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Oregon Department of State Lands
Rangeland Grazing Advisory Committee Meeting
January 21, 2005
Best Western Rory & Ryan

Hines, Oregon

Committee Members Present: John Lilly, Chair (DSL); Joseph Flynn; Martin Andre; Larry
Larson; Tom Clemens; George Grier; Dan Nichols; John Tanaka; and Diana Oberbarnscheidt.

DSL Staff Present: Jeff Kroft, John Lilly, Nancy Pustis and Randy Wiest.
Others in attendance: Bill Rainey others present.
Public Present and Providing Comments: Susan Ramsey; Dick Jenkins; Jack Peila; Dale

Robertson; Lou Davies.

Welcome and Introductions

John Lilly opened the meeting, welcoming Committee members and attendees. He reviewed the

agenda. He indicated public comment opportunity was set for I0AM. The meeting location was

chosen to facilitate participation by lessees and the grazing community.

He reviewed handouts, including the summary of the December 1, 2004, meeting; current
rangeland Oregon Administrative Rules; summary of other states’ grazing fee methods; and a
new large packet containing copies of grazing lease contract forms from eight other states and
Oregon. John reviewed the purpose of the committee: to review the Secretary of State’s audit
report findings regarding the grazing fee; analyze whether the current fee reflects at least fair
market value rental rate; and to make recommendations to DSL’s director concerning the
formula,

Members, DSL staff and other attendees introduced themselves.

Review of December 1, 2004 Meeting and Additional Detail on other Western States

Jett Kroft advised he had followed up on DSL staff research into other states’ grazing fees and
practices. He distributed and reviewed a memorandum dated January 21 with the subject
“Further Analysis of Western States Grazing Fees; Further Information Regarding Other
Western States Grazing Programs; and Additional DSL Grazing Program Information.” He
noted Oregon’s rate falls in the middle of the western states. Jeff also reported on other states’
use of National Agriculture Statistics Service information. About three-quarters of the western
states rely upon the data in one form or another. Jeff detailed information about each state. He



also provided additional details about lessees who play minimum rate. (The information was
requested at the December meeting.)

Dan Nichols said he has also been looking at the other states’ leases and how their formulas
compare. He agreed Oregon is in the middle of the states for formulas and for the fee structure.
He noted Oregon is near the bottom for calf prices in the 11 western states. He said he believes
the formula should include calf prices.

George Grier restated his preference for using a formula that is “really straightforward, like
Colorado’s, which is just take something that’s a statistic that there is historical data for, that’s
uniformly available and apply some discount rate to it.” George said the Committee is
addressing issues similar to the last time the fee was studied. Diana and George said the formula
that 1s used must be able to be justified to the public to explain why the numbers and values are
being used.

Members expressed that the Committee is “plowing the same ground” with the study of the fee
formula. The formula itself and another issue raised—whether ranchers are being somehow
subsidized because they may be paying less that a private lease rate—keeps being revisited.

Tom Clemens said he personally didn’t ike having the cattle prices involved in the formula
because “a majority of private land leases are not based on what you get for your calves.” The
Committee discussed the methods of including calf pricing. They did not reach a consensus or
make a recommendation on the issue.

Nancy Pustis and Randy Wiest, both DSL, provided information about noxious weed control on
DSL leased lands.

Public Comment

Susan Ramsey: She is a local business owner, rancher owner in the Princeton area and also has
a state land lease. She runs 200 cows; paying for 611 AUM’s and uses the lease four of the six
months it is available. She said she feels the formula is equitable although the fee has increased
153% over the years. However, she would insert instead of one year’s/ the last year’s calf sale
price, a weighted average of the last five years. The average would offer stability and provide a
more steady income to the Common School Fund while being a more manageable figure for the
ranchers. She would also change the year from October through September to July through June,
which is the state’s fiscal year. She said she liked using the calf prices and saw “nothing wrong
with using the calf prices.”

She also responded to the portion of the minutes from December summarizing Peter Hansen’s
comments. She explained that she and her husband are a “mom and pop” organization. They
own 3,500 acres of private ground and have a state land lease of a similar amount of land. She
explained that while ranches can have millions on paper in land and in equity, they are “cash
poor” with very limited disposable income. She said raising cattle in the east differs from raising
them in the west (Oregon). She also disagreed with Mr. Hansen’s view that the lessees are



subsidized. She noted lessees have responsibilities and pay for water pumped in and replacing
equipment.

She said she believed a competitive bid process would be divisive and would mean lessees
would not know if they would be able to get the land from one year to the next.

Dick Jenkins. Mr, Jenkins is a state land lessee from the Diamond area. He served on the
previous grazing fee advisory committee. He noted the previous committee heard and
considered similar issues. He feels the current process is working well and urged the committee
to continue the formula already in place.

George asked Dick to comment about the auditor’s report. Dick said he felt the audit may have
placed too much emphasis on trying to get income from livestock and grazing. There are
renewable resources like timber and other properties that could generate additional income.

John asked if Dick if he could recall the previous committee’s reasons for moving away from a
rolling average of calf prices to attaching the fee to the previous year’s prices. Dick said they
felt it fluctuated more equitably. The market is very volatile, and looking at several years could
have prices and fees lagging behind.

Jack Peila. Mr. Peila has a state lease. He and his family have been on the same ranch for 45
years. He said they try to take care of the land and improve it. There is water and fencing on
state land. They have also leased private land. Grazing the cattle and maintaining the land takes
a lot of work. They have seen wildlife returning to the land that was formerly BLM since they
have improved water availability on the land.

Diana asked what private landowners provided to lessees. Jack replied the particular ranch he
leased from had hay under the pivot sprinklers; he pays $10 per AUM for crested wheat grass
pasture; more under the pivots. Water was available, but the lessee paid for that.

Dale Robertson. Dale leases some state land. He said he liked the grazing fee formula to
included the cattle but suggested taking out the calf price. He suggested using the PRIA formula.
In general, he didn’t think the formula should be changed “a whole lot.” He said it may not
make sense to pay more or go to a “fair market value” if lands are losing their characteristics
because of brush invasions. He said he does a lot of work on state lease without charge. He
cleaned 30/40 reservoirs.

Lou Davies. He is a state lands lessee. He provided some personal background on leasing. His
land was formerly leased through BLM permits. He described how he reseeded 4,000 acres after
the land was burnt by wildfires. He said private landowners would not require the reseeding.
During afternoon discussions, he said he believes the lessees are probably already paying more
than they should. There may be additional revenue potential for some of the lands other than
grazing. He said recent BLM permits sold with ranch land cost about $70 per AUM.

Other Discussions




Nancy Pustis provided background on one sublease that charges greater that the state grazing fee.
It is a 700-acre isolated parcel south of Prineville. The lessee is charging for the sublease $10
per AUM. The DSL and lessee split the difference between the state rate and the sublease rate.
Nancy and Randy discussed some of the lands DSL currently leases.

During discussions, George expressed concern about how the Legislature might view state lands
continuing to lose money. The audit advised the lands have lost money since 1987. Other cost
factors, such as bringing in water, were discussed.

Some discussion ensued among the committee and audience over the apparent difference in
value between private land leases and state land. Lou Davies said it costs $10/AUM to lease
state land and that the Farm Credit Service offered no loan value for his state lease due to its
uncertainty. Larry Larson said that a study by Vantassel said it costs about $18.35/AUM to
operate on public land. Other ranchers present said the value of their leases was capitalized in
the overall value of their ranches; they could not quote a figure.

Larry Larson provided extensive rescarch on the fee formula factors, particularly weight gain and
calf survival. He explained data from studies done on the Eastern Oregon Research Station that
appeared to validate the factors in the formula. He distributed handouts. He did extensive
research on the components of the formula. He said both the leesee’s costs and the lessor’s costs
should be included in a crop share formula. The committee needs to identify the state/owner’s
costs. John Lilly noted the state’s costs would have to be researched.

John Lilly passed out a proposed work plan for the committee to review and discuss. The
committee agreed to the work plan.

Next Meeting

The meeting was set for Friday, February 25, in Bend from 10:00 AM to 3:00 PM. Additionally
meetings were tentatively planned for March 25 in Bend and April 29, location to be determined.

The committee and DSL staff may draft a preliminary report after the February meeting. The
draft could be shared with lessees and interested parties via mail and the DSL website.

K:\Policy\2004 Grazing Fee Adv Commi\Meeting Notes012105.doc



For more information: Monte Turner
Oregon (503) 378-3805 ext. 247

| N | ted at:
Department www oregonstatelands.us
of State Lands
January 6, 2005 05-03

Public Asked to Comment on State Lands
Rangeland Grazing Fee

Advisory Committee meets January 21

The public will be asked to comment on the rangeland grazing fee during the
January 21 meeting of the State Lands Rangeland Grazing Fee Advisory Committee in
Hines.

The meeting runs from 9 a.m. to 2 p.m. at the Best Western Rory & Ryan Inn, 534
Highway 20 North. The public comment portion of the meeting begins at 10 a.m. The
committee is seeking comments on whether the current grazing fee formula
approximates fair market value. The formula uses a crop share approach. It is adjusted
annually based on the average statewide sales price of calves for the preceding year
and other factors. The 2004 rate was $4.32 per grazing animal per month.

An audit from the Secretary of State’s Audits Division released earlier this year
recommended that DSL review the formula used to establish grazing fees at least every
three years. Committee members will provide recommendations to DSL Director Ann
Hanus and the State Land Board by next summer regarding whether the current formula
generates fair market value. If the committee recommends changes, the agency would
conduct a public rulemaking process, which includes public meetings and final approval
by the State Land Board.

Director Hanus named the eight-member advisory committee in September. The
committee includes members with interests or expertise in agricultural economics,
rangeland science, public interest, local government and education heneficiaries. Two
current rangeland lessees also serve as members.

To receive agendas for meetings of the advisory committee, contact Nicole
Kielsmeier, Department of State Lands, Policy & Planning Division, 775 Summer St. NE,
Suite 100, Salem, OR 97301-1279. She also may be reached at (503) 378-3805 ext.

239 or e-mail: Nicole kielsmeier@dsi.state.or.us.

www.oregonstatelands.us
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The state-owned rangelands are the largest block of land remaining from a grant of
land by the U.S. Congress to support schools when Oregon became a state. The
Oregon Constitution dedicated the school lands and their mineral, timber and other
resources to the Common School Fund. Twice a year, the State Land Board distributes
investment earnings from the fund to counties for school use.

#HE DSL ##

www.oregonstatelands.us




Department of State Lands
Grazing Fee Advisory Committee

January 21, 2005
9:00 AM to 2:00 PM
Best Western Rory & Ryan Inn
534 Highway 20 North
Hines, Oregon

Tentative Agenda

Introductions/Announcements

Review of December 1, 2004 Meeting

10 A.M. Public Comments
Is the current grazing fee formula approximating fair market value?

Review and Discussion of Current Oregon Grazing Fee Formula

Set agenda/date/location for next meeting

Ki\Policy\2004 Grazing Fee Adv Comm\Grazing Fee Adv Comm Mtg Agenda Jan 2005.doc
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Oregon Department of State Lands
775 Summer Street NE, Suite 100

Salem, OR 97301-1279
(503} 378-3805

FAX (503) 378-4844
www.oregonstatelands.us.

Theodore R. Kulengoski, Governor

January 21, 2005
State Land Board

Theodore R. Kulongoski

Governor

TO: Grazing Fee Advisory Committee Bill Bradbury
Secretary of State

FROM: Department of State Lands Staff Randall Edwards

State Treasurer

SUBJECT: Further Analysis of Western States Grazing Fees; Further Information
Regarding Other Western States Grazing Programs; and Additional DSL
Grazing Program [nformation

Following the December 1, 2004 Advisory Committee, DSL staff:

» Reviewed and analyzed the grazing fee methods of the other states;

» Re-contacted some of the other western states to obtain additional information;
and

« Compiled additional observations and information about DSL’s grazing program

The results of this work are presented in this memo for the review and use of the
Advisory Committee.

Analysis of Other States’ Methods

Based on our compilation of grazing fee methods from nine western states, inciuding
Qregon, the fees (3/AUM) in each of the states sampled compare as follows:

Arizona (2004-2005) $2.23

Utah (2004-2005) $2.35

New Mexico (2004-2005) $4.22

Wyoming $4.42

Oregon {2005) $5.03

ldaho (2004) $5.15

Montana (2005) $5.91 and $6.64

Washington (2004-2005) $7.76

Colorado (2005) $8.04 (average of all region-based fees)

Of all the fee formulas, NASS (USDA-NatioﬁaI Agricultural Statistics Service) statistics
on beef cattle pricing (either for all 11 western states or for the individual state) is used

C4



by four of the states (Arizona, Idaho, Montana, New Mexico). Only Oregon ties its
formula to caif prices. Three states (Colorado, Washington and Wyoming) use the
NASS statistics on lease fees for private non-irrigated grazing land with a discount
made to account for differences between state and private lands.

Of the states using beef pricing, each use a wide variety of variables, constants and
ratios to calculate the annual grazing fee. Some of the formulas are difficult to
understand and therefore track their rationale. Some include variables/constants that
are negotiated between parties (i.e. the legislature or lessees and the agencies).

Colorado (and reportedly North Dakota) contracts with NASS to conduct extensive
surveys of cattle producers to obtain private land non-irrigated grazing land lease rates.
Colorado discounts the private land rate by 35% to reflect the difference between
private and state grazing lands. Colorado's fee also varies according to grazing regions
in the state. : :

Qverall, there are wide variations in the methods and results. Considering the similarity

of the legal mandates, markets, business and purposes of the land being leased, more
consistency wouid be expected.

More Information from the Other States

As a result of the Advisory Committee’'s discussions in December 2004, staff contacted
a number of the states for more information. We researched two issues more
extensively: grazing lease contracts and the Colorado grazing lease survey program
conducted by NASS. Colorado’s survey was of interest due to the Audit's reference to
the NASS data for Oregon, along with Bruce Eklund of Oregon NASS report to the
Committee in December. Eklund said that the survey results for Oregon were only
applicable as indicators on a statewide basis not for a county. Interest in the lease
contracts for other states centers on concern that the comparison of rates/formula
needs to also account for differences, if any, in these lease provisions (i.e. comparing
apples to apples).

Colorado’s Private Grazing Lease Survey {(NASS)

The Colorado State Trust Lands Office has contracted with NASS since 1995 and
conducts the survey every 4-5 years. The idea to base state grazing rates on the survey
came about in 1992-93 as a result of work done by the Colorado Cattlemen'’s
Association and Colorado State Lands. Each wanted to assess objective ways to tie
state grazing lease rates to private market rates. The surveys have been done in 1999
and 2004. The state pays about $15,000 for each survey. Over 2800 surveys were sent
out in 2004. The survey is confidential, only the results are published. Rates are
established by geographic region. Based on the information from the survey on services
provided and a Colorado State University study, the State Lands discounts the private
land grazing lease fee in order to set the state’s rate.

(A copy of the survey and 2004 survey results are attached.)



Other States Grazing Lease Contracts
l.ease contracts were obtained from 8 states (Arizona, Colorado, Idaho, Montana, New
Mexico, Utah, Washington and Wyoming). Staff compared the contracts with Oregon's
standard forage lease. The contracts were very similar in terms and conditions with
some notable exceptions. Washington, Idaho and Montana require lessees to control
noxious weeds; Montana and Wyoming also requires lessees to prevent and suppress
wildfires. All of the contracts limited the use to grazing; they were non-exclusive. All
reserved the right of the state to lease or use the land for other purposes (non-
interfering). What can be inferred is that while the highest and best use of the
rangelands may be grazing, it is not the only income producing use that state’s
contemplate or allow. Easements, mineral production and communication sites are
some non-agricultural uses made of state land.

Additional Information on DSL’s Grazing Program

The Committee wanted to know more about the minimum rate paying lessees. There
are 31 lessees of the 144 that pay the minimum rate. Based on the 2004 fee, a lessee
would make a minimum payment if they had a carrying capacity of 23 AUM or less;
these leaseholds are 300 acres or less.

There are 5 current lessees with approved subleases. Only one of these reports
additional income from the sublease. The Department’s rules require that 50% of the
sublease fee over and above the annual lease fee be paid to the DSL.

In 2003-2004 DSL received $301,080 from its 144 grazing lessees. DSL lands under
lease for grazing have a carrying capacity of about 70,000 AUM’s. In addition
easements (26) brought in $289,745 and communication site leases (15) another
$32,823. DSL spent about $240,573 in direct expenses to manage all the rangelands
(about 632,000 acres), including those not leased.

During 2003-2005, the Department has invested about $46,000 on noxious weed
control and $5,500 on juniper control. More work of this type is expected in 2005-2007.

cc:  Ann Hanus, Director, DSL
Steve Purchase, Assistant Director, Field Operations, DSL

Attachments

K:\Policy\2004 Grazing Fee Adv Commigrazing fee adv comm info Jan 21.doc
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. 2004 PRIVATE NON-IRRIGATED
35/5}. NASS GRAZING LEASE SURVEY
f TACT FINDERS FOR AGUICULTURE , C OL ORADO

UMIT I STATES DERARTMENT OF AGEHULTUAL
Colorude Agricultural Seatistics Service
PO Box 150969 .
Lakewood CQ 80215  303-236-2300 / 1-800-392-3202 Released: August 23, 2004

I

This report represents the results of a special survey of private non-irrigated grazing land leases in Colorado. The
survey was designed and completed by the Colorado Agricultural Statistics Service under a funding agreement with
the Colorado State Board of Land Commissioners. The survey was conducted during May and June, 2004.
Questionnaires were mailed to 2,870 Colorado farmers, ranchers and landlords. Many of these were identified as
having private grazing leases from a Fall 2003 survey of over 10,000 agricultural producers. This sample was
cowabined with a mailing list of landlords end preducers obtained from the Staie Boa:d of Land Commissioners.

The survey was designed 10 provide non-probability statistical estimates of private non-irrigated prazing lease
terms, characteristics and rates at special district and state levels. Survey responses were received from most
counties in the state. Straight averages of the reported rates for the three predominate lease rate arrangements were
reviewed for each county even though only district and state values are published. Rates published in this report
include only leases that were not discounted because of non-cash arrangements with the lessor or because there was
an exchange of labor or goods for rent. Leases with non-cash arrangements were excluded because non-cash
factors are not reflected in the survey data. Additionally, only leases with at least 100 acres but not more than
50,000 acres are included in the tables on the following pages. Small and large leases were excluded because the
lease amounts ar¢ generally not representative of the market rates paid by the mtajprity of cattle producers. Na
leases over 50,000 acres were reported on the survey.

The 2004 survey showed that 48 percent of the private grazing leases were on a rate per acre basis, 43 percent were
on a per head per month basis and 9 percent were on a per AUM basis. The 1999 survey indicated that 47 percent
of the leases were on a rate per acre basis, 35 percent were on a per head per month basis and 18 percent were on
a per AUM basis. The graphics below show the counties included in each survey district and the survey average
rates for each of the survey districts. The district data tables for both the 1999 and 2004 surveys and additional
narrative on the survey follow on the next few pages.

Private Grazing Rates

DO
COLORA Colarado, 2004

f——_-"“j

NORTHWEST
] ] et

$ Per Acre

M Noakzasi (B Saunesat [ Narowest [ Smie
[J East Contral Scuthwas]

State Land Board Distriets



JAN-13-2005 03:24PH

FROM=STATE LAND BOARD

+303 366 3377

T-460  P.0D3/C05  F~-390

TABLE 1: RATES PAID FOR PRIVATE GRAZING LEASES BY DISTRICT, COLORADQ, 1999 and 2004

Per Acre Basis
District Average
S Per Acre
1999
Northeast ..... 5.08
East Central | |, | 4,70
Southeast ..... 2.89
Southwest .. ... 3.5%
Northwest .. ... 2.88
State Total . ... 4.05
2004 1/
Northeast ..... 5.82
EastCentral ... 478
Southeast ..., | 2.61
Southwest ., .., 2.87
Northwest . . . . 134
State Total , ., . | 4.17

Per Head/Maonth Basis Per AUM Basis
Length of Length of
Average Season Average Season
$ Per Months § Per AUM Monrh; ;
Head/Month

12.62 5 14.26 6
10.99 5 13.37 6
12.14 5 12.95 6
9.55 5 10.35 5
10.02 4 11.48 5
11,12 5 12,67 6
16.22 5 14.42 5
13.68 6 14,27 6
11.11 5 11.88 6
11.25 5 12.58 4
12.33 4 12,33 4
13.47 5 13.49 5

|

1/ Leases that were not discounted because of non-cash mgcmcnfs or because of exchange of labor or goods for rent
and were 100 acres to 50,000 acres in size.

L3
L]
Ll

— —TABLE 2: PRIVATE GRAZING LEASE SUMMARY BY DISTRICT, COLORADO, 1999 and 2004

Percent of Leases for: Acres Per Lease
Leascs e T
District Reported Canle Sheep Both Average
Number Percent 1/ Acres
1999
Northeast ..... 205 99 1 - 831
East Central . ., 343 99 - - 1,237
Southesst .. ... 206 98 2 - 1,609
Southwest .. ... 218 95 3 2 1,070
Northwest ., .. | 132 88 11 2 1,386
State Total . . .. 1,194 87 2 l 1,188
2004 v
Northeast ... .. 243 100 -~ - 1,034
East Central ... 228 100 - - 1,365
Southeast ..... 176 08 - 2 1,877
Southwest ... .. 135 99 1 - 1,821
Northwest .. ... 72 96 1 3 1,989
_State Total , . .. 854 | 99 - ] 1,501 4

1/ Percents may not add to 100 duc to rounding.
2/ Leases that were not discounted because of non-cash arrangements or because of exchange of labor or goods for rent

and were 100 acres 1o 50.000 acres in size.
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TABLE 3: PRIVATE GRAZING LEASE SUMMARY BY DISTRICT, COLORADO, 1999 and 2004

Reponed Carrying Percent of Leases by Type Pereent of Leases by Term
Capacity [
{Acres Per Anima! Unit} Per Per Per Month
District — —— Acre Head/Month | AUM to Multiple
Average Basis Basis Basis | Month | Annusl | Years
Acres T Percent 1/ Percent 1/
1999
Northeast .......... 16 35 41l 24 30 60 10
East Cenomul ... ..... 19 62 24 14 25 73 2
Southeast .......... 31 68 22 10 18 71 11
Southwest .......... 24 25 48 27 30 56 14
Northwest .. ........ 14 31 50 18 34 55 11
State Total .....,... 21 47 35 18 27 64 9
2004 2/
Northeast .......... 19 39 48 13 23 62 14
East Central ........ 26 62 33 5 18 67 15
Southeast .. ...... .. 39 63 33 5 13 73 14
Southwest .. ........ 36 35 5] 15 16 59 25
Northwest .. ........ 29 29 63 3 25 48 27
State Total . ........ 29 48 43 9 19 64 17

1/ Percents may not add 1o 100 duc to'rmunding.h
2/ Leases that were not discounted beeause of non-cash arrangements or because of exchange of Jabor or goods for rent

and were 100 acres to 50,000 acres in size.

"
£

TABLE 4: PRIVATE GRAZING LEASE SUMMARY BY DISTRICT, COLORADO, 1999 and 2004

Percent of Leases With Landlord Provided Services Hunting
Maintcnance of: | | I?gldljlirg
Distriet : : Animal Mgt. Saltand Other No Rights
Fence Water & Oversight | Minerals | Scrvices Services
Percent 1/
1999
Northeast .......... 50 48 10 8 3 k3 4
EastCepmal ........ 40 46 9 7 2 44 7
Southeast .......,.. 31 32 7 7 - &l g
Southwest.......... 39 30 12 9 2 57 5
Northwest . ......... 46 37 16 6 6 46 10
State Total ......... 4] 40 10 7 2 48 7
2004
Northeast .......... 47 54 11 10 5 37 7
East Central ........ ! 39 47 o é 4 45 9
Southeast .. ... _ ..., 38 35 17 17 1 6l 12
Southwest . ......... 27 22 11 8 2 65 3
Northwest ... ....... 50 47 15 15 4 43 14
| State Total . ........ 40 43 12 10 3 49 9

1/ Percents may not add to 100 due to lsndlords providing more than one service,
&/ Leases that were not discounted because of non-cash arrangements or because of exchange of labor or goods for rent
and were 100 acres to 50,000 acres in size,
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UNITED STATES DEPARTMENT OF ACRICULTURE
COLORADO AGRICULTURAL STATISTICS SERVICE
P.O. Box 150969

Lakewood, CO 80215

OFFICIAL BUSINESS

ADDRESS SERVICE REQUESTED

Both the 1999 and 2004 surveys indicate that virtually all of the ieascs of privately owned non-irrigated land arc for cattle,
Exclusive sheep leases accounted for less than | percent of the total in 2004 compared with 2 percent in 1959, and most of
those are in the western areas of the state. Only one percent of the leases were for both cattle and shecp.

The 2004 average number of acres included in leascs was 1,501 acres, up from an average of 1,188 acres in the 1999 survey,
These dam may not be directly comparable because acreage size limits were applied in 2004 and were not in 1999. Each
district had an average exceeding 1,000 acres for both years except the northeast which averaged 831 acres in 1999,

The average reported carrying capaciry varied across the statc, ranging from 19 acres per animal unit in the Northeastern
district 1o 39 acres per animal unit in the Southeast district, An upper limit of 100 acres-was established for cach districtin
both 1999 and 2004 surveys. The state average increased 8 acres per animal unit to 29 acres per animal unit as a direct result
of the extreme drought experienced in the State during the past three years, An increasc in acres per animal unit represents
a decrease in carrying capacity. The Southwest and Northwest districts saw the largest increases of 12 acres per animal unit
and 15 acres per animal unit, respectively. The 1999 survey indicated 2 range of 14 acres per animal unit in the Northwest
to 31 acres in the Southeast.

Nearly one half of the leases were on & per acre basis in each survey, averaging 48 percent in 2004 and 47 percent of the total
in 1999. Lecases on a per acre besis were most common in the East Ceatral and Southeast disrriets in the 2004 survey,
accounting for over 60 percent of the total in each area. In 2004, 43 percent of the leascs were on a per head/month basis
compared with 35 percent in 1999, In the Northeast, Southwest and Northwest districts, Icasing on a per head/month basis
was the most common, accounting for 48, 51 and 63 percent of the total, respectively. Nine percent of the 2004 leases were
on an, AUM basis, down from 18 percent in 1999,

Leasing on an annual basis was the most common term of lease, averaging 64 percent of the toral Jeases in both 2004 and
1959, Annual Jeases were the most common in cach district for both survey periods. Month to month leasas represented 19
percent of the total in the latest survey, down from 27 percent in the previous survey. Multiple year leases were lcast common,
averaging 17 percent of the otal in 2004 compared with § percent in the 1599 survey.,

In each of the two surveys, pearly 50 percent of the leascs did not include any services by the landlord, However, fence and
watermaintenance were the most common services provided by landlords in each of the two surveys where at least one service
was provided. Each of these services were provided on about 40 percent of the leases. Twelve percent of the leases included
animal management and oversight and three percent of Lhe leases included some type of other services. The 2004 survcy
results for services were very similar Lo those from the 1999 survey.

Nine percent of leases had hunting and/or fishing rights conveyed with the lease in 2004 compared with 7 percent in 1999,
Hunring and fishing rights were the most popular in the Southcast and Northwest districts with 12 percent and 14 percent of
leases, respectively.
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ﬁ | e ‘s‘ti*.?;&:““ LEASE RATE SURVEY

Service - 2004
PO Box 150969 _ , ) . U.S. Degiartment of Agricnltire
Lakowood CO 80215 . (303)236-2300  1-800-392-3202 : Colarads Department of Agriculture
May 2004

" (Pleas¢ correct mail address, if recessary)

** SECOND REQUEST * *_

This questionnaire was initially mailed in May, bat we -

have pot yet received your response. Please complete the

* appropriate questions for your operation and return this

eatire form as soon as possible. If you have just recently
responded, thank ynu, and you may ignore this Second
Request:

Your assistance is needed 1o gather information about
lease rates in 2004 on privately owned non-nngatcd
grazing land in Colarado,

A prompt reply is needed to represent your area and 1o
ensure that your informoaticn will be included in the
survey results. Individual reports are kept strictly
confidential and used only in combination with reports

* from other operators for area and state totals,

Sincerely,

(PP Do

- R. Reneé Picanso

State Director

S_ECTION"A"‘ Land Leased (Rented) Determination - - (Exclude Federal and State Land)
1. -Are you or will you be renting any Privately Owned, Nan-Imgatr.d grazing land

FROM OTHERS for cash during fhis year? (Check (¥) One) . |
] Yes - Bater1 in the-100 bax) © 1o

Ij No - {Enter 2 In the 100 box)

2. ' Are you or will you be renting any Privately Owned, Non-Irrigated grwng land .

_TO OTHERS for cash during this year? ~ (Check (v) One)
: [3 Yes: Eoter 1 thez00bor) ~ ° 200
[J No - @ater 2 in the 200 box)

INSTRUCTIONS:

If, yau checkcd No for both Items 1 and 2, Go to SECTION D on the last page,

OTHERWISE,_ , Compleze SEC‘TION B if you reported Yes in Itemn 1
AND/OR Camplete SECTION C if you reported Yes in Item 2.
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FROM=STATE LAND BOARD

SECTION B:* FOR LESSEES

+303 666 3377

T-478

P.004/006

F-388

Please complete the following table for each separate lease you have or will have during 2004 where you .
are/wﬂl be renting privately owned, non-irrigated grazing land FROM OTHERS: :

If you have more than four leases, list only the four with the LARGEST ACREAGE

‘| Report each of the following for each separate lease

BIl. This lease is for:

Cattle
{Check (\qlone for esch Sheep
Both
. i32. Acres in each Lease Reported Acres

{Write in the County Name where each Lease is Located) County

Lease#1 [Lease#2 |Lease#3 [Lease#4
101 201 301 401
102 202 302 407
103 piE] 303 303
110 210 310 410

B3. . Carrying Capacity of each Leasa Acres per Animal Unit
B4. Renul Rate. pa.ld for each Lease Reported:
% Per Acre
(Enter the Rental Ra $ Per Head/Month
nter the Ren te
and/or Number of Months Number of Manths | °! =t 341 41
for each Le.'!s_e Rnporl.ed) $ Per A[M 160 960 360 460
Nomber of Months 16l 2l 361 a6l
B4a Is the remt for this lease discomnted because of Yes =12 "o 262 382 462
. nog-cash lge:ments with the lessor or because 1 1
ou exchange Jabor or goods for rent in addition 163
o rnoney? Circle only 1 response for each lease)¥ No= 2 362

B5. Term of each Lease Reported:

7 Month to Month
(CeerkEenLefheTE;tRMed) al 1 1 371 )
It Multiple Year,
also enter nulfzber of years, Multiple Year 150 280 380 480
Number of Years | * 281 381 FT3)
B6. Services Provided by Landlard:
(Include shared labar/expenses)
Fence Maintenance .............. 190 0 390 430
(Check () all Water MAintenance .............. 151 &L oL 491
that apply 7] 792 392 352
for ea; Anirpal Maintenance & Oversight . . -
Lease . 153 P 393 493
Reported) Salt and Minerals ................
Other (Specify y . |19% 54 353 494
No Services Provided ... .......... 183 293 3% 3
B7. Are any marketable hunting and/or fishing rights included? K
(Check (V) One for each Yes .oooonnnnnn ' 8
Lease Reported) NO . oo, B? 297 .| 397 497

Please Continue With SECTION C if you are or wzll be Leasing Any Privately

Owned, Non-Irrigated grazing Land TO OTHERS during this year.
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SECTION C: FORLESSORS

+303 886 3377

T-476

P 005/008

F-386

Please complete the following table for each separate lease you ‘have or will have durmg 2004 where you

are/will be renting privately owned, non-irrigated grazing land TO OTHERS:

If you have more than four leases, list only the four with the LARGEST ACREAGE

Reﬁoﬂ each of the following for each separate lease

Cl. This lease is for:

Cattle
(Check (V) one tor each Sheep
Lease Reported)
Both
CL Acrcs in each Lease Reported Acres
(Write in the Connty Name where each I..ea.se is Located) County

Lease#1 |Lease#2 |Lease#3 !Lease#4
! 2 . .

501 601 701 801

502 602 02 802

503 603 703 803

510 610 710 310

(Office Use) [P0
C3. Carmrying Capacity of each Lease Acres per Animal Umt
C4. Rental Rate Charpged for each Lease Reported:
$ Per Acre
) $ Per Head/Month 550 650 750 850
. ter the Rental Rate .
an(%/!:;r nurnber of months Nuntber of Maonths 331 el 731 1
for cach Lease Reported) $ Per AUM 560 560 760 560
Number of Months 361 $el 7l 861
C4a. Is the rent for this lease discounted because of Yes=1 "% 662 762 862
non-caslg;g:mn ements with the lessee or because 1 i 1
%fcu exc %C abor or oods for rent in addirion No= 2 363, 62 52 562

o money? {Circle oufy 1 response for each lease

CS. Term of each Lease Reported:

Month to Month
(Check & the TERM Annual GR rSh 7 1
of ench Lease Repo ” -
I Multiple Ygr Maltiple Year 580 680 780 380
‘also cnter number ofyea.rs- ) BT T 0

Number of Years

C6, Services Provide,d by YOU as Landlord:
(Include shared labor/expenses)

Fence Maintenance

(Check () all Water Maintenance .............

that ap &ly . . LT

nr ea Animal Maintenznce & Oversight .
Reported) Saltand Miverals «o.ovvvvvvnnnn.,
Qther (Specify, J.o..
No Services Provided ............
C7.  Are any marketable hunting and/or fishing rights included?

{Check ('f )One for each Yes ....o..nnn.
Lease Reported) No.....cootns

Please Continue on the next Page

391 155t 781 851
7] 52 bE7) 57}
K] §53 793 T893
54 654 794 254
385 695 795 895
596 696 796 896
557 & %7 857
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o) FLIDN AW IR P COMIne s

Flease provide your conunents regarding grazing land {both Public apd Ifrintc) in your area.

Thank you for your assistance.
Would yon like & copy of the survey results? (Check (V) One)
OO0 Yes — 1
D ND ' ---.- 2

Reperted By: . : : _ : ‘ Date:

Opmﬁan Fhone Number:__( b



KIELSMEIER Nicole

From: LILLY John

Sent: Wednesday, January 05, 2005 10:22 AM

To: HANUS Ann; PURCHASE Steve; PUSTIS Nancy; KROFT teff; WIEST Randy
Cc: KIELSMEIER Nicole

Subject: FW: Current Oregon Grazing Fee Formula 'Constants'

fvi

Nicole: please include this memo in the mailout packet to the Committee members..thanks

————— Original Message-----

From: Tanaka, John [mailto:john.tanaka@cregonstate.edu]

Sent: Wednesday, January 05, 2005 9:22 AM

To: LILLY John; Dan Nichols {(E-mail); Dianna Oberbarnscheidt (E-mail);
George Grier (E-mall); Larson, Larry; Tom Clemens {E-mail)

Cc: PUSTIS Nancy; WIEST Randy; PURCHASE Steve

Subject: RE: Current Oregon Grazing Fee Formula 'Constants'

John,

I've talked to both David Bohnert (EOARC-Burns) and Tim DelCurto
(ECARC-Union), both 0SU animal scientists, about the 30 pounds per day.
Both agree that it is probably about right for the late summer season in
the Burns area. As I calculated, the 2 pounds per day gain is an
average from birth to sale (weaning), so if they are only gaining a
pound a day in Jlate summer, that has to be made up at other times of the
year. As Tim told me, there is very little research on seasconal weight
gains, but he did publish one that summarizes Burns data. In order to
more accurately answer the question, we'd need to know what the typical
grazing season is on state land leases. If we knew that, then it might
be possible to use the published information from Burns to begin to
answer the guestion of what a reasonable monthly weight gain for calves
is while they are on that land.

John Tanaka, CPRM
Eastern Oregon Agricultural Research Center - Union Station
P.0O. Box E
Union, OR 97883
(541) 562-5129

~~~~~ Original Message--~--

From: LILLY John [mailto:John.Lilly@dsl.state.or.us]

Sent: Thursday, December 30, 2004 3:22 PM

To: Dan Nichols (E-mail); Dianna Oberbarnscheidt (E-mail); George Grier
(E-mail); Tanaka, John; Larson, Larry; Tom Clemens {(E-mail)

Cc: PUSTIS Nancy; WIEST Randy; PURCHASE Steve

Subject: Current Oregon Grazing Fee Formula 'Constants'

We are investigating the 'constants' that appear in the current
formula...... Here's what we'wve found..... '

Factor: G = animal gain per month = 30 pounds....this is the amount of
weight gain prescribed to each calf while on state land; this factor was
established thru group consensus ameng the ranchers and range
professionals.

Factor: CC = marketable calf crop = 80%....this 1s basically a survival
rate for calves while on state land..... this factor was a consensus #
based on the kest professional judgment of the ranchers and range
professionals.

Factor: 8§ = state share (le the % percent of net livestock weight gain
designated to the Dept for the use of rangeland forage) = 20%...&ll

1



ggreed ¢n the thils factor but there was not consensus the # to use;
there was wide variation. The idea here is that the state is taking a
'share’ of the crop (ie calves) and that S represents the weight gained
while the animal was on state land.

I am interested tc know if there are any recent studies or statistics
concerning these factors..... are the wvalues for G and CC best
established by local knowledge and experience of the operators or are
there govt or university sources that we can rely on???

Let me know what you think.......

See you on the 21st on Burns...actually Hines, just outside of
Burns....the Agenda will be out next week. We are holding the meeting
at the Rory and Ryan Best Western Motel in Hines.

Thanks and Happy New Year!

John E. Lilly

Assistant Director
Department of State Lands
775 Summer St NE

Salem OR 97301
503-378-3805 x 281



LILLY John

From: Larry Larson [llarson@eou.edu]
Sent: Monday, January 24, 2005 3:04 PM
To: LILLY John
Subject: Grazing Fee

ecarc.doc

John - On the way home I realized that most people would probably need a
little more information to interpret the Burns data on their own. I am
attaching a 1 page information sheet that we should forward to the committee
members. Thanks - Larry

The following are details to help you interpret the EOARC (Burns) charts:

Cows exposed to bull chart — Between 1966 and 1983 the cattle at Burns were managed
in two herds. One herd was managed for spring calving (March) and the other for fall
calving (Sept.). After 1983 all the cows were placed on a spring calving cycle. The
charts provided (all) only contain spring calving data.

Calves weaned chart — The blue bars (1966 — 1996) indicate an early October weaning
date. The red bars (1997 — present) indicate a mid-August weaning date.

Calves weaned per cow exposed chart — This chart gives the calf crop percentage. The
increased calf crop percentage associated with the red bars is a function of two factors.
The first factor is the change in weaning dates. An August weaning date gives the cow
more time to improve her body condition before going into winter. The second factor is
diet. The experiment station instituted a program of giving a supplemental diet to 1™ and
2™ calf heifers to improve heifer development. These practices are not consistent across
the cattle industry.

Calf ADG to weaning chart — This chart gives the average daily gain (ADG) for the calf
(Hereford and Angus) from birth (March) to weaning (either mid August or early
October). The birth weight for the calves at Burns typically runs between 70 - 80 Ibs.
Milk production by the cow begins to decline by mid May and forage consumption by the
calf increases to a full forage diet at weaning. Average daily weight gains from birth to
the end of April should be greater than 2 Ibs per day. Maximum weight gains during that
period would be expected to be between 2.25 and 2.5 1bs/day. The weight gain during
the 60-day period before May elevates the average daily gain value reported in the chart.
In addition the establishment of an August weaning date removes the lower weight gains
seen during late August and September. This in turn elevates the average daily gain
calculation seen in this chart. These numbers do not provide a direct comparison for
assessing the average daily gain data reported in appendix 2 for the May to October
period. An October weaning wetght would be near 400 Ibs.

ERROR - In the handout entitled ‘Background Information Relating to the 1993 Grazing
Fee Formula’ there is an error on page 3. The example data set in the cost per AUM
column totals to $16.29 rather than the 18.35 reported.

C-6



Background Information Relating to the 1993 Grazing Fee Formula

Larry Larson

Crop-Share
The current formula is described aga crop-share approach in the 1993 report and

administrative rule 141-110-0020 describes the lease (grazing agreement) as a legal
contract for forage rental on a specific leasehold. The 1993 committee unanimously
chose a crop-share approach because it isolated the portion of the product attributed to
state owned forage and included an equitable sharing of risks by the State and the lessee.
Given this intent the crop-share approach contains characteristics found in rOW CTOp Crop-
share lease agreements. See Appendix 1 for an illustration of crop-share leases and the
sharing of costs and profits (Seavert, C. 2004. Negotiating new lease arrangements with

the transition to direct seed intensive cropping systems. OSU extension. 7p.).

AUM Fee
The 1993 report and recommendation of the grazing advisory committee outlines the

following crop-share grazing fee formulation:

AUMFEE=GxCCxSxPxIP

G =30 Ib/mo gain on the calf in the AUM unit

CC = 80% calf crop

S= State share of 20%

P= $0.95 per pound (average sales price)

IP=15% discount on isolated parcels — this portion of the equation appears to have been

replaced by a base charge which is applied to isolated land parcels.

The formula currently contains two types of variables. The G, CC, and P variables are
utilized to provide an estimate of the revenue generated by calf weight gains during the
operation of the lease. The S vanable is used to provide an estimate of the state’s

coniribution to the cost of production and its equitable share of the profits generated.



G, CC&P
Data from the Eastern Oregon Agricultural Research Station (Burns OR.) provide a
record of calf weight gains on the sagebrush and crested wheatgrass range in Harney
County. Turner and DelCurto (Animal Scientists at the Burns Station) published a
management article in 1991 that contained data (10-15 years} of calf weight gains
(cow/calf grazing units) on sagebrush and crested wheatgrass range (see appendix 2 -
Summary of Weight Gain Values; Turner, H and T. DelCurto. 1991. Nutritional and
managerial considerations for range beef cattle production. Veterinary clinics of North
America: Food animal practice. 7:95-125.). These data indicate that the average weight
gain for a Hereford calf between May and September will be 30 Ibs/mo. Personal
communication with researchers and extension agents having experience on sagebrush
and crested wheatgrass range in Harney, Lake and Malheur counties indicate that the data
is accurate and offered the following observations. They indicate that the weight gain on
a cross-bred calf on a diet of mostly milk would be slightly higher (1.7 vs. 2.0 lbs/day)
but that its weight gain on a grass diet would be similar to the numbers reported by
Turner and DelCurto. They also indicate that most successful ranch operations in this
region have calf crop rates of 80 to 90% and that a 5 to 10 year average of calf prices
would be near $0.95 /lIb. These numbers are similar to the numbers (assumptions)
currently used in the grazing fee formula.

S

Validating the state share of the lease agreement appeared to be contentious in the 1993
report. Tim Cross, Stanley Miles and Fred Obermiller (Agriculture economists) reported
to the 1993 committee that the assessed value of private deeded range in Hamey, Lake,
and Malheur counties, with no surface improvements, was $40.00 per AUM (I am
unaware of any more recent data from this area of the State) and that a low risk interest
rate at that time of the report was 6%. These data yielded an expected landowner (State)
share based on land valuation alone of $2.40 per AUM. Calculating the weight gain
revenue from the grazing fee formula (G x CC x P) yields $22.70. Thus the state share

based on land valuation was calculated to be 10.5%. However, the current low risk




interest rate 1s 4%, which would reduce the State’s land valuation to $1.60 per AUM

(State land valuation share = 7%).

An article by Van Tassel et al. (1997: See Appendix 3 for article and a list of other
publications on the subject) documents the operational costs of grazing leases on Bureau
of Land Management, U.S. Forest Service and private rangeland in Idaho, Wyoming and

New Mexico. Their data indicates that the average cost of operating a grazing lease is

about $18.00/AUM. The costs include:

Costs per AUM
Category Dollars
Lost Animal 3.23
Veterinary 0.43
Moving Livestock 3.01
Herding 3.86
Misc. labor & mileage 0.52
Salt and feed 1.44
Water 0.27
Horse 0.27
Improvement maintenance 2.70
Development depreciation 0.28
Other costs 0.28
Total costs $18.35

Most if not all of these costs appear to be paid by the lessee. In addition, if water hauling
is required for the operation it is doubtful that any profit will be generated from the lease

(see Appendix 4 for extension article and an example calculation of water hauling costs).

Issues
At this point, the C, CC and P variables appear to be representative of existing conditions,
while the S variable remains less defined. Given that the grazing fee formula represents a

crop-share approach, an equitable agreement should reflect a proportional sharing of



costs and profits by each party. Documentation is needed to clarify the state’s share of

operational costs and validate the identified lessee costs.



APPENDIX 1

Seavert, C. 2004, Negotiating new lease arrangements with the transition to direct seed

intensive cropping systems. OSU extension. 7p.
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Negotiating New Lease Arrangements with the Transition to
Direct Seed Intensive Cropping Systems

Clark F. Seavert
Extension Economuist
Oregon State University

Changes in agricultural production. technology and markets have had a substantiai impact on farm
business organization and land tenure arrangements. Increased mechanization. better seeds. use of
farm chemicals. irrigation improvements and other factors have increased labor productivity
dramatically making it possibie for one farm family to operate a much larger farm unit. More recently
the changing from a summer-fallow winter wheat crop rotation to a continuous cropping system has
raised many questions about lease arrangements.

The traditional iease type in the Mid-Columbia region of Oregon has been the crop share Jease. as
shown in Table 1. The landowner would provide the land. one-third of the fertilizer, herbicide
expenses and crop and hail insurance. and pays the property taxes associated with the property. The
tenant would provide the machinery and pay all of the other production costs. In return the Jandowner
and tenant would split the receipts on a one-third/two-thirds basis, the landowner receiving the former.
One would characterize this lease as equitable because the landowner is providing one-third of the
inputs and receiving one-third of the receipts. Each party will share the wheat receipts in the same
proportion as their expenditures and gain or lose profits in the same proportion. This is what [ would
classifv as an equitable [ease

EQUITY IN A FARM LEASE

The most perplexing question in farm leasing is the appropriate share a landowner and tenant will
receive in a certain cropping system. Most agree that a lease should be fair and equitable. An equitable
lease is one that compensates the tenant and the landowner in the same proportion as each contributes
to the resources of the farming business. Generally. there is a mutual desire by the tenant and
landowner to share returns fairly in negotiating a lease agreement. One way of resclving this potential
problem is for the tenant and landowner to periodically determine their respective contributions and
adjust the lease agreement accordingly,

[ calculating an equitable lease. the use of an enterprise budget is a helpful tool. An enterprise budget
ncludes all the costs and returns associated with producing one enterprise in some particular manner.
Enterprise budgets determine the cost-of-production of a commodity on a per basis unit. Together a
tenant and landowner should complete enterprise budgets to estimate income and decide on the
contribution of each. Table's | and 2 are examples of enterprise budgets for a summer-fallow winter
wheat crop and a continuous cropping system utilizing a minimum tillage production practice. After
enterprise budgets are prepared the contributions of each party ‘are estimated.

Most input’s that make up an equitable lease are easy to calculate. They are paid by either party and
are easily identified. Three determinants that make calculating an equitable lease difficult s that of
land. machinery. and operator labor. Land and machinery are difficult to calculate because they
depreciate in value over time. The following sections are onlv suggestions on a few methods 10
calculate land. machinery. and operator labor. These suggestions may calcuiate a more equitable lease
for the parties involved.
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Land Vailuation

Land 1s difficult to calculate because each landowner has their own conception of what the value
might be on their property. This value may include sentimental values rather than reflecting true
productive values. A tenant rents only the productive value of land. Only the landowner gains from
any speculative value above productive value.

Productive value rather than market value is used bv assessors in some states for tax purposes. The
assessor’s value then is a good estimate of the landowner's contribution of land. This productive value
multiphed by the interest rate on saving certificates or a similar safe rate could be used to estimate the
landowner's annual land contribution. In other states using a fair market value for the land is
appropriate to establish its worth in the lease. In Table's | and 2 a 6 percent rate of return is used on
the landowner’s investment in the land multiplied by its market value of $370 per acre.

Machinery Valuation

Machinery is usually provided by the tenant. An estimated value is needed to evaluate the contribution
make by the provider of the machinery or equipment. This is a similar problem to that of land
contribution. A satisfactory value that can be agreed upon by both parties is needed. The current
market value of the machine should be used. This may be estimated by:

1. The landowner and tenant agreeing on a reasonable value. This may be satisfactory if both

parties are familiar with used machinery prices in the area.

Use of an as 1s estimate by machinery dealers associations.

Estimates from the agricultural extension service or from agricultural experiment stations. 'The

Cost Of Owning And Operating Farm Machinery in the Pacific Northwest"; Willett. Gayle; Bob

Smathers, PNW Extension Publication. Idaho, Washington. Oregon 346, September, 1997.

4. Use the custom rates paid in your area, subtracting the operators labor and management, as an
opportunity cost to the machinery. Publications of custom rates can be obtained from local
extension offices. "Custom Rates For Idaho Agricultural Operations - 1986," Miscellaneous
Series No. 67. R.V. Withers, Agricultural Experiment Station. College of Agriculture.
University of Idaho. "Custom Rates for Oregon Agriculture, 1988." T.L. Cross. Agricultural and
Resource Economics. Oregon State University.

[FF I ]

The machinery in Table's | and 2 were calculated by the third recommendation of using the costs of
production studies from Oregon State University and using the estimate of machinery costs for a
typical wheat farm in the Mid-Columbia area.

Operator or Landowner Labor Valuation

Both parties should be compensated for their labor involved in a lease. This labor is usuaily not valued
any higher than what a tenant or landowner would pay for a qualified person to perform his or her
duties on the farm. This value of labor usually reflects the higher paid farm workers in an area.

EVALUATING LEASES WITH CHANGES IN CROPPING SYSTEMS

Many growers in the Mid-Columbia region have expressed interest in changing from the customary
summer-fallow winter wheat crop rotation to a continuous cropping system utifizing a minimum
tillage practice. With the help of Sandy Macnab. OSU Extension Cereal Crops agent in Wasco and
Sherman counties. we deveioped an equitable Jease arrangement for those growers interested in
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changing cropping svstem. labic 2 shows the results of changing from a one-third/two-thirds share
crop lease to a one-fourth/three-fourths lease with the landowner sharing in the same inputs as in the
first lease but now only paying one-fourth rather than one-third of those costs. The landowner
contributes one-forth of the expenses and receives one-fourth of the receipts. If the estimates of yield
and price are correct each party now receives profits and losses in proportion to their financial risks.

RISK ASSOCIATED WITH LEASE ARRANGEMENTS

Today's farmers face greater financial risks than in the past because of the increased size of their
businesses, greater use of purchased inputs, greater financial needs and increased dependence upon
world markets. Therefore. in selecting lease shares, it is important to recognize that they vary in terms
of the relative amount of risk assumed by the tenant and landowner.

Table 3 shows a sensitivity analvsis of possible vield or price changes among the equitabie lease
arrangements for the summer-fallow winter wheat rotation and the continuous cropping system. With
expected yield and prices. the landowner and tenant receive negative profits per acre with the
one-third/two-thirds crop share lease and not until there is a 10 percent increase 1n yieid or price does
the tenant make a positive return on investment. The one-forth/three-forth crop share lease with
continuous cropping does allow both parties a positive return on investment except if there is a 10
percent decrease in yield or price. In both situations the landowner and tenant share in the risks of
wheat production eqgually and share in profits and losses in the same manner.

Table 4 shows the affects of the tenant with a one-third/two-thirds crop share lease in a
summer-fallow winter wheat rotation changing to the continuous cropping system without changing to
a one-forth/three-forth crop share lease. Both parties receive a positive return on investment but the
landowner receives a greater share of the receipts than expenses. Of course both parties gain in profits
with an increase in yield or price but the downside has tremendous consequences. If there is a 10
percent decrease in yield or price the landowner still receives a positive return on investment (about
$6 per acre) but the tenant losses $17 per acre with this lease type.

Lease equity is of great importance. Both parties often assume that reliance on customary leasing
terms will result in an equitable lease. Both parties should be compensated for their contributions in a
lease. whether it is a cash rent or a crop-share lease.

If an equitable lease is calculated and neither party receives a positive return on their investment the
value of their inputs must be evaluated. The landowner might receive a lower rate of return than
expected on land to make the lease feasible and the tenant may have to recetve a lower rate for
equipment use to make the lease equitable as well. Each party must be willing to give and take in
constructing an equitable iease arrangement and assessing the equity of the lease periodically is
paramount for good landowner-tenant relations.

DsprSEA.doc

Table | Winter Wheat. Conventional, Mid-Columbia Arsa. $/Acre Economic Costs and
Returns
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Tenant Tenant Landowner
GROSS INCOME Quantity Unit 3/Bu M”f_f Total  Share Share
Winter Wheat 45.00 Busheis £375  67% by 3 $55.69

168.75 113.06
Total GROSS Income A $ $5569
16875 113.06
Tenant Tenant Tenant Tenant Landowner

VARIABLE COSTS Labor Percent Machinery Percemt Materials Percent  Total  Share  Share
Moldboard Plow §039 Joow 166 100% $- 00% §225 §2.325 $-
{.33%)
Chiesel Plow (.67x) 0.62  100% 0.89-: 100% - 100% 1.51 1.51. -
Cultivate (1.5x) 0.87__ ]00% _ 2.00_ 100% - 100% 2.87 2.87 -
Rod Weed (2)5) 0.9.] 100% 210 100% - 100% 3.01 3.01 -
Crop Production
Fertilizer - 100% . 100% 1332 67% 1332 888  4.44
S os s 3T iown wws ney ve -
Herbicides 0.32 ]00%7 0.85 [o0%  17.97 67%_ 19.14 13.15 5.99
Harvest Opef;tions
Combine (079 _100% 1SV f00% - Jo0% 230 230 -
wingCoss  ve vw 3¢ e i s 29
Other Charges
Pickup & Trucks - 100% 254 100% - 100% 254 254 -
Other Machinery S 100% 103 100% - 100% 103 103 -
Miscellaneous 447 100% 100 100% 500 100% 1047 1047 '
Interest: Operating - 100% . 100% 126 100% 126 126 -
Capital o o B - -
Total VARIABLE  11.00 1825 4730 7655 66.12° 1043
COSTS

Tenaru Tenant Landowner
VARIABLE CASH Unit Perceni Total  Share Share
COSTS .
Machinery and Equipment acre Jo0%  $4.00  54.00 $-
Insurance
PickL;ps & Truck acre 100% 0.37 0.37 -
Insurance
Crop - Hail & Fire Insurance acre 67%  2.50 1.67 0.83
Conservation Practices acre % 0.30 - 0.30
Property Insurance. acre 0% 0.10 - 0.0
etc. )
Propeﬂy Taxes acre 0%  6.00 - 6.00

Total CASH Costs $i3.27 $6.04 b 7.23
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NON-C-ASH Costs

Machinery and Equipment Depreciation. Interest & acre 1009 $41.72 §41.72 $-

Housing

Pickups. Trucks & ATV's Depreciation. [nterest & Housing acre 106% 6.22 6.22 -

Other Machinery — Depreciation & acre 100% 2.74 2.74 -

Interest

Land Charge - 6% of Mkt Value. After acre 0% 4440 - 44.40

Tax

Total NON-CASH $95.08 $£50.68 $44.40

Costs

Total FIXED COSTS $ §56.72 $351.63
108.55

Total of All Costs Per 3 § $62.06

Acre 18490 122.84

PERCENTAGE THAT EA-(-:H PARTY HAS CONTkIBUTED 'i"O TOTAL COSTS: 66.43% 33.576/0

RETURN OVER TOTAL $ $(9.77) $(637)

COSTS o (16.15)

Table 2. Winter Wheat. Minimum Till-Continuous Cropping, Mid-Columbia Area. $/Acre Economic
Costs & Returns - -
Tenant Tenant Landowner

GROSS INCOME Quantity Unit $/Bu Percent Total  Share Share

Winter Wheat 38.00 Busheis $3.75  75% $ § §$3563

142.50° 106.87 - _

Total GROSS Income h) § §$3563
142.50 106.87

Tenant Tenant Tenant Tenant Landowner

VARIABLE COSTS Labor Percent Machinery  Percen Materials Percent Toral Share Share

-Fertilizer S- 100% $- 100% § 13.32 75% $13.32 §$999 $533

Direct Seed Drill 074 100% 1091 [00% 975 100% 2140 2140 :

Herbicides 032 i00% 0.93 ]00% 1113 3% 12.38 9.60 278

Harvest Operations
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Combine 079 100%  2.69  100% - 100% 348 348 :
Hauling Costs 1.62 100% 1.34  100% - J00% 2.96 2.96 -
Other Charges
Pickup & Trucks - 100% 254 100% - 100% 254 2.54 -
Other Machinery - 100% 0.52 100% - 100% 0.52 (.32 -
Miscellaneous 447 100% 1.00  100% 500 160% 1047 1047 -
Interest: Operating - 100% - 100% L1200 jo0% .12 i.12 -
Capital
Total VARIABLE 7.94 16.93 40.32 68.19  62.08 6.11
COSTS

Tenant Tenant [Landowner
VARIABLE CASH Unit Percent Total  Share  Share
COSTS
Machinery and Equipment acre 00% §$£248 §$2.48 §-
[nsurance
Pickups & Truck acre 100% 0.19 0.19 -
[nsurance 7
Crop - Hail & Fire Insurance acre 75%  2.00 1.50 0.50
Property Insurance, acre 0% 0.10 - 0.10
ete.
Property Taxes acre 0% 3.00 - 3.00
Total CASH Costs §777 8§47 $3.60
NON-CASH Costs.
Machinery and Equipment Depreciation. Interest & acre 100% $22.75 $22.795 -
Housing )
Pickups. Trucks & ATV's Depreciation, Interest & Housing acre 100% 311 3.13 -
Other Machinery — Depreciation & acre 100% 1.37 1.37 -
Interest
Land Charge - 6% of Market Value. After Tax acre 0% 2220 - 22.20
Total NON-CASH $4943 $27.23 §$2220
Costs _ o o
Total FIXED COSTS $37.20 $31.40 $2580
Total of All Costs Per $ $£63.48 $31.91
Acre 12559
PERCENTAGE THAT EACH PARTY HAS CONTRIBUTED TO TOTAL COSTS: 74.55% 25.45%
RETURN OVER TOTAL $17.11 §13.40 $3.71

COSTS
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Table 3. Net Projected Returns Per Acre With Equitable Leases for a Summer-

Fallow/Winter Wheat Rotation (1/3-2/3 Lease) and Continuous
Cropping (25-75 Lease) System.

Summer Fallow/Winter Continuous Cropping
Wheat
Landowner Tenant Landowner Tenant
10% Increase in Price or Yield $(0.81) $1.53 $7.28 $24.08
Projected Price and Yield (6.37) 9.77) 3.71 13.40
10% Decrease in Price or Yield (13.06) (23.34) (3.41) (7.98)

Table 4. Net Projected Returns Per Acre for amS_u-Ihr-r_ler- Fall(;w/nglter Wheat
Rotation (1/3-2/3 Lease) But Changing to a Continuous Cropping System
without Evaluating the Changes to the Sharing of Inputs.

Summer Fallow/Winter Continuous Cropping

Wheat

~Landowner ~ Tenant Landowner Tenant
10% Increase in Price or Yield $(0.81) 8155 31982 $11.54
Projected Price and Yield (6.37} | (9.77) 15.11 2.00

10% Decrease in Price or Yield (13.06) (23.34) 571 (17.10)



APPENDIX 2
Summary of Weight Gain Values

Turner, H and T. DelCurto. 1991. Nutritional and managerial considerations for range
beef cattle production. Veterinary clinics of North America: Food animal practice. 7:95-

125



WEIGHT GAINS

Turner, H and T. DelCurto. 1991. Nutritional and managerial considerations for range
beef cattle production. Veterinary Clinics of North America: Food Animal Practice. 7:95-
125,

The article documents weight gain on lower elevation (4600 ft) sagebrush-bunchgrass
and crested wheatgrass range near Burns, Oregon. The numbers presented below are

average weight gain on straight-bred Hereford calves and yearlings over a 12-15 year
period at the Eastern Oregon Agricultural Research Center.

calf vearling

Month 15-day period lbs/day Ibs/mo lbs/day Ibs/mo
May

1% 1.6 48 1.75 52

ond 1.75 52 2.6 78
June

1% 1.6 48 2.4 72

ond 15 45 1.9 37
July

1% 1.3 39 1.7 51

2nd 0.75 22 1.1 33
August

1% 0.7 21 0.8 24

e 04 12 0.6 18
September

1% 0.35 10 0.4 12

ond 0.2 6 0.2 6
October

1% 0.2 6 0.2 6
May — Sept Average 30 40

These calf weight gains may be a little low for crossbred herds. Crossbred calves should
be expected to gain 2 Ib/day during peak lactation but the drop off in weight gains as the
forage cures would be similar.

Calf crop success rates typically range between 80% for low input operations to 90% on
high input operations. Operations that fall within this range are sufficiently successful to
stay in business.
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Abstract

Federal land grazing fees have been set by a formula that uses
a base rate developed from s 1966 study comparing total grazing
costs on private and public lands. A similar market comparison
was recently conducted in Idaho, New Mexico, and Wyoming.
Total grazing costs were gathered through personal interviews
from 258 ranchers using 245 public grazing permits and 149 pri-
vate leases, Public land grazing permit values were also estimat-
ed in each state. This study demonstrated that many public land
ranchers have been willing to pay more for grazing than the
apparent value implied from the private forage market. With the
1992 grazing fee of $1.92fanimal unit month (AUM), 34% of
Bureau of Land Management (BLM) cattie producers, 62% of
U.S. Forest Service (USFS) cattie producers, 60% of BLM sheep
producers and 92% of USFS sheep producers paid more for
grazing public lands than did these grazing privately leased
lands. Estimated forage values averaged $3.63/AUM for cattle
grazing BLM larnd, and were negative for cattle using USFS
lands and for sheep using both BLM and USFS aliotments. Using
a 3.35% interest rate to amortize permit value, the annual vatue
of public land forage was estimated to be from $3 to $5/AUM.
Doubts were cast about the standard assumptions that ranchers
have profit maximization as their primary goal, that permit
vazlue measures only excess forage value, and that sufficient pri-
vate leases are available for a valid comparison between private
and pubiic forage markets,

Key Words: grazing {ees, permit vaiue, profit maximization,
public land policy, land use

Fees for grazing public lands were first assessed in 1906 by the
U.S. Forest Service (USFS) and in 1936 by the Bureau of Land
Management {(BLM). The authorization to graze hvestock on fed-
eral lands was controlled by issuing grazing permits to those who
could meet the "prior—use” and "commensurability” require-
ments. To encourage use and private investment on the range-
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lands the original permits were freely given to ranchers, with
grazing fees set at low levels. The difference between the cost of
utilizing federal rangelands and the value of the forage was
quickly capitalized into the value of the base ranch (Roberts
1963).

Since the first administered grazing fee, numerous attempts
have been made to establish a fair market price for pubiic land
forage (Kearl 1989). Because federal grazing fees are set by a
formula and are not open market transactions between willing
buyers and sellers, no direct estimate of market value is obtain-
able and indirect valuation procedures are necessary. One method
frequently used is to compare grazing fees on public lands to Ppri-
vate land lease rates. Private land lease rates were used to imply
the value of National Forest lands as early as 1915 (Rachford
1924). Recent federal grazing fee studies have relied on market
price comparisons to establish forage vaiue. Grazing fee studies
conducted during the 1960's (USDA/USDI 1977) and 1980's
{(Obermiller 1992) compared the total cost of grazing public and
private lands. Studies conducted in the 1980's (USDA/USDI
1986) and updated in 1992 (USDA/USDI 1992) used a market
rental appraisal of private land leases to imply forage value.
LaFrance and Watts (1995) also used the private grazing market
fo examine forces that influence private grazing fees across west-
ern states and draw implications to public grazing policy. A main
inference of these studies was that considerable variation exists in
forage value both within and between selected areas.

The objective of this study was to examine the value of public
forage in Idaho, New Mexico, and Wyoming by comparing the
total costs of grazing public and private leases (total cost
approach). A further objective was 10 examine the value of feder-
al grazing permits in each state and compare the capitalized value
of permits with the forage value obtained from the total cost
approach. This second objective not only provides an estimate of
the rancher's "willingness—to--pay™ for federal forage, but also
provides a verification on the theoretical "correctness" of the total
costs approach.

Theoretical Justification

The theoretical justification for using the private forage market
to imply equitable federal land grazing fees is founded in eco-
nomic models developed in the 1960's at Utah State University
{Roberts 1963, Jensen and Thomas 1967, Nielsen and
Wennergren 1970). The "Utah mode!l” assumes private and public
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land forage are direct substitutes and that the marginal productivi-
ty of the 2 inputs are equal (Nielsen and Wennergren 1970}. This
implies the amount & profit maximizing rancher should be willing
to pay for the 2 types of forage would also be equal.

The marginal factor costs of grazing leased land are comprised
of fee (FEE) and non-fee (NFEE) costs. Fee costs are the fees
paid te the lessor for the forage utilized and services provided.
Non-fee costs are supplementary costs incurred by the lessee to
usilize the leased forage. Examples of non-fee costs are trans-
portation of livestock to the lease site, maintenance of fences and
facilities, and care of livestock while on the lease.

The total cost approach of determining the value of federal for-
age compares the fee and non-fee costs of grazing both private
and public rangelands. Theoretically, it is the marginal factor
costs of the forages, or the amount the rancher was willing to pay
for grazing the last unit of forage, that should be equated. What is
obtainable from ranchers is their current level of production and
the total cost of grazing the allotment. Grazing fees derived from
the total cost approach have therefore been based on average
rather than marginal costs (USDA/USDI 1977).

To apply the total cost method, total costs of grazing public
lands (excluding the grazing fee) are subtracted from the total
costs of grazing private lands (including the lease rate) to esti-
mate the grazing fee that equates total grazing costs on private
and public iands. This is equivalent to equating costs of utilizing
public grazing to private grazing costs by adjusting the public
tand grazing fee. The estimated grazing fee would be

FEElebliC = (FEE private T NFEEprivate} - (NFEEpublic)' (1

Estimation of the variables defined in equation {1] resulted in
the $1.23/AUM base charge established in the Public Rangeland
Improvement Act of 1978 {PRIA) fse formula’. The estimated
difference in total grazing costs ($1:23/AUM) was considered to
be the "average" grazing fee that should be charged to equate
grazing costs (USDA/USDI 1977).

[t should be noted that valuing forage by comparing total graz-
ing costs does not provide a direct estimate of net forage vaiue,
but rather an estimate of the net value of public land grazing.
Total private grazing costs define the amount willingly paid for
the total grazing package, including services. Subtracting non—fee
grazing costs on public tands from this amount results in an esti-
mate of the amount thar could be paid for public land forage
while maintaining total private and public grazing costs at the
same level.

The fee charged to graze public land has historically been less
than the value of its marginal product and the rancher who had
access 1o federal land grazing realized a surplus economic value
known as permit value. Pernut value (PERMIT) is said to be the
capitalized cost advantage that public land ranchers have over
those grazing on private lands or

PERMITpubtic = FEEpvare + NFEE yivate - FEEpublic NFEEpiic)
r

=COSTADV
r )
This capitalization formula calculates the present value of a
perpetual flow of any cost advantage {COSTADV) that may
accrue from grazing on public lands. This formuia is sensitive to
the capitzalization or interest rate. r, that is assumed. The greater
the r, the smaller the present value of the perpetval flow. The cap-
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italization formula also assumes the decision maker has an infi-
nite planning horizon and determines the permit value according~
ly. A finite planning horizon would suggest a smaller permit
value. An infinite planning horizon is typically justified even
when a rancher maintains the permit for a finite time since the
rancher can sell the nghts 1o utilize the permit. The capitalization
formula would not he valid if the rancher anticipated the grazing
rights weuld be approprizted by the federal government without
Jjust compensation.

Because access to grazing is embodied in the grazing permit,
the surplus value became a marketable item that was transferred
when the permit was sold (Nielsen and Wennergren 1970). As the
cost differential between grazing public and private lands fluctu-
ates, in the presence of a competitive market, the changing value
of the grazing permit theoretically efiminates the cost advantage
that public land ranchers have. When a public land rancher buys
the grazing permit, total grazing costs are equated and the cost
advantage is eliminated (Workman 1988; Torell and Deoll 1991).

Obermiller (1992) argued that permit value is not a capitalized
cost advantage, but rather the capitalized value of cost savings
realized through economies of size when federal grazing permits
are attached to the ranch unit. Complementarity between different
seasonal forage sources is also cited as a reason for permit value.
Some combination of these factors may be appropriate.

Because grazing permits can be purchased and sold?, a direct
estimate of the annual value of public land grazing can be
obtained by computing a rate of return on grazing permit invest-
ment and adding this to the current grazing fee (Nielsen and
Wennergren 1970}, This can be seen by rearranging equation [2]
as

COSTADV = PERMIT ;0 X T 3)

and then adding COSTADY to the current grazing fee to obtain
the annual value of public land grazing. This procedure gives a
site-specific estimate of forage value while directly considering
the costs, forage quality, level of improvement, and characteris-
tics of specific public land ranches. More productive and/or lower
cost ranches shouid theoretically have a higher valued grazing
permit, implying a higher forage value.

Theoretical Inference

If permit values arise only because of a capitalized cost advan-
tage for public land grazing, determining the annual forage value
from permit values should provide a verification of the forage
value determined from the total cost approach. However, if per-
mit values are influenced by factors other than expected livestock
returns, valid estimates of forage value will not necessarily be
obtained using this method. Jensen and Thomas (1967) found that
factors associated with grazing cattle on public ranges explained
only 55% of the variation in permit sales value. Similarly, Torell
and Doll (19%1) found that permit values have not provided a
consistent estimate of the value of public land forage, They found
that permir values contribuied more to the value of the ranch in
the early 1980's than the capitalized cost advantage of public land
grazing wouid justify. After 1987, public lands contributed less to
the value than the simpie capitalization formula would suggest.
Thus, permit valoes may zot be a sensitive and consistent indica-
tor of forage value.
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Approach

To identify public and private grazing costs, a sarvey of ranch-
ers in Idaho, New Mexico, and Wyoming was conducted.
Non—fee grazing cost data were gathered on the cost items identi-
fied in the 1966 grazing fee study (Refer to Table 1 for a listing
of cost itemns. A more detailed variable description of the study
design is provided in Torell et al. (1993) and Bartlett et al.
(1993)).

Range improvement investments {(development depreciation)
on public lands were determined from BLM and USFS records
and from the interview process. Only the rancher’s share of cost
was considered and investments on non—federal land were prorat-
ed by the percentage of time or use on the federal allotment.

Sampling Procedures

A random sample of public permittees and private lessees in
the 3 states were personally interviewed to solicit estimates of fee
and non—fee prazing costs. Lists of public land permittees were
obtained from BLM and USFS records for each state. Lists of pri-
vate forage lessees were available from prior grazing lease sur-
veys, from USDA/National Agricultural Statistics Service, stock-
grower organizations, and County Extension faculty.

Surveys were conducted in the 3 states during October through
December 1992, The grazing cost data were obtained from 77
ranchers in Jdaho, 85 ranchers in New Mexico, and 99 ranchers in
Wyoming. The three—state data base included information on 173
BLM allotments, 72 USFS allotments, and 151 private leases.

Of the federal allotments surveyed, 44 provided grazing for
sheep. Sheep grazing on private rangeland was not common. The
survey included only 3 private sheep leases in Idaho, 3 in New
Mexico, and & in Wyoming. Recognition of limited sample size
should be given when interpreting sheep grazing costs and forage
values.

Statistical Analysis

Total grazing costs were calculated for each lease using the
labor and mileage rates and other assumptions detailed in Bartlett
et al. (1993), Total costs were converted to a $/AUM value and
non-fee grazing costs were spread over all AUMs on the allot-
ment or lease, regardless of land ownership.

Grazing cost calculations and analysis were completed using
appropriate statistical routines found in the SAS statistical pro-
gram (SAS Institute, Inc. 1988). Variation in grazing costs were
analyzed using an unbalanced analysis of variance (ANOVA)
with a three-way design and interaction. Differences in the size of
leases and sample size between states and classes of livestock
were accounted for in the least squares means (L.SM) computed
with the statistical models. Forage value estimates are presented
as mean values followed by 90% confidence limits about the
mean. A more complete description of the model used in the
analysis is given in Bartlett et al. {1993).

Permit Values

Ranch sales data were collected in Idaho and Wyoming from
Farm Credit Services (FCS) for the period 1986 through 1992.
Summary statistics were compiled from 129 BLM and 38 USFS
permit ranch sales in Idaho, and 290 BLM and 35 USFS sales in
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Wyoming. Sales data compiied included an appraiser's allocation
of the contribution that public and state AUMSg made to the mar-
ket value of recent ranch sales. These estimates of permir value
were recorded from FCS sales sheets and averaged over the
198692 period. The reporied averages were weighted by the
number of federal AUMs leased.

A previously developed tand value model was used o estimate
New Mexico grazing permit values. The modei used FCS ranch
sales data for 1987 through March 1993, Average 1992 permit
values were determined using the estimated regression equation
developed from 378 ranch sales (Torell and Kincaid 1996). This
was done by estimating the January 1992 market value of a 300
AUY ranch totally dependent on BLM or USFS for grazing
capacity, The regression model has historically given permit val-
ues consistent with the appraisers values used to obtain permit
values for Idaho and Wyoming (Torell and Fowler 1986).

Using the permit value approach, annual forage value was esti-
mated by multiplying average permit values by a capitalization
rate of 3.35% and adding this to the 1992 grazing fee of
$1.92/AUM. The result is the annual amount that ranchers have
paid in the market place for public land grazing (Torell and Doll
1991). The 3.35% capitalization rate is consistent with long—term
rates of return realized from western public land ranches (Agee
1972, Madsen et al. 1982, Workman 1986). Obvicusly, annual
forage value will vary considerably depending on the interest
rate. This is a limitation of using permit values to imply forage
value.

Results

Three-State Average Grazing Costs

Grazing costs were estimated for BLM and USFS allotinents,
and compared to costs for private leased lands in the 3 states
(Table 1). Different cost categories are shown for both cattle and
sheep. They were estimated across states after adjusting for dif-
ferences in lease size through the ANOVA process. Total
non-fee grazing costs were estimated to be $15.41/AUM for cai-
tle on BLM, $21.89 for cattle on USFS, $23.23 for sheep an
BLM, and $32.68 for sheep on USFS. By comparison, the same
costs on private leased lands totalied $19.04/AUM for cattle and
$20.46/AUM for sheep, including the private iand lease rate.

Nearly all cost categories were significantly higher on public
lands than on private ieased lands (Table 1). This is consistent
with the perception commonly expressed by public land ranchers
that non-fee costs for grazing public lands are higher than on pri-
vate lands. Major cost items for private and public land grazing
included lost animais, moving and herding livestock, salt and
feed, and range improvernent maintenance. The private lease rate
averaged $7.71/AUM for cattle producers and $7.18/AUM for
sheep producers. The lzase rate was a major part of the total cost
of grazing on private leased lands, accounting for over 34% of
total grazing costs, Total grazing costs were statistically different
between private and public cattle producers and between private
and USFS sheep producers (Table 1).

BLM vs. USFS

As previously noted, cattle grazing costs were estimated to be
higher on USFS land than BLM administered land (Table 1}. This
is similar to what Obermiller (1992) found for eastern Oregon
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Table 1. Average grazing costs per AUM on BLM, USFS, and private leased lands in Idaho, New Mexico, and Wyoming combined (adjusted for differ-

ences in lease size), 1992,

Cattle Sheep
BLM USES Private BLM USFES Private
Sample size (n) 141 60 i34 32 12 15
Lost animals 3,09 4.49° 2.10° 5.16° 6.05° 2,63
0.3 (041 (0.28) (0.69) {0.95) (0.87)
Association fees 0.20* 1.07° 0.01"° 0.17¢ 0.00° 0.00%
(0.08) {0.10) 0.07) 0.17) (0.24) (0.22)
Veterinary 0.08° 0.12° 0.12° 0.16° 0.37° 0.20°
{0.03) {0.04) (0.03) 0.07) (0.10) (0.09)
Moving livestock 2.61° d.49" 1.93° 3.97° 597 25170
0.2 0.38) (0.26) {0.64) (0.88) (0.81}
Herding 3.63° 5.00° 2.94° 7.30" 13.49° 3.05°
0.37) (0.49) (0.33) (0.83) {1.13) (1.04)
Misc, labor and mileage 0.61* 077" 0.18" 0.73° 1.13° 0.34*°
(0.08) {0.10) (0.07) {0.17) (0.23) (0213
Salt and feed 141" 1.12* 1.80° 1.81° 1.06 1.53°
027 {0.36) (0.24) (0.60) 0.82) (0.75)
Water 0.47" 0.24° 0.11° 0.51%" 0.38* 0.16%
{007} {0.09) (0.06) {0.16) (0.22) (0.20)
Horse 0.22* 0.45° 0.15" 0.34° 0.78° 022
(0.03} 0.04) (0.0%) {0.07 (©.10) (0.09)
Improvement maintenance 2.86" 3.41° 1.84" 233 22640 202wk
{0.29) 0.37) (0.25) {0.63) {0.86) (079}
Development depreciation
Federal land 0.30° 0.3%° 0.00° 0.14° 0.24>%4 0.02%¢
{0.03) (0.04) (0.03) {©.07) (©.10) (0.09}
Private land 0.16° 0.07 0.15* o.11° 0.02* 0.22*
{0.05) {0.06) (0.04) ©.11) {0.15) (0.13)
Other costs 0.23* 0.50° 0.11* 1.01° 1.89° 0.35°
{0.09} (0.11) {0.08) {0.19) 0.26) (0.24)
Private land lease rate — —_ 771* — — 7.18%
{0.34) (197
Total cost 15.41° 21.39° 19.04° 23.23° 32.68° 20.46°
(0.99) (1.30) {0.88) (2.19) (3.00) (2.74)
Forage Vaiue 3.63+2.42 -2.86 £ 2.59 ~277+622 -12.22 +6.94
(1.47) (1.58) (371 4.0n

Note: Means on the same row followed by the same letter are not statistically different at P = 0,10, The number in parenthesis is the standard error of the mean. Individual
cast items may not add up to the iotal cost because the mean for each cost item was estimated using an independent linear statistical model and is not the simple average
for the cost category. Least-squares or adjusied means are presented which give the average value had there been a balanced design for ciass varnables and with all covari-
ates set at their mean value (SAS 1989, p. 948). Forage value is shown as the mean value with 90% confidence limits about the mean.

where, on average, utilization of USFS land was the most expen-
sive lease, followed by private land, and then BLM, The 1966
grazing cost survey did not find USFS grazing costs to be higher
than private land leases when averaged across all forests and
BLM districts. Part of the reason for this insignificance was the
considerable variation that was found within a forest and region.
The 1966 study found the average cost of grazing USFS land was
350.62/AUM higher than BLM land, but again, this difference was
not statistically significant (Houseman et al. 1968. Specia] report
on the grazing fee survey. Unpublished Report. USDA/Statistical
Reporting Service).

Major cost categories explaining the higher cost of grazing
USFS lands included lost animals, association fees, moving and
herding livestock, miscellaneous labor, vehicle sxpenses, and
horse costs. Other cost categories, including misceilaneous
expenses and deveiopment depreciazion on federal lands, were
significantly higher on USFS administered lands in some cases
but contributed little to the higher cost of USFS grazing.
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Several explanations are possible for the relatively high cost
estimated for grazing USFS lands and the negative estimate of
forage value for these lands.

1. Private leases included in the grazing cost survey were con-
sidered comparable to BLM and state trust lands with respect
to proximity and physical characteristics. However, few leas-
es were found that were directly comparable to USFS lands
with respect to vegetation types, climate. and water
resources. Had similar snbstitutes been identified for USFS
grazing, the value of private lease costs might have been
higher that the non-fee costs of using USFS grazing.

. If the estimated cost of using USFS lands is comrect, 1J5FS
pernmittees are spending more to graze than ranchers who use
private lands. This would suggest that USFS permits should
have low or zero value. The total cost approach. though, may
not capture ail elements of value associated with USFES per-
‘mits. For example, USFS permittees mav be willing to pay
higher costs fo graze in scenic remole areas and maintain a

(2]
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way of life or accept a below-market wage rate and return on
investment (Bartlett et al. 1989, Harper and Eastman 1980,
Smith and Martin 1972).

_In New Mexico, some of the cost increases could be
explained by culture and the high value placed on the agrari-
an way of life. Of the 21 USFS ranchers interviewed in New
Mexico, 10 had relatively small herds and were Hispanic
ranchers, mostly in north—central New Mexico. Grazing
costs, especially the value of unpaid family labor, were high-
er for these individuais.

4. Market-price comparisons for valuing forage assumes ranch-
ers have numerous aliernatives available to them. Private and
pubiic forage are assumed to be direct substitutes. In reality,
most private forage sources remain leased and federal leases
are not accessible to the general public unless transferred
with the base ranch. Ranchers are therefore forced to use
higher—cost alternatives (e.g., USFS allotments) if they want
to be in the livestock business. However, this does not mean
that ranchers who utilize USFS forage are losing money or
are not profitable, only that their costs are higher on average.

L2

Cattle vs. Sheep

The total cost of grazing sheep on public lands was significant-
ty higher thar for cattle. When the values in Table 1 are weighted
by the number of AUMs and averaged for federal lands, the total
cost of grazing sheep on public land was estimated to average
$7.72/AUM more than grazing cattle on public land and
$1.42/AUM more for private—land sheep producers compared to
private~land cattle producers.

Sheep grazing costs were also the most variable. Because of
this variability and the relatively small sample size for sheep pro-
ducers, especially on private lands, the confidence intervals esti-
mated for sheep forage values are over twice that estimated for
cattle production. As shown in Table 1, some of the variability 1s
expiained by differences between BLM and USFS.

Permit Value

Table 2 shows estimated permit vatues for Idaho, New Mexico,
and Wyoming and the 1992 forage value implied from these val-
ues. Average permit values ranged from $36/AUM for BLM in
Wyoming to $89/AUM for BLM in New Mexico. BLM and
USFS permit vaiues were significantly different in Wyoming but
not in Idaho or New Mexico. Implied forage value using the per-
mit valuation method was highest in New Mexico ($4.90/AUM
for BLM and $4.33/AUM for USFS). Forage value was estimat-
ed to be from $3.00 to $3.50/AUM for the permits in Idaho and
Wyoming. Permits in New Mexice may be more expensive
because of their yearlong use compared to the seasonal permits
found in Idaho and Wyoming. :

If, as economic theory suggests, permit value constitutes a sur-
plus economic value created because the fee charged to graze
public land has been less than the value of the marginal product
(VMP) of the forage, the forage value obtained from the total cost
approach should equal the amortized value of the permit (yearly
surplus) pius the federal grazing fee. The theory appears 1o hold
for BLM cattle permits as the forage value obtained from the total
cost approach approximates the total value ranchers were willing
to pay for the permit while also paying the federal grazing fee.
For the remaining public leases. the rotal cost approach shows
that public tands do not have a capitalized cost advantage over

304

Table 2. Grazing permit value and forage value implied from average
permit values in Idaho, New Mexico, and Wyoming ($/AUM).

Permit Value Forage Value® -

State BLM USFS BLM USFS

ldaho 37a 42a 316 3.32
{1.31, 129) (2.71.38)

New Mexico 894 T2a 490 4.33

Wyoming 36a 47b 313 3.50
i (1.0L, 359 (3.47. 43

Note: Permit vaiue means in the same row that are followed by the same letier are nol
statistically different at P = 0.10. Means 10 the same column are ot compared statistical-
ty. The numbers in parenthesis are the standasd eror of the mean and the sample size.
The standard error is not shown for New Mexico because the mean value 3s estimatsd
from a regression model.

* Estimated as permit value x 3.35% + $1 92/AUM 1992 grazing fec.

grazing on private lands. By comparison, the permit value
approach dernonstraies that ranchers were willing to pay a premi-
um for federal grazing permits in the land resource market. This
dichotomy suggests permit values are comprised of more than a
capitalized cost advantage for public land. As previously dis-
cussed, cost savings realized throngh economies of size, comple-
mentarity between different seasonal forage sources, or the utility
a rancher receives from managing cattle in scenic remote areas
may also contribute to permit value.

Theoretically, grazing fees equal to the forage value estimates
in Table 2 should eliminate permit value. Yet, permit value esti-
mates in New Mexico for state trust Jands indicate this may not
always be the case. Torell and Doll (1991) estimated that as New
Mexico state land grazing fees went from $1.60/AUM in 1986 to
$3.13/AUM in 1989 the value of state land grazing permiis
decreased by about $30/AUM for every $1/AUM increase in the
fee. State land permits went from the most valuable permit to the
least valuable permit in & years. New regression estimates indi-
cate that New Mexico state land permits have recently increased
in value relative to BLM and USFS (Torell and Kincaid 1996).
This is true even though New Mexico state land fees are nearly
double those on federal lands and USFS total grazing costs were
estimated to be considerably higher than those on BLM land.
Security of lease and certainty concerning fee policy and other
public land policies, then, may be important considerations in
determining the price paid for a public grazing permit.

Discussion and Conclusions

A comparison to the private forage market has historically been
used to estimate the value of public land forage. Results of this
study indicate grazing values that equate public and private lease
costs fall, with P = .10, between $6.05 and $1.21 for BLM catile
permits, - $0.27 and -$5.45 for USFS cattle, $3.45 and -$8.99 for
BLM sheep, and between —$5.28 and -$19.16 for USFS sheep
permniis,

Theoretical justification for the total cost valuation method
comes from the standard economic models and principles that
describe the motives of profit maximizing firms (ranches). These
methods are justified based on certain limiting assumptions: 1)
ranchers are profit maximizers, 2) ranchers have at their disposal
numerous alternative forage sources and leasing alternatives, 3)
private and public forage are direct substitutes, and 4) rational
and profit-motivated livestock producers are willing to pay a
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price equal to the value of forage in production. If the competi-
tive forage market were efficient, the capitalized value of the
grazing permit would theoretically eliminate any cost differen-
tials, thus eguating the total cost of public and private grazing.

If only forage values for cattie grazing BLM land are consid-
ered, this economic scenario would appear to hold. Non-fee graz-
ing costs on BLM lands were found to average $3.63/AUM less
than grazing costs on private leased lands after adjusting to the
same lease size and averaging across all 3 states. Given the 1952
public land grazing fee of $1.92/AUM, an excess value of
$1.71/AUM ($3.63/AUM-31.92/AUM = $1.71/AUM) was
apparently capitalized into a grazing permit value and ranchers
were paying equal amounts for grazing public and private langs®.
The implied permit value is consistent with the value found for
BLM grazing permits using a capitalization rate of about 4.75%
for Idaho and Wyoming, and 2% for New Mexico.

Negative forage value estimates for USFS and BLM sheep
allotments do not support the total cost approach whereby grazing
permit value is the factor that equates total grazing costs. In these
cases, grazing costs were found to be higher, on average, than for
private lands. Theoretically, profit-motivated ranchers should not
be willing to pay more for grazing public lands if private leases
are available at a lower cost. The fact that USFS permits and
some sheep permits* continue to have a market value furthers the
argument that comparison with the private market fails to account
for several factors. The total cost approach requires one to make
several assumptions that apparently are not valid. First, profit
may not be the most impertant motive of public land ranchers.
This is consistent with the results of Bartlett et al. (1989), Harper
and Eastrman (1980), Young and Shumway (1991), and Smith and
Martin (1992). The implication is all livestock producers cannot
be treated as profit maximizers since ranch resources generate
both production and consumption outputs. Second, private leases
may not be directly comparable to public leases in attributes that
affect value. For example, the limited number of private leases
that were truly comparable to USFS lands leads one to question
the validity of the total cost approach in determining forage value
for USFS lands. Third, in many areas of the west, private iand is
in short supply, leaving few economical alternatives to public
land forage. Rejecting the total cost approach as a method of
valuing forage does not mean that grazing cost comparisons that
were made between private and public land ranchers are not use-
ful. The cost differential for public and private leases has changed
since the 1966 Western Livestock Grazing Survey. It was esti-
mated that with the 1992 prazing fee of $1.92/AUM, 34% of cat-
tle producers on BLM land, 62% of USFS cattle producers, 60%
of BLM sheep producers and 92% of USFS sheep producers paid
more for grazing public lands than did those leasing private lands
(Bartlett et al. 1993; Torell et al. 1993). Additional investments
were aiso made to buy the grazing permit. The common belief
that public land ranchers pay less on average than those leasing
privaie lands is not true.

This study confirms results by Houseman et al. (1968. Special
report ou the grazing fee survey. Unpublished Report.
USDA/Statistical Reporting Service), Obermiller (1592) and
LaFrance and Watts (1993) that no singutar vaiue exists for fed-
eral forage, Results suggest that forage value varies by season of
use, type of use, and other variables. As a result, any effort to
determine a single value for federal forage is futile. Approaches
that allow the value of forage to vary such as competitive bidding
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have been suggested (Gardner 1963). LaFrance and Watts (1995)
recommended the permanent transfer of grazing rights to current
permit holders. They suggest privatization of permits would pro-
vide incentives for good stewardship and allow permiis to be soid
to parties who value them most.

Other methedologies such as linear programming or budgeting
could be used to determine the value of specific forage types in
an area, but resuits are sensitive 10 assumptions concerning the
rate of return given to other resources used on the ranch. An
effort to determine public grazing fees on a site-by-site basis
using such modeling approaches would also be very expensive
and time consuming.
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Endnotes

1. The PRIA fee formula is:

(FVE + BCPL- PPl
Fee = $1.23 100

The $1.23 base forage value is the estimated difference in total fee and
non—fee costs of grazing private and public rangeland using data collect-
ed by a 1966 Western Livestock Grazing Survey (USDA/USDI 1977, p.
2-22). The base is adjusted by annual changes in private grazing land
\ease rates (FVI}, costs of beef production (PP} and prices received for
beef cattle (BCPI).

2. Gardner {1962) hypothesized that transter retrictions for grazing per-
mits including comraensurate property and priorily requirements imped-
ed the market for grazing permits, Nielson and Wennergren (1970) and
Torell and Doll {1991) concluded that even given these transfer restric-
sions a resonable amourt of competition exists and that a relatively free
market exists for permits to graze public lands.

3. Much variability was found, hawever, and grazing cost estimates for
individual grazing aliotments ranged from -$74/AUM to + $20/AUM
(Bartlett et al. 1993, Torell et al. 1993). Permit values also vary consider-
ably.

4, 1t appears that some sheep permits de not have economic value.
Vacant sheep aliotments exist in nearly all of the western states. The
uncertainty about grazing fee policy and other pnblic land policies has

reduced permit velues (Torell and Doll 1991).
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APPENDIX 4

Summary: Borman, M. and T. Bedell.2001. Livestock water management during a

drought. Oregon State University. EM 85588. 2p.

Example calculation of water hauling costs



HAULING WATER

Borman, M. and T. Bedell. 2001. Livestock water management during a drought. Oregon
State University. EM 8588. 2p.

Summer water consumption rates in gallons per day
Yearlings watered daily — 8-9

Yearlings watered every other day — 6.5

Cows with calves — 15

Dry cows — 10-12

Watering every other day will reduce daily intake about 25%.

Table 1.—Stock water hauling costs (§ per head per day),”

Round-
trip Cost/ Watar hauled
distance  pallon [gallons per head per day)
(miles) _each trip 8 10 12 _ 14 16
;g 30028 $0.234 30293 30.352 30410 $0.469
2 0044 0349 0.438 0.523 G610 0.688
0058 0.4163 0.579 {.ras 081] 0.926
40 0.072 0.578 0.722 0.866 1.011 1.155
20 0.087 0,652 0.865 1,038 1.211 1.384

“Assumptions: Labor based on driving time @ 15 mph, 1.5 hours ioading and unload-
ing time. @ $10 per hour. Using avallable trucks, @ 76¢ permile; L.O0O gallons per tri
Estimares by Bart Eleveld, Extenision farm managerment spectalist, and Tom Bedel] a
Extension rangeland resources speciaiist emeritus, Oregon State University. '




Cost of Hauling Water to Livestock on Dry Ranges in Eastern Oregon

There are areas of public land that are part of either federal or state grazing allotments
that do not have natural or piped water for either livestock or wildlife. If livestock are to use this
range water must be hauled on a regular basis and in sufficient quantity to totally meet the needs
of all dependent animals. This can be done using a variety of vehicles from old dump trucks,
surplus military vehicles, semis, conventional 2 % and 1 % ton farm trucks, or heavy duty
pickups with large flatbed trailers. Virtually all ranchers have either % or 1 ton pickups so this
will be the vehicle used in the analysis. A one-ton pickup can accommodate up to 1,000 gallons
of water over pretty rough ground with a three-axle gooseneck trailer.

Distance from the ranch, to the water source, to the tanks can vary from a mile to 50
miles, mostly over gravel roads or two ruts through the sagebrush. Most of the time the trips are
slow, over very rough terrain, and can take from several hours to a full day for a round trip. They
are hard on equipment, and require the services of a careful driver who knows the territory. 20
miles one way, will be used as a normal, or “average” distance.

A pregnant range cow will consume an average of 15 gallons of water per day depending
on how hot it is. Water is usually hauled to dry summer pastures in the desert country where
daytime temperatures can range from 70 to over 100 degrees. Assuming consumption of 15
gallons, 1000 gallons of water will provide a minimal supply to 50 cows for about 1% days.
Thus, the pasture will need to be visited every other day at a minimum. A 30 day grazing period
will require at least 15 trips with the water truck.

Costs:

Depreciation on truck @ $30,000/ 3 years/ 25,000 miles per year = $.40 per mile $16.00

Depreciation on trailer @ $9,500/5 years/8,000 miles per year = $ .24 per mile 9.50

Depreciation on tank @ 1000/ 10 years/ 365 days = $ .27 per day 27

Labor @ $10.00/hour for 5 hours (Including loading, unloading, and travel.) 50.00
Total Cost per Day $75.77

Cost of 15 Trips $1,137.55



‘ucLleloe| pue uolpelsab buidanp suol11Lpuod abued dopun dsays pue
[ 3113102 40 (stseq Jajjell Aap) spuaWastnbad qusLAInu a8yl 03 UoLjejad
UL sasse|d sbedo) 33dyl 404 utajoad a|griseblp JO 1UBJU0D {EUOSEIS 8 aJanbt4

HIMOUD 40 J9VIS

ULV ONILINGS ST1SIHLNY HOTLY 13937
|
S
b
llul.l
S
™~ ~ - oo
~
~
~ -
™~
N =
—~ ~
ll.-.fl..-l.l..l.f ~ m
m&QQ t- — /I./. [~ = M
~. ~ &
RN S N3N0 NOTIVISIY ™
ISH0gg Sl N =
. N —
~. o NJUIYINOIY HOTLYLIY o1
AN o
NN
AN
- oo
.//1.‘1 m




CALVES

o1g8-2.27¢ JOP _

D.G.

| |
10 12 14 l6

% DIGESTIBLE FROTEIN

. i

'J_I’O

~l

Figure 4,

('q1) SNIVYY ATIvad

Predicted average daily gain for a typical range calf,
and summer, based on the digestible protein content of
matter basis).

|
's] =]
?

during spring
the diet (dry



‘yorye]ae] pue uotjeisab bulanp SUOLILPUOD abuea Japun dasys pue
311180 40 (SsLseq Jajjed A4p) SjuBWBALNbAL JUBLAINU BYY OF HoL3e|od
ur sasse|d abedoy 8adl] 404 ABJ4ouUd 91QeZL|0geial JO JUDIUOD [BUOSESS 76 aanbi4

[o¥a}

HLIMOYY 40 39VLS

u%_hqz wzﬂmsx“_ mHmm_:Eq FATLVLAD3A

/
&
=
S
&
[=a]

)
009

././. INIWIGINDIY HOILYLSIY
%QQ LN
&4 ‘e

- INAWIA IR0 NOTLYLIVT

006

00¢1L

0051

(qQU/1e29) ADHINDT 379vZ1109Y.L13W



Tillers T

Disturbance =——>

Roots ‘l




[Ing O}
pasodx3 smo9) (suing) 24VO3




paueapp SdAje) (suing) 2NVO3




UH. - 26b1- b

d
@
J
O
1
-
—
Q
«Q
®

pasodx3 mo9 Jad
paueap) SaA|e) (suing) 2NV




Buiueapp
0} HAYV jled (suing) O¥vO03




Jybrap
yuig jled (suing) o¥vo3




Buiueapp
je aby jjed (suing) O¥VO3






