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MEMORANDUM ~ ~ U

To:-  Director, PN, MP, LC, UC, GP - |
Attention: PN-3300 (Patterson), MP-440 (Tegelman); UC-284 (Loring), GP-2100
(Heidt), BCOO-4400 (Hvinden) ‘ ‘ ‘ _

From: RobertB. Hamilton | -
Manager, Economics Group

Subject: Revised Technical Standards, for Irrigation Payment Capacity Analyses

In coordination with the Policy Analysis Office, I am transmitting the subject technical guidance
for your information and-use. Payment capacity is defined as the estimated residual net farm
income of irrigators available for payment of both federal and non-federal water costs. Payment
capacity is typically determined through preparation of detailed farm budgets, '

These standards will be utilized by the Economics Group in the Technical Service Center for- .
_preparation of all future analyses as well as review: of analyses prepared by other organizational
entities within Reclamation.  There are.a small number of analyses in various stages of -
development which will be completed using previous gnidelines. The standards were developed
to achieve a desirable level of consistency, but they also allow for flexibility on a case-by-case
basis. : T et JE -

Many individuals contributed to development of the standards, notably, George St. George
(Great Plains Region), Al Reiners (Pacific Northwest Region); Lynn Hansen (Mid Pacific
Region), Alan Kleinman (Lower Colorado Region), Ken Beck (Upper Colorado Region), Randy
Christopherson (Technical Service Center), Rob Davis (Technical Service Center), and Dennis
Nelson (Technical Service Center). This document will eventually be incorporated into an
Economics Guidebook, jointly developed by the Program Analysis Office and the Economics
Group, which will also address benefit determinations, regional impact analysis, cost allocation,

and other economics-related topics.
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Plejase ensure that all interested parties in your region receive a copy of this transmittal. Ifyou
-have questions concerning the application of the standards, please contact me at (303) 445-2724.

PR . R e -

Attachment n
éc: Chief, Washington Liaison and Support, Attention: W-5020 (Handlon)

Director, Policy Analysis Office, Attention: D-5200 (Knapp,-Schluntz)
(w/attto each) . -

be:  D-8270 (File)
- (W/att)

© - . WBRRBHamilton:crh:11.24.98:2724
h:\...\doc\hamilton\pe_ guide.wpd -
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U_.S. Bureau of Reclamation |
Technical Standards for Irrigation Payment Capacity

Payment Capacity. Payment capacity is the estimated residual net farm income of irrigators
available for payment of both federally and non-federally assessed water costs, after deduction
for on-farm production and investment expenses as well as.appropriate allowances for
management, equity, and labor. Payment capacity is determined by estimating on-farm
economic and financial conditions expected to occur in the next 5 years with the federal project
inplace. This 5-year time horizon is based on Reclamation’s policy to review ability-to-pay
determinations every 5 years for repayment contracts and water service contracts entered into
after March 25;-1994. Only “with” project conditions are analyzed, i.e., payment capacity shall
’ not consider conditions that would exist in the absence of the relevant federal water project.
on-farm revenues of individual irrigators shall not be included when estimatifig payment

capaclty

w2

A, Analytical Methodologles and Tools. A vanety of methodologlcal tools may be
- employed to calculate payment capacxty, provided that the following standards are
incorporated in the analysis. Such tools or methodologies include, but are not '
limited to, crop enterprise or whole farm budgeting, linear programming,
quadratic programming, and econometnc modeling. When selecting a
) methodology to calculate payment capaclty, the analyst should be aware that
. ‘water users are more likely fo-accept the results of the’ analysxs if they understand
_notonly the underlymg principles of how the methodology woiks, but how input
"values such as prices and costs are derived.: Therefore, regardless of the
methodology used to calculate payment capacity, the supporting documentatxon :
should adequately describe how each of the input values were determined.

B. Characterisﬁcs of Representative Farms. Payment capacity should be
computed in sufficient detail, in terms of actual farm types, farm sizes, and
cropping patterns, to reflect representatlvc farm income in the project area. The
analysm shoild model operatorsh1ps, not ownershlps
- (1) Farm 'I'ypes. Enough fa:rm types should be ana.lyzed to reﬂect the kinds -
" 0f farm orgamzatlon and’ entexpnsw whlch influence the payment capasity -
mﬂwoﬂtbe dfea as'a wholé:> Al enterpnses of the typical operatorshould be =~
- included, whether mﬂnn nngatlon district boundaries ornot. If the
 typical Reclamation project itrigator also irrigates lands with water from
.non-Reclamation sources, those lands should be included. If irrigators
_ integrate nonirrigated crops and pasture and/or livestock enterprises into
- their farm operation, the analysis should include the income and expenses
“of those enterprises: In summary, payment capacity should reflect returns
to the entire operatmg unit,

2 Farm Size. In payment capacity studies, farm size should reflect the
actual size of typical farm operations subject to the minimum size
constraint noted below. In areas where farms of the same general type are
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differentiated only by distinct variations in farm size, a separate analysis
should be prepared for each representative farm size.

The minimum farm size budgeted should be at least large enough to
provide reasonably- full employment for the farm operator based on the
amount of investment and management expected for the type of farm
represented. In areas where a significant number of smaller, part-time
farm operations exist, full employment-should still determine minimum
farm size for the purpose of analysis. Small part-time farms are not

. included in the payment capacity analysis based; fi part, ¥%ubsection D

of the 1924 Fact Finder’s Act which requires the Secretary of the Interior

- to determine the ability of project lands to ‘support a family and pay water

charges’ (emphasis added). In addition, part:time farms can be considered
to reflect a ‘life~style preference’ rather than the primary means of earning
a living, as is the.case with a ‘full-time commercial’ farm. In some cases,
such as farms that produce high value specialty crops, the farm may not
provide full employment for the farm operator for the entire year. In such

- cases, the farm analyzed should be at leastlarge enough to provide full-

B time-employment for the operator through the primary cropping season.

3

Cropping Patterns. Cropping pattérns used in the payment capacity
analysis should be representative of the major irrigated and nonirrigated

. crops grown by typical operators in the project area with the project in

place. A representative cropping pattern can usually be determined by
"averaging the most recent 5 years of crop acreage data available, Small .
acreages of relatively minor crops may be grouped with the most similar
major crop represented in the analysis,” Iri cases where the most recent 5
years of crop data do not provide an accurate representation of the
expected cropping pattern, adjustments should be documented by the

+ . analyst: This may occur, for example, if new crops have been introduced,
- 3 drought year has occurred; or locat market conditions have changed.

T e B
. e : “‘ﬁ'?#'*"’ R R G R T

Sl

()  Fallow or uncropped land.. Fallow, idle, or uncropped land
© should be included as part of the, payment capacity analysis to the

extent that such land is financially or operationally integrated with
typical farms. For example, land idled to maintain eligibility in
various crop production or soil conservation programs should be
included in the payment capacity analysis, along with any
associated revenues and ownership costs, such as interest and
property tax. Costs beyond normal ownership costs (such as
herbicide application or tillage costs for weed and pest control)
should be justified if included in the analysis.

November 30, 1998

Damm N




‘ U.S. Bureau of Reclamation
Technical Standards for Irrigation Payment Capacity

C)) Crop Yields. Crop yields for payment capacity should be established at

‘ levels expected to be representative of the next 5 years of operation.
Generally, a simple average of the last 5 years of yield data provides a
reasonable first estimate of expected yields. Such data is usually available
either on a county level or at the district level from Reclamation’s crop
reports. Data from both sources should be considered and displayed in
payment capacity reports, if available. In addition, yield data from

-~ published extension studies should be reviewed, and yields should be
- discussed with extension agents, farm advisors, district personnel and area

- In some cases, particularly if there is a wide year-to-year variation in
- Yields, the analyst-should consider using an averaging period longer than'5
~ years. However, yield data more than 10 years old may not be reflective
of current yield technology and expectationis. In cases where the 5-year
yield average from published-sources is not appropriate, the analyst should
document the-rationale for altemative yield estimates

C. -~ - Prices Received. Prices received by. operators are combmed with crop and
livestock output to derive gross farm income. Prices received:-should be averagcd
to account for variation over-time and locahzed to fit the area of i mvesngatlon ds

“data pemnts

Farm program payments not reflected in prices received should be included in
gross farm income. In addition, pasture and aftermath grazing recelpts should'be .
mclude¢ ‘although published or tJme/Senes data is usually lacking. - FE
' Reclamatlon 8 standard procedure for prices received is to average the most recent
5 yearsof available data. If alternative pricing methods are used in the payment
S capac1ty analysis, reasons supporting the alternative methods should be presented
- in the documentation for technical review. . Since crop patterns, yields and prices
e cngesivedoften exert a great deal of influence oneach other; particularly for
. .speciality crops, the time periods used to. determme each of these vanables should

.~ .. correspond as much as possible, " -

It is preferable to use local or county prices received, but, in most cases, published
data is not available at lower than the state level. For speciality crops, it is

~ sometimes possible to collect primary data from commercial packers or
cooperatives which are more applicable than statewide averages. - Although
adjustments to state data to meet local conditions can be made, such adjustments
must be thoroughly researched and documented.
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Prices developed by USDA for use in benefit analyses prepared under the
Principles and Guidelines should not be utilized for payment capacity analyses
since they reflect national, rather than local, exchange values.

D. Investment Values. Several types of farm expense occur as a result of the
operator’s capital investment in land, improvements, equipment, breeding
- livestock, and other assets. For example, expenses associated with land include
- interest on investment and property taxes.- Expenses of depreciable assets such as
machinery include interest costs, property taxes, and depreciation. The discussion
..~ -—=helow:.develops standards for investment values which vary dependéfit on the
- expense being considered and data availability. Interest expense, depreciation,
and taxes are discussed in more detail in sections E.3., E.4., and E.5. (pages 8-10).

*

(1)  Land Value.

(@) - for interest. For computing interest expense, the investment value
LT of land should reflect its current fair market value based solely on
- -+ .7 agricultural production rather than a speculative or suburban -
e ' resideritial- value. Use of market valiie is necessary to be consistent
with data-used to compute interest expense, as subsequently ‘
- discussed. Often market values of agricultural lands can be
obtained from knowledgeable land appraisers in the area.

- In some cases, because many other factors (such as suitability for
urban or commercial development) influence the market value of -
T farmland; alternative methods of determining an appropriate
- ~ . agriculturally-based value may be documented and used. One such
R method is to use a land value equal to the annual valuation of
farmland for property tax purposes, especially where:iegislation or
programs are used to preserve and maintain agricultural land in
. aweas.where pressure. from urban development exists. Regardless
ieof what Jand value miethod is used; the analyst must determine '
. whether irrigation improvement and system costs are included in -
- the valug; Ifthese costs'are included in the land market value,.they
should not be double-counted as separate investment items.

In cases where it is difficult to determine an investment value of
land for purposes of computing interest expenses, it may be
possible to use land rental rates as an annual “proxy” measure of -
the ownership costs for land and permanent improvements. In
‘such a case, no interest expense is computed; the rental value is
simply considered an expense item in the analysis. Since land
rental values often include allowances for some operating costs

.....
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@

G)

usually accounted for elsewhere in the analysis, care must be used
to ensure that no double-counting occurs. Some farm operation
expenses which have the potential to be double-counted include
property taxes on land, building, and permanent planting expenses,
as well as the cost of irrigation water.

.(b) for property taxes. The county tax assessor’s office should be

consulted for the method or formula for computing taxes on land.

In some cases, market values are reduced by an adjustment value
ez -and, in other cases, assessed valuation may differ significantly
from the market value of land determined for interest expense, as
discussed above. Regardless of the valuation techmque the goal is
to accurately reflect the tax expense.

L3

Buildings and Other Improvements.

(@) - for mterest. Depreciable i 1mprovements such as buildings, fences,
-~ -and irrigation systems'should be valued at market value for interest
. - expense, similar to. land investment. In most cases, market value is
difficult to determine for these items; consequently, a value of one- -
~ half the current cost of building or installing the improvement can
be used to approximate market value. As cautioned previously, if
- the improvements are included in'the market value of land, they
should not be included as separate line items to avoid double-~
counting, either for interest expense or taxes. '

" (b)  for property taxes. The county assessor’s office should be

contacted for valuation of improvements for tax purposes, Specxﬁc
.. to the case being considered. :

. (c)._ ._ _fox: depreciatlon. Improvements should be valued at then' full

current cost for calculation oﬁde.'preclatlon.
drch_atds', Vingyards,- and Other ~Permgnent Crops.”

This section deals with fruit, grape, and nut crops which typically last
many years once established. The treatment in this section is not
recommended for alfalfa or other hay crops which are re-established every
few years. Typically, the total hay acreage is divided between established
acres and re-seeding acres and receipts and expenses are handled as if they
were separate crops. Other treatments for hay crops may be used if they
are computationally equivalent.

November 30, 1998
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(2)  for interest. In most cases, the market value of permanent crops is
included in the market value of land. In cases where it is not, the
standard-for interest expense is one-half the current costs of _
establishment.  Initial costs of establishing long-term or permanent
crops such as orchards or vineyards should be annualized so that
these establishment costs can be spread over the life of such crops.
An example of how to calculate establishment costs is shown as
Attachment 1. In some cases, extension budgets are available to
expedite the calculations of establishment costs.

(b)  for property taxes: The county assessor’s office should be

' contacted for appropriate tax treatment, in cases where permanent
-~ crops are accounted for separately from the land, -

() . for depreciation. Permanent crops should be valued at the full
- cost of establishment.

(4)  Machinery and Equipment.

())  for interest. Similar to other classes of investment assets, the
- standard for valuation of machinery and equipment for interest
purposes is market value. This is required to maintain
. comparability to the interest rate computation discussed
subsequently in section 7 (¢). Since market value data is usually
-unavailable, it is reasonable to assume that on average, machinery
* and equipment are at their mid-point in useful life and value. .
.. Consequently, for the interest computation, they should be valued
~ ) at the midpoint between purchase price and salvage value. Data
' - bases are available which contain these parameters for most
- machinery items.. Care should be taken to use purchase prices
~  rather than Jist prices, the latter usnally being higher. . i

el i
+

e FUTERLT

®) for pfopefty taxes. Sonié juﬁSdiéﬁons collect taxes on machinery
- and equipment while other do not; the assessor’s office should be
- contacted for specific treatment.

. ()  for depreciation. Machinery and equipment should be valued at
current purchase price less salvage value, : _

(5) Livestock. If the typical farm contains a breeding herd (e.g., a cow-calf
operation) or a dairy herd, they are considered to be capital investment
assets necessary for producing farm output (e.g., calves or milk).
Consequently, investment interest, depreciation, and possibly taxes need to

[ —

L=y
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be included. Livestock raised for sale (e.g., calves) are not considered
capital assets; however, livestock born and raised for herd replacements
are. Livestock purchased specifically for re-sale (e.g., feeder calves) are
not considered investment assets.

(a) for interest. The standard for breeding or dairy herd investment is
the market value of an “average age” animal, which may or may
not be readily available from local sources. Cull prices are
generally available and it may be possible to adjust cull values
“upward to-approximate an average market value, based on
‘professional judgement. Or, if purchase prices are available for
replacements, a mxdpomt value can be used (similar to machmery

above)

R

(b)  for property taxes. Most counties no longer tax livestock
: breeding or dairy herds. For those that do, the county assessor
usually maintains a listing of assessed values.

" (c)- for depreciation. A specific depreciatien expense is not typically

computed for breeding herd or dairy herd replacements, For
purchased livestock, purchase costs are usually fully expensed; for
replacements raised on the farm, expenses for feed, labor,
medlcme etc., are included in lieu of depreclatlon

E. - Farm Expenses. Farm expenses are deducted from gross farm i income to denve
net farm income.- : o .

10)

@

Iﬁput levels. The amount and types of seed, fertilizer, pesticide, and other
inputs should be consistent with both the selected yield levels and
representative farm practices of operators Extension service studies are

- extremely yseful tools in detenmnmg input levels, but may represent.

optimum or recommended ‘practiggamatherthan-actual opetations,
Application of professmna.l Judgement w111 be necessa.ry in dea]mg with

- thisi Issue,

Prices paid. Reclamation’s method for deriving prices of input items
depends on whether the prices for such items have fluctuated or
consistently increased over time. If the price of an input item has
consistently increased over time, the payment capacity analysis should use
the most recent year price. If the price of the input has fluctuated over
time, a simple 5-year average should be utilized. In most cases, because
the prices of inputs usually increase over time, the most recent avallable

price will be used.

November 30, 1998
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‘If the data for prices paid are not current, they can be indexed using
indices published in USDA’s Agricultural Prices. Price indices are
available for a number of different input items.

(3)  Interest costs. Interest costs should be reflected for both farm investment

' and annual operating capital (production credit). The investment values of
land, improvements, machinery, permanent crops, and livestock should be
divided into a debt portion and an equity (operator-owned) portion.
Operating capital should also be split into debt and equity (operator-

. ~=sfinanced):portions. Interest payments on the debt share are calculated
using current normalized interest rates applicablé to both real estate and

- mon-real estate credit. The procedure for cstimating debt interest expense -

involves the following steps: ‘

-+ (a)  Estimate 5-year average of debt/equity i'elationslﬁps based on a
- . time series of state or documented local data for real estate and
- nonreal estate farm investment. ' ‘

.(b)  Caloulate interest on real estate debt by applying the 5-year
average interest rate for all outstanding farm real estate debt to the
debt portion of the farm investment in land and improvements,

(c) Calculate interest on non-real estate debt by applying the S-year,'
- average interest rate for non-real estate to the debt portion of the
farm investment in machinery, equipment, and livestock. _

(@  Calculate interest on operating capital by applying the 5-year
average interest rate for non-real estate against the borrowed
- portion of variable production costs using the non-real estate
. debt/equity relationship, Because interest rates are expressed as
annual rates, interest on operating capital will require adjustment if
" -operating loans are repaid withinvarpieriod-of less than 1 year. For -
- example, if operators typically obtain a loan in March and do not
repay the loan until October, 7 months later, the interest expense
would only be 7/12 of the annual amount, o

_ The recommended procedure for calculating interest rates is shown in
Attachment 2. The relevant data is available at the state level and is
applied to the local area unless documentation can be provided which

supports alternative rates.

The Economics Group in the Technical Service Center will maintain a
data base and compute debt-equity relationships and interest rates for each
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of the 17 Western states. In the event this data is not applicable to specific
local conditions, local offices of the Farm Credit System and banks are
additional sources of data for interest rates and debt/equity ratios.

Note that this section has addressed interest expense only on the debt share
of investment and operating capital. The interest return to farmers' equity

is covered subsequently.

(4)  Depreciation. Annual depreciation costs for machinery, buildings, and
' any other nonpermanent capital investmerit'should be reflected in the
payment capacity analysis. Depreciation charges are based on recovering
new purchase prices usinga sinking fund factor determined by the useful
~lifé of the capital investment and a market rate of interest a representative
farm operator could actually obtain, Although there are a variety of
investment options available, the standard for the depreciation fund is the
5-year average yield of monthly U.S. Treasury marketable securities with
* maturities of 5 years. The average yield for the years 1993-1997 is -
- 6.1 percent, rounded to the nearest tenth of a percent. The Economics
"Group in the Techmcal Service Center will maintain a data base for this
rate, or alternately, this data can be obtained on the Intemet at

“Www. federalreserve gov.”

' (aj. Useful life - buildings. The depfeeiable life of farm buildings and
- fences should not exceed 25 years.

(b)  Useful life - machinery, The period of useful life in years for |
: equipment and machinery should be determined by dividing the
- total hours of useful life by the actual average hours of annual use
- on the farm budgeted, but not to exceed 25 years. The useful life
- of plckups should not exceed 10 years. '

- Taxes. Expensee inthe analys1s should mclude those taxes wh:ch are st
- chargeable to the farm operation: These include, but are not limited to,
*_property taxes and social security taxes and workers compensation for
s labor, However, tax expenses included in the payment capacity analysis
should be limited to those specifically related to the business aspect of the
farm operation and should exclude taxes associated with the personal
assets and income of the farm operator. For example, the analysis should
not deduct income taxes or the farm operator’s social security taxes.
These taxes are accounted for and should be paid from the operator’s
returns to management, labor, and equity (defined and discussed below)
rather than treated as a farm operating expense. In addition, property taxes

NAavarmbhar 2n 4nno

Mema N




U.S. Bureau of Reclamation
Technical Standards for Irrigation Payment Capacity |

(or any other expenses) associated with the farm operator’s residence or

personal use portion of vehicles should be excluded.

(6)  Imsurance. Typical insurance costs required for the farm operation should
_ be included in the payment capacity analysis, These include general
- liability and fire insurance for farm equipment, buildings, and other
improvements. Vehicle insurance costs for pickups and trucks should also
“be included based on the amount of farm-related versus personal use.
Workers compensation costs should be included using rates applicable to
-4he type of farm'and crops analyzed. s

Crop hazard insurance should not be included in payment capacity
analysis becanse the yields used are based on actual harvest data which
accounts for losses due to hail or other natural events, If the analyst can
justify inclusion of hazard insurance as a production expense for some
reason; then yields should be adjusted upward or altematively, insurance
payments received should be included in farm receipts.

{(7) " Repair costs.. Estimated repair costs per hour-of use for machinery and
| equipment can be obtained from enterprise budgets or machinery cost
~ programs and publications. These ‘Programs or publications are often
available through land grant universities or loal extension offices,
Annual repair costs for buildings and other improvements may be
estimated using a percentage of the purchase price.

(8). . Hired Iabor expenses. Secondary data is generally available on labor -
... standards for the crop and livestock enterprises, usually expressed in hours
~ per acre or hours per head. 1t is assumed that the farm operator is
~ . available to work 200 hours per month, or 2400 hours annually; the |
- standard for the operator’s family is75 hours per month during the school
“year, and 125 hours during the summer months, or.1,050 hours per year, .. ...
. ‘The operator and family labor standards caty be adjusted by the analyst, Feubfigmi
Jjustified. Any c_xcgss_labor,_gi'thé:jon_.a_monthly_or annual basis, is -
expensed as hired labor in the payment capacity analysis. Hired labor
Wage rates are generally published on a state basis for the following
-categories: field, livestock, field/livestock, and supervisory labor. The rate
selected should be the rate most appropriate for the representative farm

type being analyzed.

9 Custom expenses. If custom operators are typically hired to perform
. certain production tasks (spraying, harvesting, etc.) those expenses should
be displayed as separate line items in the analysis. Consultant and
management fees should be handled in the same manner, Care should be

P T
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taken to ensure labor estimates and machinery expenses are properly
accounted for if custom operations are included.

(10)  Nonproject water expenses. In many cases, the irrigator receives not
only federal project water, but also has nonproject water available for use.
. If the nonproject water source is groundwater and the wells are owned by
individual irrigators, well ownership costs (interést on investment,
depreciation, and taxes) and well operating costs (pumping energy and
repairs) are generally most easily accounted for at the farm level as
expense items in the payment capacity analgses..-- - " :

If the nonproject water is provided by an outside entity, it is generally
- rfecommended to account for these water charges outside the payment
capacity analysis prior to determination of the repayment rate. *Payment
capacity is intended to represent the residual income -available for payment
of both federally and non-federally imposed water charges (with the
exception of direct costs incurred by the irrigator, e.g., wells or mver
© pumping). Alternative treatment may be appropriate in specific cases,

F." - Returns to Operator’s Factors of Production. The above described farm
‘expenses are deducted from farm receipts to derive net farm income. Net farm
income essentially reflects the cash-flow of the farm operation, Noncash _
allowances for the opérator’s factors of production are deducted from net farm

income to determine payment capacity.

(1)  Return to Labor. A return to the labor of the farm operator and family-
~~ should be deducted from the net farm income. The farm operator's labor is
- normally valued at the current wage rate for supervisory farm labor in the
. project area. Labor performed by the farm operator's family shouldbe . -
valued at the same wage rate as hired farm labor,

(2)°  Return to Management. An allowance of 10 percent of net farm income
'~ is made for the farm operator’s management ability over and above the
supervisory labor rate. The return to management represents an
opportunity cost to the farm operator. - In other words, the return to
~ management represents the farm operator’s ability to earn income by -
applying his/her management skills in another management operation,

.(3)  Return to Equity. An allowance for the farm operator’s equity is also
subtracted from net farm income. A rate of 3 percent is applied to the
equity (non-debt) share of farm investment and annual operating capital to
compute the allowance. This rate is intended to represent the long-term
opportunity cost (rate of return) of agricultural investments in the West.
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Historical data from USDA used to compute this rate has been subject to
periodic re-definition and revision, making consistent annual adjustments
difficult. Consequently, the Economics Group in the Technical Service
Center will not update the 3 percent rate annually, but will review and
make adjustments, as appropriate.

G.  Payment Capacity. Payment capacity is the residual net farm income, after
~deduction for operator’s allowances, which is available for federal and non-federal

water charges. Payment capacity can be expressed on a per acre or per acre-foot

basis. If expressed on a per acre basis, residual incorid'is divided by itrigated or “
Irrigable acres rather than total farm acres. The per acre payment capacity is
multiplied by the irrigated or irrigable acres in the service area or districtto

determine the gross dollar amount from irrigators which is available for existing

- and future water charges. -

If payment capacity is expressed on 3 per acre-foot basis, residual farm income
should be divided by the actual irrigation water received, which may differ from
the optimum crop irrigation requirement. Payment capacity can then be expanded
to the service area or district level by multiplying the per acre-foot amount by
total water deliveries. L

Pama 19
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Attachment 1

ORCHARD DEVELOPMENT COSTS ($/ACRE)

Interest |Indebted- :
rate ness !

Real Estate| 3.00% 15.38% Mature grove yield = 9.020.00!

Non-real Estate| 10.00% 51.85% Harvest cost ($/unit of yield) = 50.075

CAPITAL INVESTMENT cosT| YEAR1] YEAR2| YRAR3| YEAR4| YEARS| YEARG| YEAR7|  YEARGS YEAR S

1{ LAND _ $2250.00] $2250.00] $52250.00] 52250.00| $2,250.00( $2.250.00| $2,350.00| 52.250.00]  $2.350.00( ~ $2.250.00
2| IMPROVEMENTS -

3| IRRIGATIONSYSTEM | 5150000| $1500.00f $1.500.00| 51.500.00| $1,500.00| 51.500.00| 5150000 51.500.00] 5150000  51.500.00]

4| PERMANENT™ . . : » : ' :

PLANTINGS so00]  sooo]  sooo] s0.00 s0.00| 5000 50.00f  $0.00 $0.00}- 50.00

5| BUILDINGS . 341000 541000  5410.00{ $410.00{ $41000] $41000( $410.00| $41000]  s41000 . s410.00

6] EQUIPMENT&TOOLS | s358.00) sas8.00] 535800 s3se.00] s3seoo| s358.00]  s3sz00] sassoo]  s3sso0] - s3sm00

4 _W ] s226800) 2268.00| _2268.00| 226800 2268.00] 226800| ‘2263.00] 2263.00] 226800 2268.00

8) "TOTALINVESTMENT - | 54,518.00] $54518.00] $4513.00| 54518.00] $4518.00| $4518.00] $4518.00] $4.518.00] s4512.00] 5451500

9|TAXABLE VALUE OF FARM ASSETS

10|ANNUAL COSTS . :
“.11] PLANTING COSTS 52,190.00)  5250.00] $5230.00 50.00f  30.00 $0.00 $0.00 $0.00] * 5000
12] TOTAL CULTURAL COSTS 144000]  637.00] 527.00 587.00] = 327.00 327.00] - 327.00 . 327.00 327.00
13] TOTAL HARVEST COSTS 000].© o000] 67.65] . 23678 - 45326 676.50] 67650 676.50 “676.50
14| OVERHEAD . , _
15| MISC OVERHEAD 749.00 269.00] 2s5400] - 26000 265.00 265.00] 265.00 " 265.00 265.00}
TAXES - _ '
16 " (LAND, MACHINERY, WATER). - 87.00 37.00 37.00 87.00) . 87.00 37.00 87.00 . 8700 $7.00
171 TOTAL ANNUAL COSTS $4,466.00] 51.243.00] $1,165.65] $1,170.78| 51,132.26] $1,355.50} $1.355.50]  $1.355.50 $1,355.50
18 Y OF INTEREST BEARING COSTS FOR INTEREST COMPUTATION '
19| CAPITAL INVESTMENT :
20] LAND (LINE1) 2250.00f  2250.00] 2250.00] 225000[ 2,250.00]  2,250.00|: 2,250.00 2,250.00] - 2250,
21} - IMPROVEMENTS (LINET) 2263000 2268.00] 2268.00) 2268.00). 2268.00  2.268.00] 2268.00| - 2263.00 ' m_.ﬂ
ANNUAL COSTS (12 OF LINE 17) 2233.00 621.50] - 58283 58539]  s566.13 677.75) - 677.75 67175 67175
- ma] NET ACCUMULATED COSTS FROM : ' , i
Bl PREVIOUS YRAR (LINE 35) $4.630.18| $6212.34]  $7,100.38| 36,699.17| $421645] (5160.29)] (54,763.96) (39,606.34)

24|COMPUTATION OF ANNUAL INTEREST COST

i FERCENT
25[ LaND. . 1588% | 52858  s52858| $28.58]  S2858]  S28.58|  S2858] s2858] 52858 52858
26| IMPROVEMENTS - 15.88% na| s 2ma1|  aasm| sl 2am| 2smf - 2ma 2831
27} ANNUAL COSTS siesw | nszs|. 3222 sozf  s0as| . 2038 3sa]  3sae 35.14 - 3514
28] NET ACCUM COSTS _51.85% 000f  24054] 32211) 37246 34735)  mse2|  @3n|  genon (498.09
29[TOTAL ANNUAL INTEREST COST sinag|  sasoas| sew0093)  sae021). sasano| sannae] smazs| (sisasn)  sa0s5%)
‘30| TOTALCoST . -

(SUM OF LINES 17, 23, & 29) $4639.08) 5621234 57.787.72| . $381436) $8265.53| ssamini|sizmean| (sase2om|  (snssess)
31| LESS: CREDIT FOR CROP INCOME 0.00 000 60s434| 211509] 4040.08] 6.043.40| 604340 604340 4l.845.383.05’
32| PERCENT OF FULL YIELD ‘

ATTAINED ‘ 000%|  000%| 1000%| 35.004| 67.00%] 10000%| 10000%|  100.00% 100.00%
33( YIELD POUNDS) 0 of 902| 31s7] 6oa3] o020 9020 9.020 9,020
34] _ PRICE RECEIVED (S/Unit of Yield) o670  so67|  so67)  so67]  so67|  soe7| s s0.67]  sas301]
35| NET ACCUMULATED COSTS
15 . . . : 29 (54,76 .

(LINE 30 MINUS 31) 5§4,639.18 $6,212.34] 57.183.38 56,699.17| $4,216.45 (5160,29)](54,763.96) (39,606.34)| (541,854,039.44)f
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U.S. Bureau of Reclamation
Technical Standards for Irrigation Payment Capacity

Attachment 2

Derivation of Debt Interest Rates .

The interest rate for any one specific year is calculated by dividing the interest paid in that year by the
average end-of-year debt of the previous year and the current year. For example, based on the series

- ending in 1995, the derived interest rate for real estate is calculated as shown below:

o 1 . - _ : S-year
s C 1990 | 1991|1992 | 1993 | 1994 1995 | average
Farm Debt as of December 31 (§ million) =~ ot |
| Real estate | 1,514.0 | 1487.0 | 1,547.0 | 1,566.0 | 1,675.0 1,666.0
Nonreal Estate | 1,320.0 | 1305.0.| .1,393.0 | 1,489.0 | 1,606.0 | 1,6240 |
| Interest Payments (§ miltion) L |
| - Real estate - 1197 | 1116|1176 | 1207] 1198
| .- Nonreal Bstate | c1285| 1076 1318 1476 1611
| Derived Interest Rate |
| Realestate. 80% | 74%| 76%| 74% | 72%| 7.5%
[ Nonteal Estate 98% | 8.0%| 91%| 95%| 100%| 93%

" November 30. 1998
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Attention: PN-1000, MP-100, LC-1000, IC-100, GP-1000- = -
- C g ' o) LR
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- Lo LT e LT

From: Commis moner ™
Subject:*  Ability-to-Pay Policy

s the abili olicy, and provides guidance on implementation, as put
* forth in the memoranduin dated March 25, 1994, which stated that Reclanation would do ability-
- to-pay reviews on a 5-year basis. The March 25, 1994 memorandum was in response to the
. Office of Inspector General: Audit “Repaymet of Irrigation Investments by Water Districts: 93~ |
- 1468", issied February 8, 1993, The audit included a recommendation that amation should

3

provide for the periodi¢ reexamination-of ability-to pay-computativhs and thitithe resulifng- =

adjustments would be incorporated into water service and repayment rates in all new contracts -

—

and in all existing contracts-when they are renewed or amended.

This memo affirs the abﬂitj¢tb—p§;(;

Regional Directors are auﬁ;qﬁzéd to amend contracts to include &’ provision for reexamination _
every 5 years. We are now at the point where such a provision must be incorporated in numerous

. contradt activities, and we are providing the following guidance to assist you in implementation.
 Periodic reviews will ocour every 5 years, - A full ability-to-pay study will be performed. every W oo
“years, Reyiews at the S-year interval will be based on econiomic indicators. Furtherinformation =

.. will follow regarding these indicators. ‘Based on past experience; Reclamation’s staff costs and

- other study costs associated with the S-year reviews, up to approximately $10,000, are generally
administrative costs imrelated to specific contractingactions, and thys they shall be considered
nonreimbursable by the contracting entities for up to $10,000. Likewise, for all full reviews,
occurring at 10-year intervals or if required at the S-year interval, past experience suggests that 50
percent of costs are generally administrative costs and will thus be nonreimbursable.’ Regional
Directors have the responsibility to plan and budget for these reviews. Costs for the initial
determination of ability-to-pay and ofher such determinations related to specific new, amended, or

Ree 9400354 Y

renewed contract actions will remain fully reimbursable.
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Other provisions of the March 25, 1994 memorandum relative to the periodic review remain in
place and are reiterated here for the purpose of completeness. The contract term should provide
that rates will be adjusted upward based on inéreases.in,ixﬁgaiors’l ability-to-pay. It should also

detenninaﬁon that Reclainaﬁon’S'aqtion conflicts with State law,

Where consistent thh geneml Reclamation law, pmjéct-@ééiﬂc,‘iegifslaﬁéh,- re'guléﬁo'n and policy v

governing disposition of revenues, the first priority for the use of any finds received from

increased payments shall be to reduce the assistance provided by power revenues. The second

priority shall be to reduce the repayment perid. This policy shall not be construed as -

- .“authoﬁﬁng,qgj_permi_tggg lump sum or accelerated repayment of construction costs™as.described -
" in section 213.of the Reclamation Reform Act of 1982, . st R

Questions fegarding this poficy may be directed to eithir Mr. Larry Schhuntz, D-5200, (303) 445-
2901 or Ms. Sdndie Simons, D-5200 (303) 445-2002. .- . -

Nom-Coseor .
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* be: W-1000, W-5000, D-5000, D-5200; D-5200(Schiuntz and Simons), D-8470°
LScbluntz/SSxmons/H s WﬂlemsCurren t\SZOO\Contract\Pohcy\ATPmemo







