain all water transfer or exchange
data and information collected by the California Water Market
Clearinghouse.

(b) On or before December 31, 2018, the California Water
Market Clearinghouse shall consider and act upon the
recommendations submitted by the Water Market Clearinghouse
Task Force and shall establish administrative procedures under
which state agencies shall more expediently act upon proposed
water transfers or exchanges. Those procedures shall require state
agencies to prioritize projects that provide environmental and
community benefits or have a demonstrated history of minimal
potential impact to other legal water users or instream beneficial
uses. The California Water Market Clearinghouse shall act
consistent with rulemaking procedures of the state and shall work
in collaboration with other state agencies to make necessary
changes in the rules and regulations governing water transfers
and exchanges.

(c) On and after January 1, 2020, all transfers or exchanges
that require conveyance across the Sacramento-San Joaquin Delta
or result in conveyance of water from one watershed to another
shall be submitted to the California Water Market Clearinghouse
and processed according to the procedures and standards
established, pursuant to subdivision (b), by the California Water
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Market Clearinghouse in coordination with other state and federal
agencies.

(d) On or before December 31, 2018, the Natural Resources
Agency shall create within the California Water Market
Clearinghouse an Office of the Water Transfer Advocate and
appoint a Water Transfer Advocate.

(e) Nothing in this chapter provides authority to the California
Water Market Clearinghouse to approve or disapprove water
transfers or exchanges.

489. (a) In order to provide the California Water Market
Clearinghouse with appropriate recommendations to improve the
water transfer process and increase access to the water market as
part of a comprehensive, long-term water management policy, the
Secretary of the Natural Resources Agency shall convene a task
force, to be known as the Water Market Clearinghouse Task Force.

(b) The Water Market Clearinghouse Task Force shall make
recommendations, based upon the best available science, to the
California Water Market Clearinghouse regarding all of the
following:

(1) How to aggregate and disclose in a publicly accessible
manner the information required to be submitted in support of an
application to transfer water pursuant to Section 1725 or any other
law. The information should include, but not be limited to, all of
the following:

(A) The names of the water buyer and seller.

(B) The quantity of water to be transferred or exchanged.

(C) The price to be paid for the water transfer or exchange.

(D) The time and duration of the water transfer or exchange.

(E) The nature of the underlying right to the water proposed to
be transferred or exchanged.

(F) The origin and proposed point of use, place of use, and
purpose of use of the transferred or exchanged water.

(G) A description of the conveyance and storage facilities
necessary to complete the transfer or exchange.

(H) An identification of any third-party impacts including, but
not limited to, water quality impacts.

(2) The information required for water users and the public to
readily track the progress of a proposed transfer through agency
review to ensure expedient approval whenever possible.
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(3) The type of information that the California Water Market
Clearinghouse should require to be submitted to it by state or local
agencies that approve a water transfer or exchange after the
transfer or exchange is completed. The information should include,
but not be limited to, all of the following:

(A) The quantity of water transferred or exchanged.

(B) The new place of use for the transferred or exchanged water.

(C) The new point of rediversion for the transferred or
exchanged water.

(D) The parties to the water transfer or exchange.

(E) The conveyance and storage facilities used to complete the
water transfer or exchange.

(F) The time and duration of the water transfer or exchange.

(4) Procedures and standards designed to provide for all of the
following:

(A) Better coordinated review of and action upon applications
or proposals to transfer or exchange water, or both.

(B) Priority for projects that provide environmental and
community benefits or have demonstrated a history of minimal
potential impact to other legal water users or instream beneficial
uses.

(C) Reduced transaction costs of water transfers and exchanges.

(D) Comprehensive evaluation of transfers that should be
eligible for expedited review, with consideration of drinking water
supply, environmental quality, and groundwater sustainability
benefits and impacts.

(E) Assurance that transfers and exchanges protect
environmental and community resources in areas of origin and in
recipient areas.

(F) Demonstration that a transfer will not adversely affect
groundwater conditions in any areas involved in the transfer.

(c) In addition to the recommendations required pursuant to
subdivision (b), the Water Market Clearinghouse Task Force may
consider and make recommendations, based upon the best
available science, to the California Water Market Clearinghouse
regarding any or all of the following:

(1) Consolidating places of use.

(2) Incentivizing and facilitating water use efficiency-related
water transfers, as well as transfers between environmental uses.
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(3) Developing and facilitating pilot transfers based on crop
fallowing and other practices to quantify and validate consumptive
water use rates and incorporating findings into water transfer
guidelines.

(4) Providing transparency regarding Delta carriage water loss
analysis.

(5) Establishing or documenting conveyance access protocols.

(6) Creating market mechanisms for access to capital.

(d) (1) The Water Market Clearinghouse Task Force shall be
composed of the following members:

(A) One representative from each of the following state
agencies:

(i) The Natural Resources Agency. This representative shall
serve as the chair of the Water Market Clearinghouse Task Force.

(if) The department.

(iii) The Department of Fish and Wildlife.

(iv) The Department of Food and Agriculture.

(v) The Office of Planning and Research.

(vi) The board.

(B) Representatives from academia, agricultural water suppliers,
municipal water suppliers, disadvantaged communities,
environmental and conservation organizations, and groundwater
management entities.

(C) Representatives from entities that have participated in water
transfers as sellers and buyers of water.

(2) The federal water and resources agencies shall be invited
to have representatives participate in the Water Market
Clearinghouse Task Force.

(e) The Water Market Clearinghouse Task Force shall conduct
three public meetings to consider public comments on draft
recommendations to the California Water Market Clearinghouse.
The Water Market Clearinghouse Task Force shall publish draft
recommendations at least 30 days before the public meetings. One
public meeting shall be conducted at a location in northern
California, one public meeting shall be conducted at a location in
the central valley of California, and one public meeting shall be
conducted at a location in southern California. The Water Market
Clearinghouse Task Force shall invite California Native American
tribes, environmental justice organizations, cities, counties, and
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local production agricultural organizations to participate in the
public meetings.

() On or before January 1, 2018, the Water Market
Clearinghouse Task Force shall submit its recommendations to
the California Water Market Clearinghouse.

490. (a) Anyone submitting information pursuant to subdivision
(c) of Section 488 shall pay an administrative fee, established by
the California Water Market Clearinghouse, to recover the
reasonable costs of the California Water Market Clearinghouse
in administering this chapter.

(b) Fees imposed pursuant to subdivision (a) shall be deposited
in the California Water Market Clearinghouse Fund, which is
hereby created in the State Treasury. Moneys in the fund shall be
available, upon appropriation by the Legislature, to the California
Water Market Clearinghouse for the purposes of this chapter.

491. This chapter applies in addition to any other law relating
to water transfers and exchanges.

- - ' - - -
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BILL ANALYSIS

Date of Hearing: May 25, 2016

ASSEMBLY COMMITTEE ON APPROPRIATIONS

Lorena Gonzalez, Chair

AB 2304
(Levine) - As Amended May 11, 2016

|Policy
|]Committee:

Urgency: No State Mandated Local Program: NoReimbursable: No

SUMMARY :

This bill establishes the California Water Market Exchange
Clearinghouse (Clearinghouse) in the Natural Resources Agency
(NRA) to enhance access to voluntary water market transactions.
Specifically, this bill:

1)Requires the NRA Secretary to appoint a director of the
Clearinghouse, and to establish and Chair a task force of
members of state agencies and various stakeholders to develop
recommendations on how to create and implement the
Clearinghouse, as specified.

2)Requires the Clearinghouse to create a centralized water
market platform by December 31, 2018. Establishes an
unspecified administrative fee to be deposited in the
California Water Market Clearinghouse Fund for appropriation
by the Legislature.
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3)Requires the NRA to create an Office of the Water Transfer

Advocate and appoint the Advocate on or before December 31,
2018.

FISCAL EFFECT:

1)Increased costs of between $750,000 and $1.2 million to adopt

regulations to establish administrative procedures.

2)Unknown cost associated with the activities of the task force.

3)Annual operating costs of approximately $2 million per year

for transfers and exchanges concerning State Water Project
(SWP) water and an additional $2.1 million per year for
non-SWP water to be conveyed through SWP facilities.

The Department of Water Resources notes that the direction in
this bill to prioritize environmental and community benefit
transfers is counter to the contractual obligations which may
result in costly legal challenges.

COMMENTS:

1)Purpose. According to the author, only 3% of water used in

California comes from water transfers. This bill is intended
to improve transparency, increase market participation, and
enhance the environmental and community resources in our
poorest communities while providing for less burdensome water
transfers.

2)Background. Water transfers involve a change in the place of

water use, from the water®s historic point of diversion and
use, to a new location either within or outside the watershed
of origin. Water transfers can last up to a year (temporary),
more than a year, or be permanent. Water transfers are
strictly voluntary, and must not create harm to other legal
water users, the environment, or the local economy from which
the water is being transferred.

Water transfers can be an effective water management tool.
Transfers are particularly useful for meeting critical needs
during drought periods. Transfers can only occur with "‘new
water" the surface water system will realize as a result of
changes in reservoir operation, groundwater substitution, crop
idling or shifting, and occasionally water conservation action
taken.
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In March 2016, the Association of California Water Agencies
released principles recommending ways to improve the water
transfer process. There appears to be general agreement among
many on the need for improvement in the governance and
management of data associated with water transfers. This bill
attempts to provide guidance, transparency, and data to make
the water transfer process more efficient.

Related Legislation. AB 1755 establishes the Open and
Transparent Water Data Act to create a statewide information
system to integrate water data in publicly accessible website
to simplify and expedite decision-making. This bill will be
heard today in this Committee.

Analysis Prepared by:J ennifer Galehouse / APPR. / (916)
319-2081





