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Executive Summary

How transfers of water impact local communities is a topic of growing interest in the
western United States. This study develops a framework for analyzing such effects, and
presents a case study of the social and economic impacts of potential water transfers in the
Edwards Aquifer area of Texas.

BBC Research & Consulting (BBC), in association with G.E. Rothe Company, Inc.
and R.L. Masters Environmental Consulting, performed this study. This study team
commenced the study in November 1995 and completed it in July 1996.

This study was conducted for the Medina County Groundwater Conservation

District (District). The District received partial funding for this study from the Texas Water
Development Board (TWDB).

Study Approach

This research was conducted (and is presented) in two phases. In the first phase,
the study team developed a general approach to identifying and quantifying social and
economic impacts of transferring irrigation water to other uses. The second phase was a
case study of the possible impacts of a potential water transfer of water supplies from
Edwards irrigators in Medina and Uvalde Counties.

To develop the impact framework, and then apply the framework to estimate
impacts of potential water transfers in the Edwards Aquifer, the study team:

» reviewed the literature on socioeconomic impacts of water transfers;

« researched impacts in other regions that have experienced water transfers;

¢  met with District and TWDB officials, Texas A&M University researchers,
and others to gain their insights into assessing impacts of transfers and
defining potential transfer scenarios for the Edwards Aquifer;

« compiled and critiqued existing social and economic impact models;

+ developed a social and economic impact assessment framework;



» collected secondary economic, demographic, water use and other data for the

area of origin for Edwards Aquifer transfers (Medina and Uvalde Counties);
and

e collected information from farmers, business persons, government officials
and others within the area of origin.

While study approach and preliminary findings were reviewed with the District and
the TWDB at key junctures in our research, the findings and conclusions contained in this
report are those of the study team.

Limitations

Certain limitations apply to the assessment of impacts of Edwards Aquifer
transfers. By necessity, the study team had to make selections as to the type, structure,
timing and magnitude of potential water transfers to be studied. Assumptions were made
concerning applicable regulations governing future water use and water transfers. The study
team made these decisions in consultation with the District and the TWDB.

There are several types of impacts that might be important in examining other
proposed water transfers that are not a focus for this study. Transfers of water from
Edwards irrigation to other uses could substantially benefit municipal and industrial water
users or those affected by spring flows. Economic benefits to water users and avoided
impacts for deferred water development projects are important considerations, but, as
discussed in the body of the report, they are outside the scope of this study.

Key Assumptions Concerning Transfers of Edwards Supplies

In many applications of the water transfers impact framework, the researcher would
know the timing, amount of water, origin and destination, price and means of conveyance
related to a specific proposed transfer. However, potential water transfers from
agricultural users of Edwards Aquifer groundwater to other uses are still very general in
nature. Proposals are not specific as to location, amount of acreage, amount of water or
timing. The price that would be paid for these supplies is not known. The legal framework
for accomplishing such transfers is not necessarily in place. Currently, groundwater users in
Texas may use amounts of water necessary for crop production but do not have quantified
water rights. In sum, little is clearly established and much is uncertain about potential
transfers of Edwards Aquifer supplies.

Nevertheless, the Medina County Groundwater Conservation District seeks
information about what the impacts might be from possible transfers. To identify the range
and magnitude of potential impacts, we made a number of assumptions concerning
potential transfers:

¢  Medina and Uvalde Counties comprise the study area for this research.

. Orﬂy the water supplies, not the land, would be transferred under the
scenarios assumed for this study.

»  Groundwater pumping for domestic use, landscaping, small gardens, and
livestock would still be permissible after transferring the irrigation supplies.

BBC Research & Consuiting/G.E. Rothe Company/R.L. Masters Environmental Consuiting ES -2



» Restrictions on groundwater use would be maintained with any future sales

of the property. Restrictions would also pertain to any leases of the
previously irrigated land.

«  Water transfers might pertain to any irrigated agriculture using Edwards
wells. While there are differences in hydrologeotogic conditions between
areas that could be important, this analysis makes no differentiation based

on location of the Edwards Aquifer irrigation wells in Medina and Uvalde
Counties.

« Irrigation based upon sources other than Edwards weils, such as Carrizo
Sands wells, Leona wells and Medina Lake supplies, would not be affected.

» Conveyance facilities would not be constructed. We assumed that irrigation
would be retired, pumping for that acreage would cease, and the water
previously used would remain in the aquifer to be withdrawn elsewhere for

other purposes or left in the aquifer to maintain spring flows and
downstream flows.

* The impacts were examined based upon the assumption that the transfers
would occur at the present time. Therefore, the impact analysis compares
present baseline conditions with conditions as they would be at the present
time if transfers occurred.! However, we also assume that there would be
considerable advanced notice of any transfers so that farmers would not
have irrigation cut off mid-season. Impacts would be greater if no advanced
notice were given.

» Up to 100 percent of the Edwards irrigation supplies could be transferred.
We also examined scenarios in which one-half of the supplies would be
transferred.

»  Because irrigators might be compensated for transferred supplies based upon
the incremental value of irrigated land over nonirrigated crop land, we
assumed that $1,000 per acre would be the price paid to each farmer to no
longer irrigate (each farmer would still retain title to the land and could
dryland farm). The study team also examined impacts that would occur if
farmers received no compensation for the irrigation supplies.

Potential impacts Examined in the Study

The analytical methods used in the impact assessment depend in part on the types
of social and economic impacts to be studied. Both direct and secondary effects and
impacts were identified and are the focus of our impact assessment for transfers of water
supplies from Edwards irrigators in Medina and Uvalde Counties.

Direct Effects of Water Transfers

This step of the impact analysis considers the direct effects on Edwards irrigators
under the water transfer scenarios.

1 In order to examine the impacts of water transfers, one must first understand the economic and
demographic characteristics of the study area without the transfers. In impact analysis, these
conditions are referred to as “baseline.”
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Exhibit ES-1 outlines the framework applied in examining direct impacts of the
water transfers on Medina and Uvalde County farmers. As shown, we began by projecting
changes in land use. Changes in the total number of planted acres and changes in the
number of irrigated and dryland acres by crop type were estimated. Combining these
projections with estimates of average yields and prices, the study team then estimated
changes in gross crop values in the two counties. Changes in farm net income before fixed
costs were projected based upon gross crop value less our estimates of variable costs. This

produced estimates of farm operating income.

Analysis of changes in total returns to

farmers included income earned from the proceeds of the water sales. Tax effects were also

examined.

EXHIBIT ES-1.

Overview of Analysis of Direct Impacts on Farmers

Changes in land use

- Acres planted

+ Crop types

-— Yields

Changes in crop value ¢—— Prices

Variable co
< riable costs

Changes in farm
net income

L Proceeds from
oiff— water transfers

- Capital gains taxes

Changes in total returns
to farmers

«g—— Debt repayment

Land owners

] : Debt
Overview of direct o
impacts on farmers - Present viability
. Risk
Renters

Source: BBC Research & Consulting
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Changes in land use. Based upon analysis of the local agricultural economy and
discussions with farmers, the study team projects that most crop land removed from
irrigation would be converted to dryland farming. Assuming all of the Edwards irrigation in
Medina and Uvalde Counties were transferred, it is estimated that 75,350 out of a total of
91,000 irrigated acres in the two counties would shift to dryland farming,

The crop distribution on acres converted from irrigation to dryland farming was
assumed to mirror the present dryland crop distribution in each county. Based upon this
assumption, the amount of study area acreage in dryland sorghum, wheat, oats, and hay
and pasture would substantially increase under any of the transfer scenarios. Corn for food
and vegetables would be largely eliminated except for the approximately 16,000 acres
irrigated from Medina Lake and Carrizo and Leona wells.

Changes in crop vaiue. Transfers of irrigation supplies would reduce the total
value of crop production in the study area because dryland farming is lower yield and a
greater proportion of the crop acres would be in lower value crops. Total annual study area

crop output would decline from $52 million to $30 million if Edwards supplies were
transferred.

Changes in farm net income. Annual net income from crops to irrigators and
dryland farmers in Medina and Uvalde Counties combined, before fixed costs, is estimated
to be $15 miilion under baseline conditions. If all Edwards irrigation supplies were
transferred, annual net farm income before fixed costs would be $7 million per year, $8
million lower than under baseline conditions.

Changes in total returns to farmers. If farmers were compensated for transferrin
their irrigation supplies, the economic impact on these farmers wouid be much less dramatic
than might be suggested by the changes in farm net income described immediately above.

Impacts on land owners under the “with compensation” scenarios. Under the
transfer scenarios in which owners of irrigated land would receive compensation, sale of
irrigation supplies would be voluntary and only take place if a land owner found it in his or
her best interest to forego irrigation in exchange for the one-time cash payment of $1,000 per
acre. By definition, all selling land owners would benefit. Those that would not benefit at
the offered price would not sell.

Impacts on land owners under the “no compensation” scenarios. Farmers’
circumstances would be substantially different if they were not compensated for transfer of
irrigation supplies. Annual net income to Edwards irrigators would decline by $8 miilion
per year if all supplies were transferred. An owner of 1,000 acres irrigated by Edwards
wells would face a loss of land value of about $500 per acre, or $500,000. Farmers with
substantial debt might not be able to maintain profitable operations and would need to
restructure the debt, sell the farm or go bankrupt. For many, the remaining value of the land
would be less than the outstanding mortgages on the land. Farmers with less outstanding
debt might still be affected by reluctance of lenders to provide new loans. Because of the
high variability of income in dryland farming, even financially secure farmers might go
bankrupt during multi-year drought.

While it was not possible to develop precise estimates of the number of farmers that
would lose their farms if their irrigation supplies were removed without compensation, a
third or more of the present irrigators might be vulnerable to foreclosure. Our analyses
suggest that other farmers would purchase the'land of farmers that went bankrupt as a
result of the water transfers, and they would continue farming the land on a dryland basis,

BBC Research & Consuiting/G.E. Rothe Company/R.L. Masters Environmental Consuiting ES-5



somewhat mitigating the effect on the regional economy. Even so, such a transfer would
permanently put many irrigators out of the farming business.

These impact estimates are based upon the assumption that farmers would know in
advance that water supplies would be transferred. Impacts on farmers would be more
severe if irrigation ceased mid-season.

Impacts on farmers leasing irrigated land. About one-quarter of all harvested crop
acres in Uvalde County was leased in 1992 (including both dryland and irrigated acreage).
In Medina County, only 13 percent of crop acreage was leased. Farmers leasing land would
face potential losses of operating income, but would not receive any compensation for the
irrigation supplies. Those unable to locate lands that could be leased (or purchased if the
renter had sufficient capital) would no longer be able to farm. Farmers primarily farming
leased land would be more severely impacted than farmers owning land under a scenario in
which land owners would be compensated.

Secondary Effects of Water Transfers

Transfers of irrigation supplies could have major impacts on Medina and Uvalde
County businesses, employees and residents that extend far beyond the farmers involved in
the transfers.

How the study team projected secondary effects of the potential transfers. To
estimate the potential secondary economic, demographic, fiscal and social impacts of water
transfers on the local economy, the study team examined the relationships between crop
production and a range of other economic activities in Medina County and Uvalde County.
Key components of this research included review of crop budgets; interviews with a variety
of businesses with ties to local agricultural activity; and analysis of the quantitative
relationships among agriculture, farm related businesses and other economic activities using
an input-output model of the local economy.

Economic impacts. Transfer of all of the Edwards Aquifer irrigation supplies from
Medina and Uvalde Counties would have major impacts on the local economy, even if
farmers were compensated for the transferred irrigation supplies.

Processors and shippers, primarily working with locally grown vegetables and corn
for food, are important sources of local employment, particularly in Uvaide County. These
businesses add substantially to the value of the crops and they are relatively large
employers. Although employment levels vary considerably by season for many of these
operations, interviews with processors and shippers indicate that full-time equivalent
employment of these operations would encompass more than 700 local jobs. Our interviews
with local crop processors and shippers suggested that the viability of most of these
operations would be threatened if all the Edwards irrigation supplies were transferred. Due
to the added cost of transporting crops to Medina and Uvalde Counties for further shipping
and processing, as well as the greatly increased risk of spoilage, most local shippers and
processors would relocate or shut down.

Reductions in farming, and impacts on activity of businesses providing farm inputs
or processing farming outputs, would have ripple effects throughout the rest of the local
economy, including support sectors such as trade and services. This “muitiplier effect” was
incorporated in the economic model used to develop impact projections. The following
summarizes the impacts on Medina and Uvalde Counties if all of the Edwards irrigation
supplies were transferred (and irrigators were compensated).

BBC Research & Consulting/G.E. Rothe Company/R.L. Masters Environmental Consulting ES -6



Impacts on output. Economic impacts can be measured in terms of diminished
output, or in terms of declines in “value added.” While impacts on output measure changes
in the total sales of firms within the region, impacts on value added reflect changes in the
productivity of the region — the coniribution that local manufacturing, processing,
marketing and services make to the value of products ultimately sold to consumers. This
contribution is reflected in the earnings of local business owners, the wages and salaries of
employees, and the taxes paid by local businesses.

Economic output from study area businesses would fall by about $125 million if all
of the Edwards irrigation supplies were transferred (including impacts on crop production).
This represents about 8 percent of total economic oufput from businesses in Medina and
Uvalde Counties. Regional value added would decline by nearly $50 miilion per year.
Exhibit ES-2 summarizes these results. ‘

Impacts would be widely felt among different sectors of the local economy. Only
one-sixth of the impacts would be in the crop production sector. Effects on crop processing
and shipping would be much greater. About one-half of the reduction in economic activity
would be in support sectors such as trade and services. Retail sales in the two counties
might fall 6 percent as a result of the transfers.

EXHIBIT ES-2.
Potential Impacts of Water Transfers on Output and Value Added
in Medina and Uvaide Counties*

Output/Sales Value Added** Projected

Sector ($ millions) ($ miilions) Job Loss
Crop production $22.0 $12.2 310
Crop processing/shipping 44.0 14.5 530
Other businesses 56.6 209 880
Total $122.6 $47.6 1,520

* Assumes farmers are compensated for transferred irrigation suppties.
** \alue added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Consuiting.

impacts on employment. If all of the irrigation supplies were transferred, over
1,500 jobs would be lost in Medina and Uvalde Counties, about 7 percent of total jobs
located in these two counties. Over one-fifth of the local manufacturing jobs would be lost,
primarily due to closure of major food processors. About 13 percent of local agriculturai
jobs would be lost. The number of jobs in wholesale and retail trade would be reduced by
11 percent. Impacts on Medina and Uvalde County jobs are summarized in Exhibit ES-3.

BBC Research & Consuiting/G.E. Rothe Company/R.L. Masters Environmental Consulting ES -7



EXHIBIT ES-3.
Potential Impacts of Water Transfers on Empiloyment
in Medina and Uvalde Counties™*

Percent
Projected of 1993 Jobs

Sector Job Loss in Sector

Agriculture, forestry and fisheries 450 12.7%
Mining 0 0.0
Canstruction 30 1.7
Manufacturing 320 21.3
Transportation, communications, public utilities 30 4.1
Trade 470 11.1
Finance, insurance, real estate 30 36
Services 180 4.3
Government Q 0.0

Total 1,520 7.0%

* Assumes 100 percent transfer of Edwards irrigation suppties and compensation to farmers.
Source: BBC Research & Consulting.

Demographic impacts. In 1994 there were about 55,000 residents in the combined
Medina County/Uvalde County study area. Based upon the estimates of job losses noted
above, the combined population of Medina and Uvalde Counties could be reduced by up to
3,800 people (about 1,300 households) if all of the Edwards irrigation were transferred.

Fiscal impacts on local governments. Because of the funding mechanisms of local
governmental units, fiscal impacts on the counties, municipalities and school districts would
be less severe than impacts on the overall local economy:

* Combined, Medina and Uvalde Counties might lose about $150,000 to
$300,000 per year in property and sales tax revenues as a result of the water
transfers. Tax rates might need to increase by 2 to 4 percent to recover these
lost revenues.

+ The potential 6 percent decrease in study area retail sales could have a
greater relative impact on local municipalities than on the counties.

* The Texas school district funding equalization system would offset fiscal
impacts on local school districts.

e The study team’s assessment of impacts on the local power cooperative
suggests that impacts on rate payers would be minimal.

Social impacts. While the projected economic impacts would be felt throughout
the local economy, the impacts would not fall evenly on all segments of the population.

Farm owners and operators. As discussed previously in this Executive Summary,
water transfers would create some dislocation of farm owners and operators, even if
irrigators were compensated for the transfers. Because of the differences between irrigation
and dryland crop operations — particularly the lower yields, different crop types and high
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risks of dryland farming -— not every former irrigator would want to continue in crop
production. Because many irrigators in these two counties are older, water transfers might
hasten farmers’ retirement. Some local farm owners work off the farm, and sale of irrigation
supplies might have little effect on their lifestyles. Farmers that primarily lease irrigated
land would need to convert to dryland farming, find new employment, or relocate their
operations outside the counties.

Even with certain dislocations among former irrigators, the economics of farming in
the area suggest that most formerly irrigated land would convert to dryland production in
the long-run. It might be that different farmers would be working the land, however.

Farm workers and employees in directly related occupations. Assuming
irrigators were compensated for the transfers, impacts would fall hardest on farm workers
and employees in directly related occupations. More than one-third of the jobs on crop
farms would be eliminated. Most of the lost jobs would be held by Hispanics. Many of
these potentially displaced workers have little formal education and limited English skills.
It might be difficult for these employees to find other jobs in the area. San Antonio jobs
might be difficult to obtain as well, and the long commuting distance limits this option for
Uvalde County residents.

Impacts on the livestock industry. Because formerly irrigated land devoted to food
would go into livestock feed, total production of feed would not be substantially impacted
if Edwards irrigation supplies were transferred. There should be minimal negative economic
impacts on livestock production.

Unemployment, crime, and other social impacts. The job losses projected under
the 100 percent transfer scenarios could raise the local unemployment rate to about 14
percent. High unemployment could lead to greater social problems such as crime, substance
abuse and greater instability of family structures. These factors could create perceptions of
a local community in a state of decline. As other sources of economic growth created new

jobs, or families left the area, the unemployment rate would fall back to recent levels (about
6 percent unemployment).

Impacts on religious institutions and community organizations. The social
impacts discussed above would place stresses on community support systems including
religious institutions, social service organizations, government agencies, and informal
support mechanisms including extended families.

Impacts on long-term economic development prospects. Study team
assumptions concerning the nature of the water transfers were such that water would still be
available for new industrial, commercial and residential development in both counties.
However, long-term economic development prospects in Medina County and Uvalde
County might be affected by a lasting perception of a community in decline.

Impacts on sense of community. Transfers of Edwards irrigation supplies could
well accelerate the rate at which Medina County becomes integrated into the San Antonio
economy. This might have both positive and negative effects. Longer commuting times and
a greater “San Antonio focus” might make it harder for families to maintain the types of
rural lifestyles that many desire. The sense of community might suffer.

While Medina County is well within the commuting shed of San Antonio, to date,
Uvalde County has not been well integrated into the San Antonio economy. Uvalde County
may be too distant from San Antonio jobs for out-commuting to replace the economic
stimulus now provided by irrigated crop farming and related industries. While Medina
County could regain the lost jobs resulting from any transfers of irrigation supplies, it would

BBC Research & Consuiting/G.E. Rothe Company/R.L. Masters Environmental Consulting ES-9



be much more difficult for Uvalde County to rebound from these job losses. Therefore, the

long-term social and economic impacts in Uvalde County could be much more pronounced
than in Medina County.

Transition impacts. The impacts discussed here represent the long-run effects of
water transfers, assuming formerly irrigated lands are successfully converted to dryland
farming. Short-term impacts could be greater if a substantial amount of agricultural land
goes out of production during the transition from irrigated to nonirrigated crops.

Key Observations Based on Findings

Substantial impacts on the local community would occur even if farmers were
compensated for transferring their supplies. This research demonstrates that the local

communities would be substantially impacted if all of the Edwards irrigation supplies were
transferred:

e study area output would decrease by $123 million,
»  over 1,500 jobs would be lost in the two counties, and
¢ study area population could decrease by up to 3,800 people.

Large impacts on the local economy would occur regardless of whether or not
irrigators were compensated for their irrigation supplies. There are little differences in the
study team’s estimates of community-wide economic, demographic, fiscal and social
impacts between the compensated and the uncompensated transfer scenarios. Similarly,
paying irrigators $2,000 or more per acre (as opposed to the study’s assumed $1,000 per
acre compensation) for their irrigation supplies would not substantially lessen the total
impacts on the two-county region.

For example, even though transfers without compensation would bankrupt many of
the farmers losing the irrigation supplies, local banks could probably weather these losses
(federal land banks hold most of the land mortgages; local banks primarily make equipment
and operating loans). Shutting down the local crop processing and shipping operations
would have an even greater impact on the local economy than bankruptcy of local irrigators.

impacts on the two-county region would still be substantial if only 50 percent
of the water supplies were transferred. This study also shows that impacts on the local
communities would still be significant if only 50 percent of the water supplies were
transferred. The following compares the impacts if 50 percent of the Edwards irrigation
supplies were transferred:

» study area output would decrease by $67 million,
* 900 jobs would be lost in the two counties, and
* population could decrease by up to 2,200 people.
(These impact estimates assume farmers are compensated for their supplies and that

vegetables are affected the same as other irrigated crops.)

Impacts would be far less if the highest value crops stayed in production. The
study team also examined economic impacts assuming 50 percent of the water supplies
were transferred, but that irrigation of vegetables would be unchanged (and irrigators were
compensated). This would keep local vegetable processors and shippers in business, a
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major source of income and employment within the study area. To keep vegetables in
production, the transfer scheme would need to allow irrigators the flexibility to shift

remaining water supplies or crop production between farms or encourage an active market
for leasing remaining irrigated land. Under this scenario:

* study area output would decrease by $23 miilion,
»  over 300 jobs would be lost, and
+ study area population could decrease by up to 800 people.

There would still be hardships for those workers displaced from farm work and
other local jobs under this 50 percent scenario. Many of the farm workers, and perhaps
other displaced workers, might not have the education and skills for new jobs created
within the local economy. However, the smaller magnitude of these job losses would make
it more likely that displaced workers could find new jobs in the local area. Also, the smaller
magnitude would likely be less overwhelming for local support networks that could aid
these workers and their families.

Conclusions

The framework for analyzing economic, demographic, fiscal and social impacts
presented in the body of the report should provide useful guidance to those examinin
potential water transfers in Texas. Application of this framework to the Edwards case
study shows that impacts from water transfers can extend far beyond the farmers directly
involved in a water sale. Farm workers; owners and employees of farm-related businesses;
and firms and workers in the local trade, services and other support sectors can be severely

affected by water transfers. Local governments and social institutions can be impacted as
well.

The quantification of impacts in Medina and Uvalde Counties documents that
secondary impacts would exceed the total direct impacts on farmers transferring their
supplies. Our research of water transfers in other regions finds that because these impacted
workers and businesses are usually not directly involved in a water transaction, they are
rarely compensated for these negative impacts. Analysis of transfers in other regions
suggests some methods of mitigating these secondary impacts (see Section II), but more
might be necessary to avoid damaging local communities.
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SECTION 1.
Introduction

How transfers of water impact local communities is a growing topic of interest in the
western United States. Whether the transfers represent physical conveyance of water from
one basin to another or simply transfers of surface or groundwater rights within a basin,
there may be social and economic impacts on local communities. This study develops a
framework for considering such effects, and presents a case study of the social and
economic impacts of potential water transfers in the Edwards Aquifer area of Texas.

This research was conducted in two phases. In the first phase, the study team
developed a general approach to identifying and quantifying social and economic impacts
of transferring irrigation water to other uses. Qur objective was to create a framework or
system that can be used to examine the impacts of a wide range of potential transfers
throughout Texas, now or in the future. Part A describes this framework.

The second phase was a case study of the possible impacts of a potential water
transfer. In the future, groundwater currently used in irrigated agriculture in the rural areas
west of San Antonio could shift to San Antonio area urban users. The impact framework
developed in Phase I was applied in projecting the social and economic impacts of these
possible transfers on the area of origin. We present this case study in Part B.

Study Team

BBC Research & Consulting (BBC), in association with G.E. Rothe Company, Inc.
and R.L. Masters Environmental Consulting, performed this study. The BBC study team
commenced the study in November 1995 and completed it in June 1996.

Study Sponsors

This study was conducted for the Medina County Groundwater Conservation
District (District). The District received partial funding for this study from the Texas Water
Development Board (TWDB).



Objectives

As noted above, there were two principal objectives of this research.

1. Deveiop a framework for assessing social and economic impacts of
different types of potential water transfers in Texas. The TWDB and others are
interested in identifying tools that can be used to assess social and economic impacts of
different types of water transfers that might be proposed for various regions throughout
Texas. As potential transfers are identified, this impact assessment framework would be
available to those wishing to examine any associated social and economic impacts.

2. As a case study, apply this framework to assess the impact of potential
water transfers from rurat to urban users within the Edwards Aquifer. The Edwards
Aquifer is a water source for both irrigators and municipal users. Most of the irrigation use
is in Medina and Uvalde Counties west of San Antonio. While no transfers have been
specifically proposed, transfer of groundwater use from these rural areas to San Antonio
urban users has been an element of several recently prepared regional water plans. This
case study is designed to identify the social and economic impacts on local communities
that might occur if these transfers took place.

Study Approach

To develop the impact framework, and then apply the framework to estimate
impacts of potential water transfers in the Edwards Aquifer, the study team:

¢ reviewed the literature on socioeconomic impacts of water transfers;
¢ researched impacts in other regions that have experienced water transfers;

¢ met with District and TWDB officials, Texas A&M University researchers,
and others to gain their insights into assessing impacts of transfers and
defining potential transfer scenarios for the Edwards Aquifer;

¢ compiled and critiqued existing social and economic impact models;
¢ developed a social and economic impact assessment framework;

*  collected secondary economic, demographic, water use and other data for the

area of origin for Edwards Aquifer transfers (Medina and Uvalde Counties);
and

+  collected information from farmers, business persons, government officials
and others within the area of origin.

While study approach and preliminary findings were reviewed with the District and
the TWDB at key junctures in our research, the findings and conclusions contained in this
report are those of the study team.

This study was conducted independently from the TWDB-funded study of the “dry-
year option” approach to water transfers in the Edwards Aquifer. However, the BBC study
team met with the Texas A&M professors conducting-the dry-year option research to review
methodology, assumptions and data sources for these two study efforts.
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Limitations

The impact framework developed in this study is intended to apply to a broad
spectrum of potential water transfers in Texas. However, it is not possible to foresee the

unique conditions of every possible transfer, so the framework might not be entirely
applicable to every future situation.

Certain limitations also apply to the assessment of impacts of Edwards Aquifer
transfers. By necessity, the study team had to make selections as to the type, structure,
timing and magnitude of potential water transfers to be studied. Assumptions were made
concerning applicable regulations governing future water use and water transfers. The study
team made these decisions in consultation with the District and the TWDB.

The impact analysis makes further simplifying assumptions regarding the agricultural
economy, responses to transfer opportunities, and local economic linkages. In addition,
certain data were imperfect, or in some instances, unavailable. This somewhat limits the
specificity and precision of the impact estimates.
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PART A.

IMPACT FRAMEWORK




PART A.
Impact Framework

The first phase of this study was to develop the general steps to be followed to
assess the social and economic impacts of water transfers that might be proposed in
different Texas regions in the future. We begin by reviewing a sample of transfers that have
taken place in Texas and other western states in the recent past (Section II). With this
background, the study team then outlines the recommended framework for examining
socioeconomic impacts of future transfers.



SECTION II.
Past Water Transfers in Texas and Other States

As background to the development of the impact framework, the study team
examined a number of past water transfers in Texas and other western states. This review
illustrates the varying forms of transfers, types of impacts and key issues to be examined in
considering the socioeconomic impacts of any future water transfers in Texas.

Perhaps the best-known interbasin water transfers in the west are the transfers of
water across the continental divide to the Colorado Front Range, and from the Sierras and
Colorado River to Southern California. However, most of these transfers are now more than
60 years old. Rather than base our impact framework on information from these relatively
old transfers, we focused our research on more recent water transfers shown in Exhibit O-1.
Three areas of transfers in Texas are examined: Rio Grande Valley Water Marketing,
planned surface water transfers to Corpus Christi and groundwater transfers in the Texas
Panhandle. The first two sets of transfers illustrate the minimal socioeconomic impacts on
areas of origin found when the transferred supplies are surplus water. While the Ogallala
Aquifer supplies transferred to Amarillo and Lubbock are not surplus supplies to the region,

they are to the selling landowners since most lands involved are marginal for irrigated
agriculture.



EXHIBIT 111
Examples of Recent Water Transfers

California Water /
ank surface /

water
Arkansas Valley
surface water

groundwater and
surface water

«

Lake Texana
surface

\mter

Source: BBC Research and Consuiting.

The water transfers examined in other states do involve socioeconomic impacts on
areas of origin. In Colorado, Arkansas Valley irrigation company rights have been
purchased by Front Range cities. The 1980s saw an active market for water transfers in
Arizona. Finally, the California drought in the early 1990s precipitated a large volume of
water transfers on a temporary basis. We review each of these examples in turn.

Lake Texana and Colorado River Water

The City of Corpus Christi, Texas is developing a program to make substantial
interbasin transfers of surface water supplies to meet the future water supply needs in its
service area. The City has executed agreements to buy water from Lake Texana on the
Navidad River, owned by the Lavaca-Navidad River Authority, and Colorado River water
from Garwood Irrigation Company. These sources of supply are approximately 80 and 120
miles distant from the City of Corpus Christi.

Background. The City of Corpus Christi has developed the surface water supply
potential of the Nueces River with the prior construction of Lake Corpus Christi and Choke
Canyon Reservoir. These projects have a firm yield of approximately 180,000 acre-feet per
year, a supply sufficient to meet the City’s needs to_year 2007. Projections indicate a need
for an additional 100,000 acre-feet of water to meet the service area needs to the year
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2050." To meet this long-term need the City has elected to pursue the purchase of the

nearest available existing surplus supplies. The Lake Texana and Garwood Irrigation

Company sources are the largest, most proximate uncommitted supplies available in the
2

area.

Lake Texana was constructed on the Navidad River in Jackson County by the
Lavaca-Navidad River Authority in the 1970s. The project has a total annual firm yield of
74,000 acre-feet per year. It is permitted for municipal and industrial use. Forty—four
percent of this supply has been committed to an industrial user nearby. The remaining 56

percent has been committed to the City of Corpus Christi.”

Garwood Irrigation Company, a private irrigation company, owns a run-of-the-river
right (not backed up by storage) on the Colorado River. The diversion point is in Colorado
County. The Garwood Irrigation Company right allows diversions of 168,000 acre-feet per
year. This right was originally developed for rice irrigation. Recently, the water right was
amended to include municipal and industrial use. Historic use for rice irrigation purposes
has never exceeded 133,000 acre-feet per year and is not expected to in the future. The

remaining 35,000 acre-feet has been committed to the City of Corpus Christi.*

Institutional conditlons. Texas water law requires that the Texas Natural
Resources Conservation Commission approve any interbasin transfer of surface water. That
approval is subject to certain statutory required determinations that the future water needs

of the basin of origin will not be adversely impacted by the proposed transfer.” The Lake
Texana and Garwood Irrigation Company sources are both interbasin transfers when
conveyed to the City of Corpus Christi. No studies have been completed to demonstrate

. C .6
the social or economic impact on the source basins.

Description of transfers. The City of Corpus Christi has executed an agreement
with the Lavaca-Navidad River Authority for the Lake Texana source. The contract
amount is 41,840 acre-feet, the remainder 56 percent of the supply not presently committed
to other uses. Of this amount 10,400 acre-feet of may be recalled by the Lavaca-Navidad
River Authority for use in Jackson County. The contract is for forty-two years with a
provision for a fifty year extension. The City will pay a proportionate share of the lake
operating, maintenance and debt service costs based on the share of the total supply
purchased as its cost of water. Based on projected costs for these items the cost of water to
the City at the lake will be $40 to $65 per acre-foot range. The City will be responsible for

all construction and operating costs to deliver the water from the lake to the City.7 The
Lavaca-Navidad River Authority has applied to the Texas Natural Resources Conservation
Commission for approval of the interbasin transfer, which approval is conditional to final

'HDR Engineering, Inc. study for the Trans Texas Water Program, Corpus Christi Study Area -
September 1995.

*Telephone interview with James Dodson, Water Resources Director for the City of Corpus Christi,
Texas, January 1996.

sTelephone interview with Emmett Gloyna, General Manager for the Lavaca-Navidad River
Authority, January 1996.

‘Telephone interview with R. Nevola, attorney for Garwood Irrigation Company, January 1996.
*Texas Water Code, Chapter 11.

*Dodson, Interview, January 1996.

"Water Delivery and Conveyance Contract between Lavaca-Navidad River Authority and City of
Corpus Christi, Texas, December 1993.
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consummation of the contract. The total cost of raw water delivered to the City is
estimated to be $355 per acre-foot in 1995 dollars.

The City of Corpus Christi agreement with Garwood Irrigation Company is presently
in an option period. The City has until January 1, 1997 to exercise its option on 35,000
acre-feet of the Garwood Irrigation Company rights. The price will be $440 or $450 per
acre-foot at the diversion point, depending upon the date that the City exercises its options.
This a permanent, one time purchase price. The City has the option to make the purchase
conditional upon approval of the interbasin transfer or can make the purchase without
regard to approval of the interbasin transfer and assume the burden for approval of the
interbasin transfer at a point in the future when the City elects to pursue that requirement.
The City will be responsible for all construction and operating costs to deliver the water

from to the City.9 If facilities are constructed to deliver this water to the City in conjunction
with a project to deliver the Lake Texana water as proposed, the total raw water cost to the

City will be approximately $333 per acre-foot.’

impacts from transfers. The water supplies that were sold to the City of Corpus
Christi by the Lavaca-Navidad River Authority and Garwood Irrigation Company are
surplus to their current or projected needs, the exception being the recall amount in the
Lavaca-Navidad River Authority contract. There has not been extensive opposition in the
source areas to the proposed transfers, although some Lavaca Basin water rights holders
have objected to the proposed transfer. Both transfers involve sales of surplus supplies not
presently committed to present uses or required for future needs. Potential negative impact
of the transfer to the local economies was not an issue in either case. No studies were done
to assess impacts on the source areas. A positive benefit of the Lake Texana sale was
noted. Jackson County has been responsible for interest payments on the unsold portion of
the water supply. The City of Corpus Christi sale will relieve the County of that financial
burden which is paid from property tax revenues in the County. The amount paid by the

County through January 1996 is $9.5 million."!
Texas Panhandle

The drought of the 1950s significantly affected municipalities and certain farmers
and ranchers in the Texas Panhandle — West Texas area. Municipalities that relied upon
Ogallala Aquifer wells found that they were at risk without adequate backup supplies.
“Borderline” farmers and ranchers with marginal terrain and soils but with significant
groundwater supplies approached municipal water users to sell their “water rights.” The
cities proactively sought supplemental supplies as well. In most cases, farmers and
ranchers only sold the rights to pump groundwater; they did not sell the associated surface
acres. The water rights sold are generally from lands in the Sand Hill area over the Ogallala
Aquifer that produce significant amounts of water.

From the 1940s through February 1996, water rights appurtenant to 286,000 acres of
farm and ranch lands have been purchased by the City of Lubbock, the City of Amarillo
and the Canadian River Authority. Additional water rights have also been acquired by
numerous small communities throughout the Panhandle for future development and as

"HDR Engineering, Inc., September 1995.

’ Agreement between the City of Corpus Christi and Garwood Irrigation Company, February 1994.
""HDR Engineering Inc., September 1995.
"Gloyna and Nevola, Interviews, January 1996.
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insurance against a repeat of the 1950s drought. However, municipal water users have yet
to use very much of this water.

Background. The first wells for irrigated agriculture in the Texas Panhandle were
drilled around 1908. The Dust Bowl of the 1930s depressed the development of agriculture
in this region. After World War II, the advent of good steel casing and reliable engines
fostered more well drilling for agriculture. During the 1950s drought, thousands of irrigation
wells were drilled into the Ogallala Aquifer. This pumping was unregulated. As a result of
the drought and the massive expansion of irrigation use, there was a decline in saturated

thickness of the aquifer. Both small and large cities began to buy up water rights as a hedge
against the next drought.

Description of transfers. The principal purchasers of groundwater rights have been
the City of Lubbock, City of Amarillo and the Canadian River Authority.

City of Lubbock. The City of Lubbock began purchasing water rights from farm and
ranch land as early as the 1940s. Farmers and ranchers having a difficult time making a
living in agriculture approached the City with the offer to sell their water rights. Lubbock
began making purchases of water rights equivalent to $150 to $200 per acre in the region
northwest of the city. In nearly all the purchases, the City only acquired the groundwater
rights appurtenant to the surface acres. In some cases, Lubbock has purchased the surface
acres, retained the groundwater rights, and sold the surface acres for non-irrigated
agricultural uses. In the 1950s, the City built an aqueduct to bring the purchased water 70
miles from Muleshoe to Lubbock. The City transferred 15,000 to 25,000 acre feet per year
from the early 1950s to 1967, after which Lake Meredith supplies became the City’s primary
water source. During the dry conditions in 1995, Lubbock reinstituted transfers, using about
15,000 acre feet of water from these lands to supplement Lake Meredith supplies.

Lubbock now owns groundwater rights underlying 82,000 acres in the Muleshoe area
of Bailey and Lamb Counties. None of the land associated with the water rights acquired
by the City has been affected as this land had been previously taken out of production by
the owners or was otherwise very marginal farm or ranch land.

City of Amarillo. Beginning in the 1950s, Amarillo bought groundwater rights
appurtenant to 120,000 acres in Hartley and Daliam Counties northwest of the city.
However, none of these groundwater holdings have been developed and none of this water
has been transferred from these areas. The City also purchased water rights associated
with 16,000 acres in Carson County to the northeast of Amarillo. The City built a pipeline
to transport this water, and in 1993-1994 used 19,340 acre feet of these supplies.

The City did not purchase any additional water rights until 1986 when it bought
water rights underlying 25,459 acres in Potter County for the equivalent of $117 per acre
(the northern haif of Amarillo is within Potter County). To date, Amarillo has not used any
of the rights purchased in Potter County.

While there generally has been no opposition to these water rights sales, there has
been some opposition to the actual transfer of the water. The Panhandle Groundwater
Conservation District Number 3 encompassing Armstrong, Carson, Donley, Gray and
Roberts Counties and parts of Potter County attempted to regulate the transfer of
groundwater beyond its district boundaries. On December 4, 1995, the District Judge from
the 251st District Court of the State of Texas issued a summary judgment in favor of the
seller of the water rights and the City of Amarillo. The Court held that the Panhandle
GWCD could not regulate or prevent the transportation of water outside the District, and
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that it did not have the authority to impose more onerous regulation of water use for water
transported outside the District than for water use inside the District.

Canadian River Authority. The Canadian River Authority manages Lake Meredith
and purveys water from the lake to users including Lubbock and Amarillo. The Authority is
currently closing on the purchase of water rights appurtenant to 42,765 acres of land 40
miles east of Lake Meredith with a projected in-place yield of 2 million acre-feet of water.

These rights were purchased on a $339 per acre basis. Again, only the rights, not the land
itself, were transferred.

This land will continue to be used for either dry land row cropping or cattle grazing.

These water rights were originally assembled by Southwestern Public Service to provide
cooling water for a proposed nuclear power project.

Impacts from transfers. There has been little impact on the areas of origin because
the surface acres continue to be used for their original intended purposes: dry land farming
and grazing. These has been no loss of tax revenue to the counties of origin. To date, only
the City of Lubbock has made significant use of their purchased groundwater supplies.

Lower Arkansas Valley, Colorado

Water transfers from irrigation use in the Lower Arkansas Valley to municipal use
along the Colorado Front Range began in the mid-1950s and continued through the 1980s.
The long history of water transfers from this area, coupled with the area’s traditional
economic dependence upon agriculture and relative isolation from urban economies, has
made the area a focal point for analysis of the economic impacts of water transfers.

Background. The area of origin for water transfers from the Lower Arkansas Valley

includes portions of seven counties in Southeastern Colorado: Baca, Bent, Crowiey, Kiowa,
Otero, Prowers and Pueblo.

With the exception of western Pueblo County, which includes the City of Pueblo, the
area is generally isolated from population and employment centers along the Colorado Front
Range, as well as from other Colorado agricultural centers. While the Lower Arkansas
Valley is generally sparsely populated, it includes several small communities with economies
historically tied to local agricultural activity. Excluding the population of the City of
Pueblo, the Valley had fewer than 75,000 residents in 1990 in an area of nearly 12,000
square miles.12

The Lower Arkansas Valley has an arid, high plains climate with rainfall averaging
only 11 inches per year. Between the establishment of Bent's Fort in 1826 and the founding
of the eventual town of Las Animas in 1867, the area was the scene of conflict between the
Plains tribes and white traders and would be settlers. The beginning of rail access in the
1870s and the end of ethnic conflict in the area allowed additional settlements to be
established in the Valley. Large scale irrigation in the area also began in the 1870s with the

organization of canal and ditch companies established to divert Arkansas River flows to
local farms.

125ally Groves, Agricultural-to-urban Water Transfers and Economic and Population Changes from

1971-1990 in the Lower Arkansas River Valley, Colorado. Masters Thesis, University of Denver,
August 1994,
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Between 1940 and 1985, the 25 canal and ditch companies operating in the Vailey
annually supplied water to an average of more than 320,000 acres.!* Average annual total
diversions by all of the ditch companies in the Valley have been estimated at nearly 840,000

acre-feet per year for the period of 1950 to 1987, including reuse of return flows by
downstream ditches.14

The averages for irrigated acreage and volume diverted indicate that the various
ditch companies on the Lower Arkansas River have diverted an annual average of more
than 30 inches of water per acre irrigated. However, this average is misleading in several
respects. The elderly ditch systems in the Valley are prone to high conveyance and seepage
losses. Annual flows in the Lower Arkansas are also highly variable, despite releases of

water diverted from the Western Slope to the Upper Arkansas through the Twin Lakes
system near Leadville.

Seasonal variability, coupled with great differences in the seniority of the rights held
by the various ditch companies, has resulted in substantial variation in irrigation deliveries
per acre, both by year and by ditch company, within the Lower Arkansas Valley. The
Colorado Canal Company, which has been involved in a large proportion of the transfers
which have taken place in the Valley, supplied an estimated average of 1.69 acre-feet per
irrigated acre between 1950 and 1975.15 The Fort Lyon Canal Company, the largest ditch
company in the Arkansas Valley, has historically supplied about 1.8 acre-feet per acre
irrigated.1® The Rocky Ford Ditch, which has the most senior water rights in the Valley,

delivered an average of 5.8 acre-feet per irrigated acre within its service area between 1970
and 1994.77

Lower Arkansas River waters are highly saline, reaching levels of total dissolved
solids (TDS) which may exceed 4,000 PPM. Despite these salinity levels, irrigated
agriculture has been productive in the Valley. Historically, agriculture in the Valley
depended upon sugar beets, processed at local factories. Closure of the last factory in 1967

ended sugar beet cropping, and more recently the principal crops in the valley have been
sorghum, alfaifa and grass hay.

Even prior to the end of sugar beet cropping and processing, the economies of the
Lower Arkansas Valley had experienced a long period of gradual decline. The rural
population of the Valley peaked in about 1930 and has declined by about 25 percent over
the past 65 years.18

Institutional conditions. Colorado water law follows the principle of prior
appropriation. This principle is often characterized as “first in time, first in right” and
historically allowed water users to establish their surface and groundwater rights by being
the first to put the waters to beneficial use. In the event of water shortages, junior
appropriators have inferior water rights to more senior appropriators.

13 Gronning Engineering Company study for the Colorado Water Conservation Board, Fort Lyon
Canal Company Water Transfer Alternatives Study - Final Report, February 1994.

14 Thid,

15 Kenneth R. Weber, What Becomes of Farmers Who Sell Their Irrigation Water?: The Case of
Water Sales in Crowley County, Colorado. Unpublished study funded by the Ford Foundation,
November, 1989.

16 Estimated by BBC based on data provided in Gronning, 1994.

17 Weber, 1989.

18 Gronning, 1994.
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Colorado water rights are transferable, subject to requirements that parties to the
transfer can demonstrate that other appropriators will not be harmed by the transfer. This
condition requires that water transfers from one basin to another be based upon the historic,
consumptive use volume of the right. The establishment of water rights as firm property

rights under Colorado law, coupled with the transferability of these rights, are conducive to
water marketing and water transfers.

Description of transfers. The first substantial transfer of Lower Arkansas Valley
irrigation water to urban use occurred in 1955. In this initial transfer, 9,000 acre-feet of
consumptive use rights from the Otero Ditch were sold to the City of Pueblo, and the point
of diversion transferred upriver to the City. A number of subsequent transfers occurred
during the 1970s and 1980s, resulting in the transfer of approximately 90,200 additional
acre-feet of consumptive use rights to various Front Range cities and water speculators.

Water originally owned by farmers served by the Twin Lakes Reservoir and Canal
Company and by the Colorado Canal Company accounted for more than 80,000 of the
nearly 100,000 acre-feet of water which has been transferred from the Lower Arkansas
Valley. Shortly after the closure of the last of the Valley’s sugar factories in 1967,
speculators formed the Crowley Land and Development Company (CLADCO) and began
to purchase local farms and their appurtenant water rights for about $900 per acre, a price
about $400 above the going market rate for local farmland.’® By 1972, a majority of
Crowley County landowners had sold their farmlands and water rights to CLADCO, and
the company controlled 55 percent of ownership in Twin Lakes Company. Following a
1974 decree from Colorado Water Court changing the purpose of use of this water from
agriculture to multiple purpose, the water was marketed to urban users in Pueblo and
Colorado Springs for $2,300 to $2,400 per acre-foot.? By 1980, virtually all of the Twin
Lakes Stock was controlled by the Front Range cities. In most instances, farmers involved in
later sales sold only their Twin Lakes shares and not their farmland.?!

The rapid transfer of the Twin Lakes Company shares from agriculture to urban
users during the 1970s was mirrored by equally massive sales of Colorado Canal Company
shares in the mid-1980s. Colorado Canal Company shares sold for $1,500 per share.
Between 1985 and 1988, more than 75 percent of ownership in the Colorado Canal
Company had been transferred to municipalities. The Colorado Canal transfer was strictly
a water transfer, with lands remaining in the hands of farmers.2

Other transfers of irrigation water from the Lower Arkansas Valley to the Colorado
Front Range have involved the City of Aurora as well as Pueblo and Colorado Springs.
Many of these transactions have been accomplished by acquiring majority stock in local
ditch companies. Prices have typically been in the range of $2,500 per acre-foot.2

Pueblo and a suburb, Pueblo West, acquired more water than immediately needed
from these transfers. A portion of water transferred for urban use is currently leased back
to irrigators in the Valley.* Pueblo leases Twin Lakes Canal Company water back to

19Committee on Western Water Management, Water Science and Technology Board, Water

Transfers in the West: Efficiency, Equity and the Environment. National Academy Press, 1992.
And Weber, 1989.

20Committee, 1992.
21 Weber, 1989.

2 Ibid.

B1pid.

Apid,
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farmers under contracts with terms of 5 to 14 years, with an annual lease price in 1989 of
$13 per share. Pueblo West leases water only on a year to year basis, with lease rates in the
late 1980s reported to range from $6 to $20 per share.

During the early 1990s, discussion of the possible transfer of more than 100,000
additional acre-feet of water from the Fort Lyon Canal system generated considerable
public controversy concerning water transfers and their impacts. In response, the Colorado
Water Conservation Board launched a specific study of proposed transfers of Ft. Lyon

water as well as a broader scoping study on out of basin transfers in general and a public
conference on the issue.

Impacts from transfer. Several studies have examined the impacts of water

transfers from the Lower Arkansas Valley on local farming activities and the local
communities.

Farm responses to transfer. A retrospective study of Crowley County transfers,
location of most of the farmiand served by the Colorado Canal, indicates that 60 to 75
percent of the proceeds from iand/water sales went to debt payment and taxes and that
relatively little was reinvested in the local economy.?5 There was little evidence of new
business formation in the county in response to the cash transfers to farmers. However,
more than 75 percent of farmers invoived in the Twin Lakes Company transfers, and more
than 90 percent of farmers involved in the Colorado Canal Company sale and transfer, have
remained in the county. Evidently, many of the former farmers have opted for local
retirement, while a much smaller number have shifted from farming to ranching.26

The decrease in returns to local farmers, net of farm costs, due to transfer of water
from the area has been estimated at $21 per acre-foot of water in Crowley County. This
figure is based upon the difference between the annual net financial return to the farm-owner
from irrigated land and the return available from ranching or dryland farming, divided by
the average amount of irrigation water applied per acre. The relatively low estimated value
of irrigation supplies in the area is attributable to the generally low quality of local soils and
the variability and uncertainty of the irrigation water supply.?

Across the valley as a whole, acres planted in higher vaiued vegetable and specialty
crops have remained fairly constant, indicating that higher valued crops were shifted from
retired acres to the acres which continued to be irrigable. Farm job losses in the area, when
urban owners terminate current leaseback arrangements, have been projected to ultimately
reach approximately 150 jobs. The value of directly affected farm lands, severed from their
irrigation rights, has declined.?® Irrigated Crowley County lands were reportedly marketable
at about $200 per acre in 1968, while lands without water have recently been sold for about
$150 per acre.??

25 Weber, 1989.
26 Ibid.

27R. Garth Taylor and Robert A. Young, “Economic Impacts of Rural to Urban Water Transfers: A

Colorado Case Study,” paper delivered at Colorado Water Engineering and Management
Conference, 1991. -

2BCommittee on Western Water Management, 1992, p. 155.
29 Weber, 1989.
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Broader community impacts. Population in the rural portions of the Lower
Arkansas Valley has declined since the onset of water transfers. This decline is probably

not entirely attributable to transfers of irrigation water from the area, but the transfers have
likely accelerated the process.

The shifting of higher valued crops onto remaining irrigable lands has reduced the
impacts of the transfers on forward linked industries, which were primarily assoctated with
vegetable and specialty crop processing and shipping. Net income losses, including direct
farm income, indirect effects on linked industries and induced effects on other sectors, have
been estimated at $53 per acre-foot.3® Comparison of this figure with the $21 per acre-foot
estimate of lost farm income, suggests that secondary effects have been even greater than
direct impacts on farmers. This conclusion is reinforced by estimates that water transfers

will ultimately eliminate 250 secondary jobs in the Valley, or about 1.7 secondary jobs for
each farm job eliminated.

Weber's study of Crowley County conditions in 1989, shortly after completion of the
Colorado Canal Company sales, suggests that the ultimate impact of water transfers on the
local tax base will be very severe. Land from which water has been transferred will be
reclassified as either grazing land, or if revegetation is unsuccessful, as wasteland. Weber

estimates that the tax reclassification may cost the County about 90 percent of its property
tax base.31

Water Farms, Arizona

During the 1980s, a number of Arizona municipalities and private entities
aggressively pursued efforts to lock-in agricultural water supplies to serve future municipal
development. While relatively little water actually moved from agricultural to urban use
during the decade, the large scale of potential future transfers generated a great deal of
interest and concern about the “water farming” phenomenon. A 1990 economic study of
water farming activities indicated that the water supplies involved could potentially
provide municipal service to 3.2 million Arizonans, supporting a near doubling of the state’s
existing population.32

Background. Prior to 1980, relatively little water transfer activity had occurred in
Arizona, particularly by comparison with other arid, Western states. In part, the lack of
transfer activity may be attributed to the extensive groundwater basins underlying the
state’s municipal centers. The City of Tucson, however, did begin to purchase and retire
agricultural land in the nearby Avra Valley in the 1970s. Apart from reserving water
supplies in their common aquifer through agricultural retirement, Tucson Water also began to
withdraw and transport water from Avra Valley weils to the city. By the late 1980s,
Tucson had purchased more than 20,000 acres of farmland in the Avra Valley and was
pumping and transferring about 14,000 acre-feet per year from the Valley to the city.33

While the Avra Valley land purchases and water transfers by the City of Tucson
generated some controversy and opposition, the proximate location of the area of origin and

I3 Howe, et. al., 1990.

31 Weber, 19869.

32 Alberta H. Charney and Gary C. Woodard, “Sociceconomic Impacts of Water Farming on Rural
Areas of Origin in Arizona”, American Journal of Agricultural Economics, December 1990.

33 Elizabeth Checchio, Water Farming: The Promise and Problems of Water Transfers in Arizona,
Water Resources Research Center - University of Arizona, January, 1988.
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the receiving area in the same county, over the same hydrologic basin and in the same
general economic area may have tended to minimize impacts from these transfers.34

During the 1980s, two new institutional factors fostered efforts by Arizona
municipalities and private entities to purchase far greater amounts of agricultural land and
appurtenant water rights from distant areas of the state. These efforts led to considerable
controversy and political interest during the latter part of the last decade.

Arizona Groundwater Management Act. In 1980, the Arizona Legislature passed
the Arizona Groundwater Management Act (the Act, or AGMA). The Act was intended to
force Arizona municipalities to develop alternatives to mining the groundwater basins
underlying their cities. Under the Act, municipalities within three of the four Active
Management Areas (AMAs) — covering the Phoenix, Prescott, and Tucson areas — were
required to achieve “safe yield” by the year 2025. Safe yield was defined as reducing
withdrawal from aquifers within each AMA to the level of annual recharge or less. The
fourth AMA, covering much of agricultural Pinai County (located between Phoenix and
Tucson) had a different set of management objectives focused on sustaining agricultural use

for as long as possible while still preserving sufficient water to develop an alternative
economic base for the area.®

Outside of the AMAs, Arizona water policy continued to allow unrestricted
groundwater pumping -—— similar to the rule of capture in Texas groundwater law. Arizona
municipalities could, theoretically, have purchased land parcels just large enough to support
a well field and then pumped and transported as much groundwater as was technically and
hydrologically feasible from the field. However, provisions in Arizona law would have
allowed other groundwater users in the same basin to sue for damages if municipal pumping
reduced the water available from other wells in the basin or increased pumping costs. To
reduce their legal exposure and also ensure that no nearby users would impact the water

available for future transfers, the municipalities opted to purchase large tracts of land for
use as water farms.

Central Arizona Project. The second major institutional factor encouraging interest
in water farm purchases during the 1980s was the construction of the Central Arizona
Project (CAP) canal. CAP was designed to divert waters from the Colorado River to reduce
the reliance of Arizona’s municipal and agricultural water users upon groundwater.

Ironically, several features of CAP served to increase the interest of Arizona
municipalities in transferring water from distant agricultural areas. The future availability of
CAP supplies, coupled with increasing restrictions on groundwater withdrawals from their
own aquifers, meant that Arizona municipalities such as Tucson, Scottsdale, Mesa and
other Phoenix suburbs would be increasingly reliant upon the variable surface flows of the
Colorado River.3® Importing groundwater supplies, or other surface water supplies, from
areas outside of the AMAs became an attractive strategy for diversifying the water resource
portfolios of the large cities.?” Further, the likelihood of unused capacity in the CAP canal
meant that the canal might be available as a relatively inexpensive means of transporting
transferred water supplies to the municipalities.

34 Dr. Lawrence ]. MacDonnell, The Water Transfer Process as a Management Option for Meeting
Changing Water Demands, U.S. Geological Survey grant 14-08-0001-G1538, April 1990.

35 MacDonnell, April 1990; and Checchio, January, 1988.

3 Note that most of the City of Phoenix proper relies upon surface supplies provided by the Salt
River Project.

37 Checchio, January 1988.
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Description of transfers. Following the passage of AGMA in 1980, municipalities,
developers and other private entities began to purchase large tracts of agricultural as well as
undeveloped land in La Paz County (on the Arizona/California border), Pinal County
(between Tucson and Phoenix), and rural areas in Maricopa County (around Phoenix). The
City of Tucson also continued to purchase nearby Avra Valley farmiand.

During 1984 through 1986, the City of Scottsdale purchased 8,400 acres of land
from the Planet Ranch in La Paz County and the City of Phoenix purchased about 14,000
acres of land in the McMullen Valley, aiso in La Paz County. Prices of land sold for these
large water farms ranged from about $1,400 per acre for the Scottsdale purchase to about
$2,200 per acre for the Phoenix purchase. A number of private developers and speculators
also purchased substantial landholdings for future sale or trade to Arizona municipalities.

By 1988, an estimated total of more than 82,000 acres in La Paz County had been
purchased or were being actively marketed. About 30 percent of this land was under
cultivation (23,978 acres), while the remainder was undeveloped land.

Water farm activity was also occurring in other areas. More than 70,000 acres were
for sale or had been purchased for water farms in the rural parts of Maricopa County,
within the Phoenix AMA. Under AGMA, water rights obtained within an AMA cannot be
transferred from the AMA. Maricopa County water farms were purchased to service future

developments in the Phoenix area which would be outside of the Salt River Project service
area.

The City of Mesa purchased nearly 12,000 acres of land and appurtenant water
rights in Pinal County in 1985, seeking to exchange this water with the City of Tucson for a
portion of Tucson’s CAP aliocation.40

Statewide, eighteen transactions had occurred or were under negotiation by 1990,
involving nearly 188,000 acres of privately deeded property and more than 360,000 acres of
land leased from the State of Arizona or from the Bureau of Land Management. The
estimated surface and groundwater supplies appurtenant to these land purchases
approached 500,000 acre-feet. Total cost of the transactions which had been completed or
were being evaluated exceeded $300 million, implying an average cost of about $600 per
acre-foot. Land purchase costs varied from less than $1,000 per acre to more than $3,000
per acre. 1

Impacts from transfers. As stated earlier, apart from the City of Tucson’s use of
water from former Avra Valley agricultural lands nearby, little or no water has actually been
transferred as a result of water farm purchases. Because of changing circumstances in the
1990s, discussed at the end of this section, water farm purchases have ceased in Arizona
and much of the water supply secured through previous purchases may never be moved.
Nonetheless, during the latter part of the 1980s and the early part of this decade,
considerable effort was devoted to identifying the potential impacts of water farming
activities on the areas of origin.

38 MacDonnell, April 1990.
39 Checchio and Nunn, 1988.
40 Ipid,

41 MacDonnell, April 1990.
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Potential impacts. Economists studying the potential impacts from Arizona water
farm purchases identified three distinct impact phases.?? The first phase of impacts occurs
with the transfer of land ownership from private owners to a municipality. Under Arizona
tax laws in the 1980s, this phase was of particular concern from the standpoint of fiscal
impacts on local jurisdictions in the area of origin. Municipal landholdings were tax exempt
in Arizona, so the purchase of water farms directly reduced the local property tax base for

school districts, county governments and other local government entities that relied upon
property tax revenues.

In part because of the immediacy of this threat to the fiscal viability of local
government entities, La Paz County became the focal point for the statewide debate over
the impacts, and the ethics, of water farms and agricultural to urban water transfers.
Although water farm purchases had occurred earlier in Pima County and were occurrin
simultaneously in other areas, La Paz County appeared singularly vulnerable to both fiscal
and economic impacts of water farm purchases. With less than five percent of the land area
of La Paz County in private ownership prior to 1980, the County’s property tax base was
already very limited. Land which had been purchased, or was for sale, for water farm
purposes represented more than one half of the County’s original private landholdings.43

The second impact phase occurs with the retirement of agricultural land which had
been purchased for water farms. Most of the impacts upon the existing local economy
would occur during this phase. As outlined in more detail in subsequent sections of this
report, the economic impacts of ceasing agricultural production would include:

*  direct effects upon agricultural income and empioyment,

* indirect impacts upon sectors of the local economy that supplied goods and
services to the farms or relied upon farm produce for their businesses, and

* induced impacts resulting from diminished local spending by farmers and
employees in indirectly impacted sectors.

In 1990, two University of Arizona economists projected second phase impacts
upon La Paz County, using a combination of survey and econometric approaches. Direct,
indirect and induced employment and income impacts were estimated at 17 jobs, and
$363,000 in income (1987 dollars), per 1,000 acres of prime farmland retired from
agricultural production. Assuming that 40,000 acres of La Paz County farmland would
eventually be retired, including both high quality and marginal agricultural lands, the
aggregate impact was estimated at 340 jobs — or 13.6 percent of La Paz County’s 1987
employment. 4

The third, and final, impact phase would occur with the actual transfer of water
from the area of origin to municipal users. Impacts on local environmental conditions and
the future economic development potential of the area of origin which may have commenced
during the first and second phases would be fully realized with the permanent withdrawal
of water from the area. These potential impacts were of great concern to community leaders
in La Paz County and other areas where water farm sales were taking place, though these
effects are likely to be more difficult to quantify than the impacts of the first and second
phases. A 1989 survey of 317 community leaders in Arizona, New Mexico and the El Paso

42 Checchio, January 1988.
43 Ibid.,

# Alberta H. Charney and Gary Woodard, “Socioeconomic Impacts of Water Farming on Rural
Areas of Origin in Arizona,” American Journal of Agricultural Economics, December 1990.
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area found that diminished potential for future economic growth was perceived as the most
likely threat resulting from water transfers. This sentiment was particularly strong among
leaders in La Paz County. Negative impacts on the environment were identified as the third
most likely threat, behind impacts upon local agriculture

What actually has happened? Under considerable public pressure from the state’s
rural areas, the Arizona State Legislature sought to mitigate some of the potential adverse
impacts of transfers. House Bill 2264 (1986) authorized municipalities owning water farms
to make payments in lieu of property taxes to taxing authorities in the area of origin. A
related bill in 1987 (HB2462), allowed counties containing water farms to inciude the value
of the water farm property in their assessed valuation for purposes of calculating their share
of Arizona’s state-shared sales tax, which is pro-rated based upon county assessed value.
Counties were also allowed to include the assessed value of the water farm property for
purposes of determining their bonding capacity if the municipality owning the water farm
had agreed to make voluntary payments in lieu of taxes under HB2264.

Legislation passed in 1991 related to water transfers was much more restrictive.
Inter-basin transfers of groundwater were prohibited, with the exception of water supplies
obtained from properties already purchased for water ranching. Pumping from properties
which had already been obtained by Scottsdale, Phoenix, Mesa and other Arizona
municipalities was limited to specified volumes or allowable increases in pump lift
requirements.#¢ While further water ranching of groundwater supplies was effectively
prohibited by this legislation, other market factors had already begun to eliminate the
attraction of this water supply strategy.

Apart from efforts to address impacts through legislation, the most significant
development regarding water farming in the 1990s has been the actual completion of the
CAP canal, the commencement of CAP deliveries and the market conditions for sale of CAP
water. The delivered cost of CAP supplies has turned out to be substantially higher than
was originally planned, and the costs are projected to continue to increase. As a result,
many of the irrigation districts and other agricultural customers originally contracting to
purchase CAP are seeking to escape from their contracts.#’” Further, municipalities which
are outside of the CAP service area, such as Payson and Nogales, have made efforts to sell
or trade their allocations to developers in the Phoenix and Tucson areas.*®

The supply of CAP available for municipal purchase is much greater than
anticipated and municipal interest in transferring groundwater from distant water farms has
diminished correspondingly.® Further, with a considerable portion of the CAP supply
uncontracted at the moment, the likelihood of the Central Arizona Water Conservancy
District, the CAP administrative body allowing use of the canal to transport groundwater to
municipalities appears remote.

15 Cy R. Oggins and Helen M. Ingram, Does Anybody Win? The Community Consequences of Rural-
to-Urban Water Transfers: An Arizona Perspective. Udall Center for Studies in Public Policy, May
1990.

46 Telephone conversation with Steve Olsen, Legislative Liaison for the Arizona Department of
Water Resources, January 1996.

47 Central Arizona Water Conservancy District rate schedule and various communications through
City of Tucson, 1994-95. T

48 QOlsen, 1996.
49 Telephone conversation with Dr. Bonnie Colby, University of Arizona, 1996.
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Water farm purchases have not led to substantial acreage going out of agricultural
production. Following their purchase, much of the land on water farms in Arizona has been
leased back to irrigators pending eventual transfer of the water supply.3® A number of
Arizona municipalities which purchased water farms during the 1980s have begun to seek
arrangements with the Bureau of Land Management and other public agencies to dispose of
the properties and recoup a portion of their original investments.5!

The 1991 California Water Bank

In 1991, 13 counties in Northern California were the source of large scale water
transfers to help boost municipal and industrial water supplies in other areas of the state
suffering from a prolonged drought. The mechanism for the transfers was a state
administered water market called the Emergency Drought Water Bank. This case study

summarizes the activities of the Bank and subsequent research which estimated the impacts
of the transfers on the areas of origin.

Background. In the early months of 1991, California faced the prospect of its fifth
consecutive year of drought. At the end of 1990, reservoir storage throughout the state was
only 32 percent of capacity and 54 percent of average historic levels. The reservoirs
contained nearly one million less acre feet of water than they had at the previous record low
in 1977. Precipitation, snowpack and runoff were only 25 to 30 percent of normal.

The California Department of Water Resources’ State Water Project (SWP)
announced that it would deliver just 10 percent (225,000 acre feet) of the water contracted
to municipal users, and no water to agricultural users. The Federal Bureau of Reclamation’s
Central Valley Project (CVP) would deliver 25 to 50 percent of contracted water to urban
customers, and 25 percent to agricultural customers. In mid-February, the Governor
established the Emergency Drought Water Bank, to be administered by the Department of
Water Resources, which would allow willing buyers and sellers to exchange water. Enabling
legislation was quickly approved by state legislators, authorizing water suppliers to enter
into contracts that would transfer water out of their service areas and declaring that

temporary transfers related to the drought relief effort would in no way effect underlying
water rights.

The selling reglon. The selling region consisted of 13 counties in north central
California, depicted in Exhibit II-4. In 1987, prior to the prolonged drought, these counties
were home to about 3.4 million people, or one out of every eight Californians. In that year,
total farm income (including livestock operations) was approximately $1.2 billion and
income in related agricultural services was about $335 million. Together, these sectors
represented about 3 percent of the area’s total personal income.

Farmers in the area harvested approximately 2.3 million acres of crops in 1987, 90
percent of which was irrigated. About one-quarter of crop acreage was in orchards. Other
leading crops according to harvested acreage were rice, hay, wheat, vegetables, comn and
sugar beets. The total market value of crops produced in these counties in 1987 was
approximately $1.8 billion. In 1990, prior to the commencement of water banking activity,
agricultural water use in these counties was approximately 6.2 million acre feet.

50 Checchio, January 1988.
51 Conversations with Bonnie Colby and Steve Olsen, 1996.
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Exhibit 11-4.
Counties in the Selling Region and Major Municipal Buyers

Source: Califomia Department of Water Resources, January 1992.

Description of transfers. The California Department of Water Resources (DWR)
acted as the clearinghouse for Water Bank transfers, with sole responsibility for locating,
negotiating, purchasing and redistributing water. The DWR established a Water Purchasing
Committee to negotiate the acquisition of water that would then be resold to users with
critical needs. Health and safety related needs, such as drinking water and fire protection
water, were given the highest priority. The next highest priority recipients were urban users
with less than 75 percent of adequate supply and agricultural users whose permanent or
high-value crops were threatened by drought. Water required to sustain fish and wildlife
and to carryover as storage for the following year were lower-priority considerations.

The Department determined that most of the water acquired would likely be
purchased from agricultural users, and so turned to an analysis of farm water uses to arrive
at a common contract price. After studying crop budgets and talking to potential buyers,
sellers, agricultural economists and others, the Department set a bid price of $125 per acre
foot. Deliveries would be made primarily through the existing State Water Project.
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The Water Bank entered into approximately 350 contracts with water sellers in
about 6 weeks, acquiring nearly 821,000 acre feet of water. Water was made available for

these purchases through three arrangements: storage withdrawal, groundwater substitution,
and fallowing.

Storage withdrawal. Approximately 142,000 acre feet (17 percent) of water
acquired by the Bank was withdrawn from reservoir storage. The most
significant transfer of stored water was between the Bank and the Yuba
County Water Agency, which sold a total of approximately 139,000 acre
feet. An additional 28,000 acre feet of the Agency’s stored water was
earmarked for use by the Fish and Wildlife Department.

Groundwater substitution. Approximately 259,000 acre feet (32 percent) of
water transferred to the Bank was made available from groundwater
substitution contracts. In this arrangement, farmers agreed to irrigate only
from groundwater pumping, allowing their surface water supplies to flow to
other users. Water wells were metered and the amount pumped by the
farmer was purchased by the Bank up to the amount of the contract. The
same amount of water was then released by the local water district as
surface water which would be available for redistribution. A smualil fraction
(less than 10,000 acre feet) of groundwater contracts provided for direct
pumping of groundwater into the Bank system.

Fallowing. Approximately 420,000 acre feet (51 percent) of water acquired
by the Bank was derived from fallowing contracts with about 300 farmers. In
the fallowing arrangement, farmers agreed not to irrigate their crops, making
water available for sale. Because some farmers were still able to produce
dryland crops, this arrangement has also been referred to as a “no-irrigation”
contract. More than half of the acreage was truly fallowed.

Water purchasers. Most of the water obtained by the Bank was sold for $175 per
acre foot. DWR used the $50 increment over the $125 per acre foot acquisition price to
defray administrative costs. The costs of conveyance, primarily the energy-related cost of
pumping, wete borne by the purchaser. About 48 percent of the Bank’s water was sold to
12 water agencies and 30 percent was retained as carryover storage for 1992. The remaining
22 percent of water purchased was lost as seepage in the Sacramento-San joaquin Delta, the
pumping hub of the SWP and CVP which is open to San Francisco Bay.

The single largest purchaser of water from the Bank was the Metropolitan Water
District of Southern California, which serves the Los Angeles area. This District purchased
about 215,000 acre feet of Bank water. The Kern County Water Agency, which serves the
Bakersfield area, was the second largest water purchaser (54,000 acre feet) followed closely
by the City of San Francisco (50,000 acre feet).

Impact assessments. Several attempts to quantify the economic effects of the
Water Bank have been made by researchers in California. The DWR provided funding for
an initial review of the Water Bank that was conducted by a team of academic researchers
and private consuitants. DWR then provided funds for a more detailed study of the Bank'’s
economic impacts by the California research group RAND. Other analyses of the
operations and impacts of the 1991 Water Bank include papers sponsored by the

University of California’s Agricultural Issues Center. Major themes from these sources are
discussed below. T
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Most economic impacts in the area of origin related to Water Bank activity were
attributed to no-irrigation contracts. These contracts reduced crop production activities,

while groundwater substitution contracts simply required the farmer to change his irrigation
source.

No-irrigation contracts. Most of the farmers who entered into no-irrigation
contracts did so in February 1991, agreeing not to irrigate a specified number of acres until
October 15, 1991. In total, 166,000 acres of cropland were temporarily converted to
dryland production or fallowed as a resuit of no-irrigation contracts. Approximately 46
percent of these acres were planted whereas 54 percent of the acres were fallowed. As

reflected in Exhibit II-5, corn and wheat were the leading crops that were placed under no-
irrigation contracts.

EXHIBIT 1I-5.
Percent of Acres in No-irrigation Contracts by Crop, 1991

Other

Sugar Beets

SN
’ , Com

Hay & Pasture

Wheat Total = 166,100 acres

Source: Califomia Department of Water Resources, Jjanuary 1992,

The Bank paid farmers for the net amount of water made available by foregoing
irrigation. The amount of water was determined based upon estimated water consumption
by crop and upon recent cropping use of the farmer’s land. The estimated water
consumption and no-irrigation payment schedule for selected crops is presented in Exhibit
-6, which indicates compensation of $125 per acre to $450 per acre entered into no-
irrigation agreements. If the farmer breached the no-irrigation contract, damages equal to
twice the contract price would be payable to the Bank.
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EXHIBIT Ili-6.
No-irrigation Payment Schedule by Crop, March 14, 1991

Sacramento Valley

and Delta Upland Delta Lowland®
ET ET

irrigated Crop AF/A* $/Acre AF/A? $/Acre
Grain (wheat, barley, not oats)* 1.0 125 1.0 125
Rice 3.5 450 — —
Sugar beets 3.0 375 2.5 325
Field corn 2.5 325 2.0 250
Milo 25 325 2.1 263
Dry beans 21 263 1.7 213
Misc. fieid 2.5 325 2.1 263
Alfaifa** 3.5 450 3.2 400
Pasture** 3.5 450 3.2 400
Asparagus** 2.6 325 2.2 275
Potatoes 2.0 250 1.6 200
Tomatoes 25 325 2.1 263
Misc. truck 3.0 375 2.5 325
Sunfliower 2.5 325 2.0 250
Safflower 2.8 350 2.1 265

! Evapotranspiration in acre feet-per acre.
2 Below sea level.

3 Deita upland figures, except for grain, reduced in Delta lowland to account for part of ET
requirement supplied by seepage.

* May be readjusted periodically in response to rainfall.
** Proposed; case-Dy-case analysis.

Note: The crop evapotranspiration (ET) numbers in acre - feet per acre (AF/A) used in this table
are the estimated crop water needs that are expected to be satisfied by applied irrigation
water. These amounts assume minimum future rainfall, such as occurred during 1977. If
actual rainfall amounts are greater than assumed and would result in meeting a portion of
the crop water needs, the amounts in this tabte will be reduced. Amounts used in fallowing
contracts will be those values current at the time the contract revisions are agreed 1o,

Source: California Department of Water Resources, A Retrospective on California’'s 1991 Emergency
Drought Water Bank, March 1992,

The Water Bank spent approximately $52.5 million to acquire water from farmers
through no-irrigation contracts. The impacts related to this trade-off, laying aside irrigated
cropland in exchange for cash, are surmmarized below.

Changes in farm activity. Estimates of Water Bank impacts on direct farm activity
were made based upon a survey of farmers who participated in the Bank. It was estimated
that crop sales by farmers who placed at least a part of their crop acreage into the Bank via
no-irrigation contracts were $58 million (29 percent) lower than would have been expected
in the absence of the Bank. Overall crop sales in the area of origin were thought to be $77
million (20 percent) lower than would have been expected in the absence of the Bank.
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Farm operating expenses were also lower for participating farmers. The decrease in
operating costs incurred by farmers who entered into no-irrigation contracts was estimated
to be $17 million (19 percent). (Although this drop was not definitively attributed to the
Water Bank, its components were offered as an indicator of how the effects of the Bank

may have been distributed.) Components of farm operating costs and the estimated decline
in expenditures are presented in Exhibit II-7.

EXHIBIT 1I-7.
Changes in Farm Operating Costs by Type of Expense,
Farms with No-irrigation Contracts, 1991
Type of Farm Expense
Hauers  Contractors P/T Labor Saed Chemicais Remals  F/T Labor Fusi Tots
o L 1 2 } [ L 1 L ']
E =
-15%
20% = 19% -A19%
o rr—ulE T -23%
- 3%
2 4md
a
£ oonn
:
BO%
-100% Jd
Source: RAND, California’s 1991 Droug ht Water Bank, 1993

In percentage terms, the reduction in farm operating expenditures fell most heavily
on haulers, who received 33 percent less revenue from farmers participating in no-irrigation
contracts, and on other custom contractors, who received 26 percent less revenue from these
farmers. Among farm workers, part-time laborers were estimated to suffer twice the
proportional drop in aggregate wages (a 24 percent decrease) as did full-time laborers (12

percent). Farm operating costs were estimated to change very little for farmers with
groundwater substitution contracts.

Farmers participating in no-irrigation contracts were thought to have invested some
$2.5 million more in farm upkeep and improvements than in previous years. This
investment was equivalent to 5 percent of the proceeds of the contracts. Again, it was not
clear that this increase was due strictly to the activity of the Water Bank, but the estimated

expenditure patterns (presented in Exhibit II-8) indicate how farmers may have apportioned
the Bank proceeds toward reinvestment.
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EXHIBIT II1-8.
Composition of On-Farm Investment,
Farms with No-irrigation Contracts, 1991

Laser
Leveling

frrigation
& Drainage

Equipment &
Repair

Building \
Maintenance °

Source: RAND, California’s 1991 Drought Water Bank, 1993,

Farmers with no-irrigation contracts reported that they spent over haif of their
investment dollars on farm equipment and one-quarter on building maintenance. About 15
percent of investment dollars were ailocated to irrigation and drainage improvements among
no-irrigation participants. Groundwater substitution participants invested approximately

$3.2 million in their farms, two-thirds of which was spent on water well installation and
overhaul.

Impacts on agricultural businesses. Researchers also conducted surveys to
determine the effects of the Water Bank on non-farm agriculturai businesses. The results did
not attempt to distinguish the effects of the Bank from other factors, and no distinction is
made between no-irrigation and groundwater substitution activity. Overall, the agricultural
support businesses reported that their gross revenues fell 9 percent from 1990 to 1991;
researchers attributed perhaps one-third of this decline to the activity of the Water Bank.
As shown in exhibit II-9, those supplying crop inputs such as chemicals and fertilizers
experienced the greatest decline in revenues (15 percent) in 1991, whereas fuel suppliers
experienced relatively modest declines (5 percent).

BBC Research & Consulting/G.E. Rothe Company/R.L. Masters Environmental Consulting Ih-21



EXHIBIT 11-9.
Change in Gross Revenues Reported
by Local Agricultural Businesses, 1991
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Source: RAND, California’s 1991 Drought Water Bank, 1993.

Overall impacts on the regional economy. When these farm and agricultural
impacts were studied for their influence on the overall economy of the selling region, the
results were inconclusive. Researchers generally held that the Bank either had no net
negative impact on the area of origin because the Bank payments to farmers offset the
decline in agricultural activities, or that the impacts were present but were too small to be
detected by the estimation methods that were used.

In any case, it appeared that the impacts of the Water Bank on the agricultural
economy were within the realm of normal experience. That is, the aggregate changes in crop
production, farm expenditures and agricultural business activity were not different from the

variations experienced due to year to year changes in weather, commodity prices and
worldwide market conditions.

Subsequent Water Bank actlvities. The 1991 California Water Bank was
generally considered to be a success. Given the severity of the drought, the short response
fime required and the large volume of water and considerable distances involved, most
participants were willing to overlook their frustrations. The basic Water Bank model has
survived and is available for operation in emergency conditions.

The California drought relented somewhat in 1992, allowing the Water Bank to
substantially reduce its operations. In that year, the Bank purchased about 193,000 acre
feet of water from farmers. DWR was able to purchase nearly all of this water through
groundwater substitution contracts, which were both more cost effective and less likely to
cause significant economic impacts. Avoiding no-irrigation contracts has Become one of the
goals of the DWR when planning potential Water Bank operations.
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The balance of supply and demand among California’s water users allowed DWR to
reduce the water purchase price in 1992 to $50 per acre foot. DWR then sold the water for
$72 per acre foot. A Water Bank of similar scale was activated by DWR in 1994, in which

the Bank purchased 220,000 acre feet at $50 per acre foot and sold it for about $68 per acre
foot. Again, DWR avoided no-irrigation contracts.

Banking activities were also planned for 1995, but proved unnecessary. To prepare
for the prospective banking operation, DWR purchased options on water for $3.50 per acre
foot and negotiated purchase prices of $36.50 to $41.50 per acre foot if the options were
exercised. Weather conditions improved before a selling price was established.

While the original character of the Bank remains, some of the Bank’s practices have
changed over time. For example, DWR has attempted to prepare for Banks during the Fall
when farmers are making their plans for the following season. Groundwater substitution
has come to be viewed as the preferred source of farm water because of its small effects on
crop production. And, the most recent Bank preparations demonstrate more sophistication
and flexibility, as evidenced by DWR'’s advance purchase of options and its new practice of
negotiating individual purchase prices.
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SECTION IIl.
Framework for Evaluating Economic and Social Impacts

Related to Water Transfers

This section builds upon the preceding section’s discussion of previous water
transfers throughout the West to develop a framework for evaluating impacts of proposed
transfers in Texas. The intent of this section is to provide an introduction to the elements
and techniques of social /economic impact analysis for individuals without prior experience
and training in these fields, as well as a more detailed discussion of each element for more
technical readers. The focus of this section is on the social and economic impacts which
may be particularly associated with water transfers.

The section begins with an overview of impact analysis applied to water transfers.
The balance of the section presents a step by step approach for analyzing the impacts of
Texas water transfers, including a discussion of the strengths, weaknesses and data
requirements of alternative modeling approaches.

The emphasis in this section is upon pragmatic and understandable approaches to
obtaining reasonable estimates of the impacts that may occur from transfers. More
sophisticated modeling of many of the aspects of the transfer is certainly possible — at the
cost of additional time, complexity and financial resources. It is not clear that more
elaborate approaches always provide more comprehensive, credible or accurate information.

Although the steps are presented in their logical sequence, we do not intend to imply
that each step must be fully completed and set aside prior to embarking upon the next
portion of the analysis. In fact, each component of the analysis is likely to be continualily
modified and adjusted throughout the assessment as additional information becomes
available from subsequent steps.



Overview

Impact analysis identifies the differences between conditions that would occur if (a)
an event occurs, and (b) the event does not occur. The conditions that would result if the
event did not take place, are typically referred to as “baseline conditions” or the “baseline
scenario.” Therefore, an impact analysis for proposed water transfers compares conditions

projected to occur if the transfers took place with conditions expected under the baseline
scenario (no transfers).

The analysis of differences may be quantitative, qualitative or a combination of both.
Along with identifying the differences between the impact scenario(s) and the baseline,
impact anatysis normally involves an assessment of the importance, or significance, of the
differences that would result from the action or policy.

Impact analysis may be conducted retrospectively (after an action has already
occurred) or prospectively. Since impact analysis is often used for purposes of selecting or
refining public policies, prospective analysis is more common. Prospective impact analysis,
like any forecast or projection, is prone to a number of uncertainties. Retrospective analysis,
on the other hand, faces the challenge of separating the effects of the particular action or

policy in question from many other influences continuously affecting local economies and
communities. .

In the broadest sense, impact analysis may be used to examine effects of an event
upon a number of different types of conditions — including effects on the environment,
cultural resources and other parameters. The focus of this study is limited, however, to the

economic and social, or “socioeconomic”, impacts that may result from future water
transfers in Texas. ‘

The following discussion presents a series of analytical steps required to examine the
socioeconomic impacts of water transfers. These steps are primarily applicable to the
transfer of scarce water supplies — presuming that the water to be transferred is currently

in use in the area of origin. Modifications required for evaluating the transfer of surplus
water supplies are discussed at the end of this section.

The sequence of steps required to analyze the impacts of the transfer of scarce water
supplies upon the area of origin is shown in Exhibit ITI-1.
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Step 1 - Select Accounting Stance

The initial step in designing and conducting a socioeconomic impact analysis is
normally to choose the focus of the analysis, or the “accounting stance” for the study. This
step requires considerable judgment on the part of the analyst, because the accounting
stance is usually selected prior to most of the data collection and analysis.

Accounting stance options. There are two dimensions to consider in selecting the
accounting stance for the analysis: the geographic focus and the socioeconomic focus. The
geographic choice determines both the primary location(s) that will be the focus of the
analysis and the span of the study. For example, the geographic stance determines whether
the study will focus on impacts upon an individual community, a county, a sub-state region,
the state as a whole, the United States as a whole, or the planet.

The second consideration is defining the particular groups that will be the primary
focus of the study. Some impact studies may logically focus on specific groups, others
might consider the economic and demographic conditions of the local community as a
whole. For example, the focus of a study could be all residents of the area, all workers in
the area, residents in specific occupations (e.g. farmers), residents in specific economic
classifications (such as low income households or individuals), residents with specific

demographic characteristics (such as gender, age, or ethnic groups) or other subgroups of the
population as a whole.

How to select the accounting stance. The “correct” accounting stance for the
analysis depends upon the questions the study is seeking to answer. Although
investigations into the social equity of a proposed policy or action may legitimately focus on
subgroups within the population, broader socioeconomic impact analysis normally
encompasses all residents within the geographic span of the study. Analyses of the impacts
of water transfers upon the area of origin typically include ail residents within the affected
area, although additional attention may be paid to special groups such as farmers or
employees in farm support industries.

While there is no infallible rule for selecting the geographic accounting stance for a
socioeconomic impact analysis, a common sense approach is often useful. The geographic
accounting stance should normally encompass the groups that will incur most of the direct
effects from the action or policy being analyzed. For an evaluation of the impacts of water
transfers on an area of origin, this geographic area would normally encompass at least the
areas in which the water supplies are currently used.

Since secondary economic and social effects (defined later in this section) of the
action are also considered in a socioeconomic impact analysis, the geographic focus of the
study may need to be expanded following subsequent steps in the analysis. For example,
information on trade and commuting patterns developed for the baseline profile of the area
of origin (step 4) may suggest that neighboring areas be included in the analysis as well.

Additional considerations. The accounting stance should be carefully tailored to
suit the information desired from the analysis. An overly narrow accounting stance may
result in the omission of important information from the results. For example, if the
accounting stance for an analysis of the impacts of water transfers were limited to farmers

in the area of origin, secondary effects of the transfers upon the local communities could
escape consideration.
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On the other hand, the accounting stance may be too broad to yield meaningful
results. If the impacts of potential Texas water transfers were measured across the entire
United States, the transfer effects would likely be relatively minuscule and insignificant —

probably falling within the range of statistical measurement error within national economic
data.

Another issue related to selecting the accounting stance for an impact analysis is the
importance of separately identifying impacts upon particular groups within the accounting
stance of the study. Often the groups that stand to gain from a particular policy or action
are different from those that will pay for the action or suffer adverse effects from it. It is
important not to overlook the effects of the action upon these groups individuaily, even
though gains and losses may offset one another in the aggregate.

Although it might appear desirable to design the study to completely encompass all
direct and secondary impacts, such a broad stance may lead to the problems discussed
earlier in this section. For example, virtually any economic policy or action will have some
impact on federal revenues due to effects upon income tax revenues and other variables.

Yet a national perspective is usually not the most appropriate for assessing local actions or
policies.

A final, pragmatic consideration in selecting the accounting stance for an economic or
sociceconomic impact analysis is the availability of published data for the area under
study. Economic data compiled and published by the United States Department of
Commerce agencies (Census Bureau, Bureau of Economic Analysis, Bureau of Labor
Statistics, etc.) are generally most extensive and most accurate at the state level, but are
also good at the county level — particularly for counties with relatively large economies and
populations. Data compiled by state agencies generally follow the same pattern. Published
federal and state economic data for sub-county areas such as municipalities are normaily
very limited. If the selected accounting stance for the study involves only portions of one or
more counties, the amount of primary data collection required, and the overall effort and
expense of the study, can increase dramatically.

Step 2 - Define The Key Elements Of The Potential Transfer

The characteristics of the potential transfer will determine subsequent inputs to the
impact modeling effort. In particular, definition of the following elements is critical for the
impact evaluation:

e  What would be transferred? Some transfers may involve water alone, while
others would include appurtenant landholdings.  Temporary versus
permanent transfers must be clearly distinguished.

e Where will the water supplies come from? The location of the current
owners and users of the water supplies will largely determine the accounting
stance for the evaiuation.

»  How will the water be conveyed to the new user? A conveyance system
may be required to physically move water from the original point of diversion
to a new point of use. Alternatively, the water may be administratively
transferred, by shifting the point of diversion. In the former instance, a
projection of the costs and timing of the conveyance facility construction
program should be developed for inclusion in the impact evaluation.
Identification of the areas likely to supply workers and supplies for the
construction work may also be important.
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How much water or irrigated acreage wouid be involved? The volume of
water required for transfer is an important input for the evaluation of direct
responses, discussed in step 5. Some transfers of water from agriculture to
other uses make water available by directly removing farmiand from
irrigation. In such cases, the number of acres affected is the key variable.

e  How much will be paid for the water supplies? A voluntary water transfer
normally requires the purchase of the water rights, with or without
appurtenant landholdings. The amount of compensation for the water
supplies, on a per acre-foot basis if the right alone is purchased or a per acre

basis if the land and water are purchased together, must be determined or
estimated.

e When would the transfer take place? As noted in the case studies, the
timing of the transfer of ownership of the water rights may or may not
coincide with the actual removal of water from its prior use. Transfers
projected to occur a number of years in the future will generally need to be
examined against projected baseline conditions without transfer.

How to Identify the key elements. Details of the potential transfer will often be
uncertain at the time of the impact evaluation. For example, the price to be paid for the
water rights and the volume of water to be transferred may not be determined prior to
negotiations during the actual process of acquiring water rights (and landholdings). The
analyst may begin by seeking as much information as possible from the party(ies) interested
in acquiring the water supplies about their objectives and plans for the acquisition.

The analyst should recognize that the party seeking water supplies may be unwilling
or unable to provide a complete picture of the potential transfer, or may have faulty
expectations about the transfer. In cases where the available information is limited or
uncertain, the analyst should be prepared to develop reasonable assumptions about
aspects of the transfer proposal that are unclear, and to test the sensitivity of the results of
the analysis to variations in these key assumptions. For example, the researcher may need
to construct several scenarios concerning transfer volumes and compensation.

Estimation techniques when the price of water is unknown. Among the
elements of the transfer that may be particularly uncertain is the price to be paid for the
water supplies involved in the potential transfer. The analyst may, however, be able to
bound the range of possible prices with some relatively straightforward research and

analysis. The analysis can then be structured to permit an evaluation of the sensitivity of
the resuits to changes within the bounds.

If the water supplies are to be transferred to municipal and industrial use, it may be
possible to determine the ceiling price which the acquiring entity might be willing to pay
based upon the avoided cost of alternative sources of supply. The total cost of purchasing
water supplies from the prior owner(s), conveying the raw water to the municipal system
and treating the water for potable use will normally be less than the cost of developing
potable water supplies from another source, such as the development of additional surface
water storage. In fact, the attractiveness of water transfers to municipal suppliers is that
transfers are often a much cheaper alternative. Nonetheless, the avoided cost approach is a
mechanism for determining the highest conceivable price that could be paid to the original
owners, net of other costs for conveyance, storage, treatment, etc.

The floor price for transfer supplies is normally the economic benefit that the current
user obtains from the water in its existing use. For example, the annual economic benefit of
water currently used for irrigation can be estimated by comparing the net income from

irrigated farm lands to the returns from non-irrigated land of comparable quality in the same
area.
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To assess the value of water permanently transferred from irrigation use, the annual
economiic value of the water can be capitalized into a single value based upon a couple of
approaches. Under the “income valuation approach,” the annual benefit of the irrigation
supply is summed over a period of time, with future benefits being adjusted to present value
based upon a discount rate. Unfortunately, the choice of the discount rate is both subjective
and important. A simpler, but often still reasonable, aiternative is to assume that the
capitalized annual benefit of irrigation water is fully reflected in differences in the recent
sales prices for irrigated and nonirrigated farmiand of similar quality. This alternative

allows the analyst to use market data to estimate the floor price for the sale of agricultural
water supplies. '

Generally similar approaches could be used to estimate the ceiling and floor prices
for transfers other than from agriculture to municipal users. Since both the buyer and seller
of the water supplies will also wish to recover their transaction costs (e.g. legal fees and
other costs associated with the transfer), the actual price for the water is likely to be
somewhat greater than the floor price and somewhat less than the ceiling price.

Estimation methods when guantity of water to be transferred Is unknown. If
the volume of water that might be transferred is unclear, the analyst may need to test the
effects of a range of transfer levels. One extreme is to assume all agricultural water supplies
in the area of origin will be transferred. The impacts from this transfer level can be
compared with alternative assumptions. If the water is to be transferred to municipal use,
long range water demand forecasts used for planning purposes by the municipal water
supplier may provide additional clues about the volume of the potential transfer.

Construction of facilitles. If water supplies are to be physically conveyed from the
area of origin to the receiving entity, the impacts of construction of conveyance facilities
should also be incorporated into the analysis. In particular, approximate information about
the expenditures and employment associated with the construction phase is important. The
entity pursuing the transfer may have performed reconnaissance engineering evaluations to
approximate these costs. If these evaluations are not available, qualified engineers can
normally produce a rough estimate of the construction requirements and costs based upon
information concerning the number of miles of pipeline, pump lift requirements, and the
volume of water that may be moved.

Step 3 - identify Potential Impacts from Water Transfers /Seek Local
Input and Participation

Review of previous studies of the social and economic effects of water transfers
demonstrates that transfers can lead to a broad array of impacts, and that the extent and
magnitude of impacts may vary considerably based upon a number of factors. Early
identification of the full range of potential impacts and potentially affected parties assists

in focusing the subsequent steps in the analysis and selecting appropriate analytical
methods.

The following discussion outlines categories of potential impacts from water
transfers and discusses some key considerations which will help determine the extent of
each category. For purposes of this discussion, impacts have been segregated into several
categories: direct socioeconomic impacts from the transfer, secondary socioeconomic
impacts, and other impacts.
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The range of potential impacts, and the specific nature of the economic and social
effects, depend partly on the unique circumstances in the area of origin. Instituting a public
participation program at this early stage in the impact analysis will provide an opportunity
for the analyst to obtain local insights into key issues concerning the transfer. This program
can assure that locally important considerations are not overlooked in the analysis. Public
participation from early on in the impact evaluation is also likely to increase “buy in” from
the area of origin which may ease subsequent data collection steps and enhance the ultimate
understanding and credibility of the results.

There are a number of ways to begin the public participation program. Advertised,
open public meetings at this stage of the analysis and later, to review preliminary findings,
are likely to be helpful. It may also be possible to create a public advisory group to assist in
the analysis through early discussion with community leaders.

Definitions. “Direct” impacts include all effects of water transfers upon the
industries or entities which would provide the water supplies for the transfer. For example,
in the case of water transfers from agriculture to other uses, direct impacts may include
reduced crop production, reduced farm revenues, decreases in farm employment, a decrease
in the farm population of the area, changes in farm land values and payments received by

farmers for the water supplies. A more extensive discussion of the range of these impacts is
presented later.

“Secondary” socioeconomic impacts result from “ripple” effects throughout the local
economy in response to the direct impact. Secondary impacts are often further classified
into indirect impacts and induced impacts. Indirect impacts result from changes in
purchasing by the directly affected sector from other local businesses. For example, in the
agricultural transfer case, indirect impacts may include effects on local farm equipment
suppliers, banks, utilities, and other local businesses. In some transfers of agricuitural water
supplies, indirect impacts may also include effects on processors and shippers of
agricultural production. (This is a special case, termed a “forward linkage.”)

As a result of both the direct impacts and the indirect impacts, the number of jobs
and income in the affected sectors would be reduced. This change in household spending
capability can then affect the revenues of local businesses that cater to househoid needs,

and the receipts of local governments. These secondary effects are known as “induced
impacts.”

Other impacts. The category of “other” impacts, as defined for this study, includes
less traditional types of impacts that nonetheless may be an important issue for a particular
water transfer proposal. For example, this category might include possible impacts upon
downstream water quality and effects upon recreational opportunities.

Examples of potentlal impacts. When water is transferred from agricuitural use in
the area of origin to alternative use in the receiving area, a number of direct impacts are
likely to occur, including:

s Direct payments to landowners. To participate voluntarily in a water
transfer, farmers must be compensated for the value of the water supplies
that they are giving up. For farmers to be willing participants in the transfer,
the payments should equal or exceed the value of the water to the farmer.
Components of this value will be examined in greater detail later in this
section. Whether or not compensation which the farmer receives for the
transfer is reinvested in the local economy will have an important influence
on the magnitude and nature of secondary impacts from the transfer.

BBC Research & Consuiting/G.E. Rothe Company/R.L. Masters Environmental Consulting -8



Change in land use and crop production. Farmers within the area of origin
may supply water for transfer through any of four types of modifications in
their farming practices depending upon how the transfer occurs and upon
local agricultural conditions. First, farmers may simply apply less water
across all of their lands, but continue to irrigate the same acreage. This
response may require a change in the types of crops grown, or investment in
more efficient types of irrigation. Second, farmers may retire a portion of
their lands and continue current cropping and irrigation practices on the
remainder of their land holdings. Third, farmers may shift some acreage to
dryland farming or ranching. Finally, farmers may retire all of their lands and
cease farming altogether. For example, if land as well as water is purchased
by the entity seeking transfer, the lands may be retired rather than leased to
farmers for continued production.

The responses of individual farmers within the area of origin will depend
upon specific characteristics of the transfer proposal, including the manner in
which the transfer is administered, the price offered and the quantity sought.
The responses will also depend upon distinctive local farming characteristics
including the variability in quality of irrigated land and the potential for
dryland farming or farming with reduced irrigation.

The magnitude of the water transfer and the manner in which farmers respond to a

transfer offer will determine the extent of additional direct impacts within the area of origin,
including:

Changes in farm income,
Changes in land value,
Changes in temporary and permanent farm labor, and

Changes in farm population.

Direct impacts on farm activity may lead to a range of secondary impacts within the
area of origin. For example, if a farmer works fewer acres as a result of the transfer, he will
likely purchase less seed, fertilizer, temporary labor and other inputs. Reduced revenues in
these farm related activities may translate into decreases in purchases from local retail
stores and a reduction in tax revenues for local governments. As in the case of direct
impacts within the area of origin, the extent of secondary impacts will depend upon both
the specifics of the transfer and the existing characteristics of the area of origin.

Secondary impacts within the area of origin are of particular concern because they
are often uncompensated, unlike direct impacts which can be offset by payments to farmers
for the transferred water supplies. Types of secondary impacts include:

Backward-linked industries. Local businesses supplying goods and services
to impacted farms and ranches may themseives be affected by the transfer.
These may include suppliers of fuel, agricultural chemicals and seed,
agricultural equipment, and other goods and services used by local irrigators.
Other groups including lenders, power providers and equipment repair shops
could also see changes in demand for their services. The significance of these
impacts will partly depend upon the extent to which irrigators purchase
goods and services locally.
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Forward-linked industries. Local businesses that depend upon local farm
produce may be impacted. Forward linkages include businesses involved in
storing and transporting local produce, marketing local produce, and

processing local produce. Farm cooperatives, as well as conventional private
businesses, could be affected.

Local service industries. Retail stores, local service providers, and other
community businesses not directly serving the agricultural sector may also be
affected by water transfers. To the extent that transfers reduce employment
and income on local farms and in linked industries, fewer dollars may be
spent within the community to meet household needs. The relative
magnitude of this impact will partly depend upon the nature of the area of
origin economy. Effects will likely be greatest in cases where the local
economy is both relatively isolated and highly dependent upon agriculture.

Local governments. County and municipal governments, as well as school
districts, may be financially impacted by water transfers. To the extent that
direct impacts of the transfer reduce the value of local property and induced
impacts result in diminished local sales activity, the principal sources of local
government revenues may diminish. While decreases in local population may
also reduce service demands upon local governments, the decrease in
revenues could exceed the decrease in expenditures if there are substantial
fixed costs or economies of scale in government and education. To
compensate, local governments may be forced to increase tax rates or fees.

Households. Diminished opportunities for local employment may require
households to commute or move elsewhere for work.

Social and cultural institutions. If transfers have substantial impacts upon
local employment, income and households; social and cultural institutions
such as churches and membership organizations may be faced with dedlining
interest, participation and enrollment. These institutions may find that they
can no longer continue to be viable if participation declines substantially.

Foregone development. Water transfers, if substantial, might negatively
affect the opportunity for future non-agricultural development in the area of
origin if the remaining water supplies could not support prospective
opportunities. Also, any downturn in the perceived long term economic
prospects for the area may lead to other negative impacts (or this perception
may be a negative impact in and of itself).

Apart from the impacts outlined above, transfers may have impacts upon other
parties, including:

Downstream water quality effects. To the extent that transfers change the
timing and location of water return flows, they may positively or negatively
impact water quality downstream from the area of origin. ~Along with
potential environmental considerations, changes in water quality may have
social and economic implications for downstream users in terms of the
productivity and/or treatment costs of their water supplies.

Recreation effects. Changes in the location of water use may impact in-
stream flows or the volume of water in storage in the receiving area, with
potential impacts upon fishermen, boaters and other recreationists.
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Construction effects. If the transfer scenario includes physical conveyance
of water supplies from the area of origin to the receiving area, extensive
construction may be involved. Construction may have impacts on the area of
origin, the receiving area and any communities in between due to the creation
of a temporary workforce based in those areas.

How to identify potential impacts. Identification of potential impacts requires:
* definition of the key elements of the transfer proposal (from Step 2),

*  atleast a general understanding of the ways in which the water resources to
be transferred are currently used within the area of origin, and

* some knowledge of relationships between the water using sector and other
economic activities in the area of origin; and between water use in the area of
origin, local recreation and downstream water users.

Much of the information necessary to identify potential impacts can be gained from
initial interviews with organizations of water users in the area of origin, and individuals
knowledgeable about the local economy — such as local water conservation districts, local
government staff and chamber of commerce representatives. It is not necessary to develop a
complete and detailed understanding of the local economic structure at this stage of the

analysis. A more comprehensive view of the local economy is the subject of later steps in
the impact analysis.

Additional considerations. The purpose of the initial identification of potential
impacts is to help focus the data collection effort which begins in the following step, and to
identify key questions for the analysis. For example, this initial overview may suggest that
the water supplies considered for transfer are largely or entirely surplus supplies. In this
case, the impact analysis effort should likely be focused upon determining whether or not
the supplies could likely be put to beneficial use in the area of origin within any reasonable
planning horizon, any construction effects of the transfer, and potential impacts on local
recreation or downstream water users.

If the reconnaissance evaluation of potential impacts indicates that transfer supplies
are currently in use within the area of origin and immediate economic impacts are likely, the
issue of the accounting stance for the study should be revisited. If the early interviews
during this step indicate strong trade patterns between the affected sector and businesses in
nearby counties, it may be prudent to consider expanding the focus of the analysis to also
incorporate these areas.

Step 4 - Develop Baseline Socioeconomic Profile Of the Area Of Origin.

As noted in the overview at the beginning of this section, “baseline” conditions are
the set of conditions (economic, demographic, social, etc.) that currently characterize the
area being studied, or that could be expected to occur in the future if the action being
studied did not take place. In evaluating water transfers, the baseline conditions identified
in this step present a detailed picture of what the area of origin is like prior to transfer, or
would be like in the future if the water is not transferred from the area.

The baseline profile serves two purposes. First, the baseline profile will ultimately be
compared to the conditions that would result from the proposed water transfer to
determine the magnitude and significance of sociceconomic impacts. Second, through
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development of the baseline profile, key relationships between the water using sector (e.g.
agriculture), the remainder of the local economy, local institutions, and the population of the
area of origin will be identified in much greater detail than the overview developed during
the previous step of the analysis. The extent of these linkages is important in calibrating the
impact model and estimating impacts.

Elements of the baseline socioeconomic profile. The baseline socioeconomic
profile of the area of origin describes the area in quantitative terms. There are a number of
clements which should be included in the baseline profile. Which elements should be
profiled in greatest detail depend partly upon the characteristics of the transfer proposal.

The following, however, is a generic list of elements which should apply to many transfer
scenarios.

e Agricultural profile. (For any transfer involving irrigation supplies.) Trends
in acres planted and acres irrigated. Cropping patterns, rotation practices,
and crop yields for irrigated and non-irrigated farms. Water requirements for
irrigated crops. Input requirements by type and value for each major
irrigated and non-irnigated crop in the area and information on local versus
non-local purchasing of major inputs. Land tenure, debt/equity position of
farmers, land values for irrigated and dryland, leasing rates.

o Economic elements. Trends in total employment and employment by
sector, including farm employment. Current unemployment rate and recent
trends. Major employers in the area and key sources of basic employment.
Decomposition of area income into wage and salary, and non-wage
components. Median household income. Household income distribution.
Extent of commuting to and from the area.

e Demographic elements. Current population of the county(ies) comprising
the area of origin, and of principal communities within the area. Population
growth trends and data regarding net migration to or from the area.
Breakdown of the population by age and gender categories. Household
structure within the area, including average household size. Labor force size,
growth rate and participation rate.

o Public sector fiscal elements. Identification of principal local government
entities in the area of origin, incuding county governments, municipal
governments, school districts and special improvement districts. For entities
that may be impacted: revenue base (e.g. assessed valuation), current
revenue levels by source and trends in revenues by source, scope of services
and expenditure levels by function. Outstanding general obligation and
revenue debts and debt repayment requirements may also be important.

« Community institutions. Identification and general description of principal
social, educational, cultural and religious institutions.

The baseline socioeconomic profile of the area of origin may be further illustrated by
example. Section VII provides a summary profile for Medina and Uvalde Counties as part
of the Edwards Aquifer case study.

How to assemble the baseline profile (data sources). Information that will prove
useful in creating a profile of each of these socioeconomic elements can be gathered from the
sources listed below, among others.
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Agricultural data. Information about local land use and cropping patterns
can be assembled from the Census Bureau’s Census of Agriculture, the Texas
Water Development Board’s Surveys of Irrigation and the Texas Agricultural
Statistics Service’s publication series entitled Texas Agriculturai Statistics.

In addition, the Census of Agriculture offers estimates of livestock
inventories, irrigation patterns, agricultural production revenues and other
production-related information. The Census also provides descriptive data
regarding the farm population such as the type of farm ownership, tenure of
farm operators, average farm size and number of hired farm laborers.

The Texas Water Development Board compiles its Surveys of Irrigation every
five years, publishing results regarding irrigated land acreage, crop acreage,
crop water use, groundwater versus surface water irrigation sources and
aggregate farm water use. Useful data from Texas Agricultural Statistics
include estimates of crop acres planted and harvested, crop yields and
prices, livestock production and prices. Additional local farm data are
prepared by the Texas Agricultural Extension Service in its regional divisions
in the form of crop budgets. The budgets provide estimates of the costs of
crop inputs, yields, revenue, break-even prices and profitability.

e Economic data. The U.S. Bureau of the Census’ decennial Census of
Population data include estimates of employment, unemployment, household
income distribution, commuting patterns and other economic-related
information. Complementary data can be taken from the work of the U.S.
Bureau of Economic Analysis, including total earnings by industry, wage and
salary income, total personal income and employment estimates. State and
local agencies such as employment offices, university business research
departments and economic development commissions often maintain
economic records at state, county and sub-county levels.

e Demographic data. The principal source of demographic data for many uses
is the US Bureau of Census, Census of Population. The Census includes
estimates of population, age and gender composition, race and ethnicity
profiles, household structure and labor force characteristics. State Data
Centers and/or other local government offices may provide population and

demographic estimates for additional sub-state areas or by using different
methods than the Census.

e  Public sector data. County and municipal budget offices can be a wealth of
local fiscal information. Direct contact with utility providers or regulatory
bodies, state education departments and tax collection/redistribution
entities may prove helpful. Estimates of assessed property values, tax
structures, and public expenditures can be provided by these bodies.

« Community institutions. Long-time community residents, Chambers of
Commerce, United Way agencies, lodges and similar contacts can help to
identify the significant business, civic and social organizations in a
community. General descriptions of these organizations can then be
assembled from interviews with representatives of the institutions themselves
and with appropriate reguiators, licensers or public officials.
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When to project baseline conditions. The impact scenario may ultimately be
compared to either current conditions or to a forecast of future baseline conditions for the
area of origin without transfers. Whether or not development of a baseline forecast is
necessary and prudent depends upon both the timing of the proposed transfer and the
social and economic stability of the area of origin.

Comparing an impact scenario to a baseline projection, rather than current
conditions, increases the complexity and cost of the analysis and injects further elements of
uncertainty. As development of a future baseline projection will require the analyst to make
additional assumptions beyond those required to create the impact scenario, this approach

poses the risk that the validity of the forecast may be debated and distract attention from
the impact analysis itself.

Nonetheless, under certain conditions it may be necessary to dévelop a future
baseline forecast for the area of origin. If the transfer is projected to occur a number of years
in the future and involves water supplies that are currently surplus but that may become

scarce, a future baseline projection is necessary to determine the opportunity cost of the
transferred water supplies.

Alternatively, if the economy in the area of the origin is in a state of transition, a
future baseline projection may be required to ensure that impacts attributable to the water
transfer are not confused with the impacts that would occur anyway due to other factors.
For example, in a suburban area that is undergoing rapid land use conversion from
agriculture to residential and commercial property, the baseline projection may indicate that
the demand for agricultural water supplies is declining. Under these conditions, irrigation
supplies that would be scarce if the transfer occurred today might be surplus if the transfer
is projected to occur ten or twenty years in the future.

Additional considerations — how to project future baseline conditions. The
only thing certain about projections of future regional economic and demographic conditions
is that they will, aimost by definition, be wrong. Developing these types of projections is an
endeavor which can easily become as complicated as regional impact assessment, and
probably deserves a separate and comprehensive treatment beyond the bounds of this
discussion. Since the focus of this effort is impact analysis, not socioeconomic forecasting,
the best approach to projecting future baseline conditions may be to adopt and enhance
existing population and employment forecasts for the area which may be available from the
state, the local council of government, or the local municipal or county governments.

If existing forecasts are unavailable, there are simplified approaches to projecting
future socioeconomic changes which may be useful if a projected baseline is warranted.
Probably the simplest method of projecting future economic and demographic conditions is
to forecast continuation of recent trends. To produce this type of forecast, historic
employment growth rates in local economic sectors can be calculated from the data gathered
for this step and used to forecast future employment in each sector and in the aggregate.

Of course, this approach begs the question of how long a historic period should be
used in calculating the growth rates. As a rule of thumb, it is probably wise to review
historic data for a period of time comparable to the length of the projection period, although
more recent trends may be weighted more heavily in the forecast. It is almost never
acceptable to produce a long term forecast (e.g. 20 years) based upon only very recent
trends because short term economic data always reflect business cycles.

The trend based forecast can be subjectively modified to incorporate specific local
information about foreseeable events. For example, if a major local employer will be
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significantly changing the scale of their operation and workforce, this information should be
used to modify the trend based forecast (if it is not already imbedded in the forecast).

Once total employment and employment by sector have been projected, local income
and demographics can be estimated based upon current relationships to employment and
the employment forecast. Alternatively, the demographic forecast can be produced
separately based upon population growth trends. If the latter approach is taken, however,

population to employment ratios should be assessed for reasonableness over the forecast
period. ‘

It should be emphasized that the approach to projecting baseline conditions just
outlined is a very simplified method. Much more sophisticated forecasting techniques are
also possible, including cohort-component demographic forecasts (discussed further in Step

7) and econometric employment forecasts which relate local employment to state, regional,
or national projections.

The reason relatively simple projection techniques can be used is that the focus of the
impact analysis is the incremental difference between baseline conditions and the impact
scenario. Even if the absolute employment or population projected under the baseline
scenario is incorrect, the impact assessment can still be accurate if the baseline and impact
scenarios consistently reflect the underlying employment and population projections.

Step 5 - Estimate Direct Responses (Direct Impacts)

With the potential transfer and baseline conditions in the area of origin clearly
defined, the next logical step is to project the responses of the industries or entities directly
affected by the transfer. The goal of this step is to produce a quantified description of the
directly impacted sector’s activities in the area of origin before and after the transfer of
water supplies. This step will result in the estimation of most of the direct economic
impacts from the transfer and provide critical information for subsequent determination of
secondary economic, demographic, fiscal and social impacts.

How to estimate direct responses. The majority of potential Texas water
transfers are likely to involve water that is currently used or controlled by irrigators. With
this in mind, the focus of the discussion in this step is identifying farm responses to a
potential transfer. However, the same basic technique, with some modification, could also
be applied in other circumstances. For example, if the water supplies considered for
transfer were in industrial use, identification of the activities of that industry before and
after transfer would follow a similar approach to that described below. If the transfer were
expected to primarily affect recreational opportunities, a similar assessment could be
performed for the local tourism and recreation sector.

Agricuitural responses. A conceptual model of farm responses to transfers is
depicted in Exhibit III-2 on the following page. Prior to transfer, three types of farm activity
are assumed to occur in the area of origin: irrigated crop production, dryland crop
production, and livestock raising. From the detailed agricultural data developed as part of
the baseline socioeconomic profile of the area of origin, existing farm activities of each type
are further disaggregated into the number of acres planted by crop type or in use for
livestock raising by animal type. These acreages are multiplied by crop specific factors for
input use per acre, yield, price, water use, and contribution to farm income. The product of
this multiplication is total farm input use, yield, value, water use and farm income for each
crop type. When aggregated across all crop and animal types in the area of origin, this
information will provides a quantitative description of baseline farm activity in the area of
origin.
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In response to the transfer opportunity, farmers may sell some or all of their water
supplies and change the patterns of their land usage. In this model, the agricultural
response is simulated by changing the number of acres planted by crop type. The crop
specific per acre factors developed earlier are then applied to the new crop mix, and the
resulting products are summed to produce a quantitative description of post-transfer farm
activity in the area of origin. The difference between the pre-transfer and post-transfer
calculations of farm production, value, income, water use and input uses are measures of
the direct economic impacts of the transfer.

Agricultural economists have developed very sophisticated models of crop selection
strategies. While these models may add precision to the analysis, a less complex and more

transparent approach may be preferable when evaluating the permanent transfer of
agricultural water supplies.

The simplified approach relies upon the fundamental assumption that farmers will
act in their own economic and financial best interest. However, the multiple factors that
may influence farmers’ crop selection decisions are often oversimplified in crop choice
models developed by economists. For this reason, we suggest two alternative approaches to
modeling the changes in cropping patterns that could result from transfers.

Under an assumption that data on farm net incomes per acre by crop type fully
reflect the value of alternative crops, it can be presumed that the uses of water that provide
the least economic return to the farmer will be the first to be offered for transfer. Low value
crops on more marginal lands will be the first to be withdrawn from irrigation, while high
valued crops, such as vegetables, will generally be the last to be forsaken.

Crop selection decisions may be more complex than indicated on the basis of net
income per acre alone. Historical cropping patterns in the area may indicate that certain
crops, such as cotton and com, are often grown in rotation on the same lands because the
crops have complementary properties. Farmers are likely to continue these historical
cropping rotations on lands that remain irrigated following the transfer. Crops also have
different risk characteristics, and farmers may choose to grow a selection of crops to
minimize risk while still meeting income goals. In cases of surface water transfers, the water
buyer may target specific supplies based upon the priority date and quality of the water
rights. For all of these reasons, a second option of simply making a proportional reduction

in the acreage dedicated to each type of crop may sometimes be preferable to the pure net
income maximizing approach.
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Once the farm activities that would be eliminated by the transfer have been
identified, the next issue is to project the subsequent use of lands severed from their historic
water supplies. Once again, farmers can be expected to maximize the return on these lands.
Formerly irrigated lands may be shifted to dryland crop production if this practice is
feasible and financially viable in the area. Alternatively, the lands may be shifted to
grazing, or simply left in fallow if neither dryland cropping nor pasturage is feasible.

Responses of recreational users. Another type of direct economic impact can
occur if water transfers lead to changes in recreational amenities. For example, transfers
might lead to reduced streamflows or changes in the amount of water stored in reservoirs

within the area of origin. These changes may, in turn, affect the “value” of the recreational
‘opportunities available in the area.

The approach to evaluating economic impacts resulting from changes in the use of
recreational sites is conceptually similar to identifying direct impacts on agriculture, as
described earlier. Once again, the first step is to develop detailed information about the

current characteristics of the recreational site(s) and its usage. Developing this baseline
consists of five steps:

characterize existing recreational amenities,

identify annual number of users and seasonal usage profile,
+ identify average length of visitor stay,
» estimate average visitor expenditures per day, and

e from the above, calculate local expenditures resulting from the recreational
amenities.

Estimating the impacts of transfers on recreational usage and related local
expenditures requires information on how the recreational amenities will be affected by the
transfer, and how visitors will respond to these changes. If the recreational amenity(ies) will
be eliminated with the water transfer, calculation of the direct economic impact follows
directly from the baseline profile developed above. If the amenity will continue to exist, but
be substantially modified, visitor responses may be inferred from surveys of current
recreation users or analysis of visitor data from sites with conditions like those expected
after transfer. From the revised estimate of annual visitors, the previous steps can be
repeated to estimate the direct expenditures from recreation that will occur after transfer.
The difference between this revised level of activity and the baseline represents the direct
economic impact from changes in recreation.

The methodology just described is appropriate for evaluating what economists term
the “use value” of recreational resources. Theoretically, environmental and recreational
amenities also may involve “non-use (or existence) values.” For example, preservation of
the Grand Canyon is perceived to hold value for many Americans, even those who may
never visit the National Park.

Evaluating changes in the non-use values of environmental or recreational resources
impacted by water transfers is considerably more difficult than estimating changes in use
values. This type of analysis is normally conducted by means of a technique called
“contingent valuation” which involves the analysis of surveys to assess individuals’
willingness-to-pay for preservation of existing amenities. While the technique of contingent
valuation is fairly well established, economists continue to disagree about the validity of the
estimated values derived from this technique.
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Changes in water quality. Certain water transfers may lead to changes in water
quality within the area of origin and/or downstream from the transfer. Conceivably, water
quality may be either improved or degraded (or improved in one watercourse or aquifer and

degraded in another) depending upon the specifics of the transfer and the manner of
conveyance of the transferred supplies.

Changes in water quality may lead to direct economic impacts if there will be a
substantial difference in the productivity of the water supplies following transfer (for
example in irrigation use, or to sustain stream fisheries), or if additional treatment of the
water will be required prior to consumptive use. In the former case, after projecting changes
in the productivity of the water supply resulting from the proposed transfer, direct impacts
on agriculture or recreation can be estimated using the approaches described earlier. In the
latter case, an engineer’s cost estimate of the additional treatment required following
transfer can be used as the basis for evaluating potential impacts on consumer water rates.

Step 6 - Estimate Secondary Economic Impacts - (Indirect and Induced
Effects)

The projected farm responses (or responses of another directly impacted sector as
appropriate) to the transfer proposal, developed in the previous step, provide a
quantitative estimate of the direct economic impacts of the transfer proposal. The next

logical step is to estimate secondary impacts upon other economic sectors that could be
generated by the direct impacts.

As summarized in the previous discussion of Step 3, secondary economic impacts
are changes in economic activity in sectors that supply goods and services to the directly
impacted sector or to the households of employees in the directly impacted sector. This
definition may be clarified by consideration of a conceptual model of a regional economy.

Conceptual model. Secondary economic impacts from water transfers can be
readily visualized by considering a simpiified and largely self-contained local economy
consisting of three components. Agriculture is a “basic” economic activity, providing sales
to consumers outside of the local economy and bringing revenues into the economy. These
revenues are then split between payments to support industries and local service
establishments for goods and services, and payments to households for labor (including the
farm owner’s household). The support industries/local service establishments, in turn, also
hire labor from households and provide wages to them. Finally, households purchase goods
and services from the support industries and local service establishments. These
relationships are depicted graphically, in Exhibit ITI-3 on the following page.
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EXHIBIT 111-3.
Simplified Local Economic Structure
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The direct impacts of water transfers represent a reduction in the sales from the
agriculture sector and the revenues accruing to the sector. As depicted in the graphic, this
reduction then leads to an overall contraction in the economy as agriculture purchases fewer
goods and services from support industries and less labor from local households, and so
forth. Along these conceptual lines, secondary economic impacts are often distinguished
into two types: indirect impacts and induced impacts. Indirect impacts occur as a resuit of
changes in purchases of goods and services by the directly impacted sector (agriculture)
from other sectors (such as seed and chemical suppliers, local banks, other local merchants).
Induced impacts occur as a result of decreases in incomes and spending by workers and
owners in both the directly impacted sector and the support industries.

In reality, of course, local economies are neither simple nor self-contained.
Differences between the actual structure of the economy in the area of origin and the
economy in the simplified model generally tend to reduce the magnitude of actual secondary
impacts. From the standpoint of secondary economic impacts, the most important
differences between most local economies and the model are diversity of basic economic
activities and trade flows between regions.

Even in predominantly agricultural areas, local economies may include other basic
economic activities such as tourism, manufacturing, mining, and energy production. A
diversified economic base provides multiple sources of revenue for the region, a more solid
base of support for local service establishments and a broader range of employment
opportunities. Secondary economic impacts from water transfers are likely to be

proportionally less significant in cases where the area of origin features a diversified
economic base.
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If there are extensive trade flows between the area of origin and surrounding regions,
secondary impacts will tend to be diffused. In particular, if local farmers purchase many of
their inputs from other areas and hire migrant labor forces, impacts within the area of origin
will tend to be reduced. The same is true if much of the local population commutes to other

areas for work. Secondary impacts will tend to be greatest in areas that are largely isolated
and self-contained.

Alternative methods of estimating secondary impacts. There are several
established methods for estimating secondary economic impacts, including the economic
base approach, survey-based input-output (I-O) models, non-survey based I-O models,
econometric models and composite models which incorporate one or more of these
techniques and other features. These methods vary in complexity, cost, data requirements

and specificity of output. A summary of these approaches is provided, followed by a
discussion of considerations in selecting from the available approaches.

Economic base models. The economic base approach is the most straightforward
of the three methods for modeling secondary economic impacts in conceptual terms. Under
this approach, regional employment or income is carefully scrutinized and divided into
basic and non-basic, or local service, categories. Basic economic sectors are those that
produce gooeds and services for consumption beyond the local economy and bring revenues

into the local area. Local service sectors are dependent upon consumers and other
industries within the local area.

Under the economic base approach, basic employment is presumed to provide the
support for local service employment in the economy. The objective of this approach is the
estimation of the total employment/basic employment ratio, or multiplier. If, for example, a
local economy includes 4,000 jobs in the basic economic activities of tourism, mining and
energy production and 6,000 jobs in other sectors catering to local residents and businesses
(10,000 total jobs), the total employment/basic employment muitiplier would be 2.5 (total
jobs divided by basic jobs). In this example, it can then be inferred that the elimination of
100 basic jobs would lead to a further reduction of 150 jobs in local service sectors, for a
total of 250 jobs lost. An alternative, and sometimes more defensible, approach is to

perform a comparable analysis based upon basic and total employment income in the
economy.

Pre-packaged models include econometric forecasting/simuiation models, non-
survey input-output models and integrated modeling systems. These pre-packaged
alternatives are discussed in turn.

Econometric models attempt to identify historical statistical relationships between
economic variables and forecast future economic activity based upon these relationships.
These models are widely used to develop forecasts of economic growth at the national level.

For example, the models will statistically measure the relationship between interest rates
and housing construction.

Econometric models have also been developed for regional forecasting purposes and,
with the capability of simulating muitiple scenarios, can be used for impact assessment.
Typically, regional econometric models rely upon historical statistical relationships between
regional measures of economic activity (output, income or employment) by sector and
comparable measures of national activity in the same sectors. By tying these statistical
relationships to national forecasts of economic growth, regional econometric models produce
dynamic forecasts of regional employment, income and output by sector. Some of these

models also have a demographic component and produce projections of population change
as well.
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The econometric model developed and marketed by Data Resources International
(DRI) is used by a number of electric utilities for load forecasting and planning purposes.
The DRI model allows the user to manually adjust employment in individual sectors or other
policy variables at any point during the forecast period to simulate alternative scenarios.
The econometric equations are sufficiently interrelated, through incorporation of population
and per capita income factors, to allow the model to simulate some of the interaction
between economic sectors. Comparison of the scenarios allows for impact estimation.

Input-output analysis is probably the most frequently used approach to assessing
secondary economic impacts. An input-output model is a mathematical representation of
an economy, in which a change in the output of an industry such as irrigated agriculture is
linked to changes in sales from support industries, changes in wages paid to industry
employees and changes in purchases by employee households from other sectors.

Regional input-output models were originally derived from extensive survey research
into the purchasing and sales patterns of industries and households. During the late 1970s
and the early 1980s, survey-based construction of input-output models became generally
recognized as prohibitively expensive, while the demand for this type of tool increased
substantially in response to environmental regulations and more proactive community
planning efforts. Proliferation of personal computing power and electronic databases

encouraged the search for non-survey approaches to regional economic impact analysis and
forecasting.

A number of pre-packaged, non-survey based I-O models are currently available for
regional analysis. Perhaps the most prominent models are the two I-O systems originally
developed by Federal agencies: the RIMS 1I model developed by the United States Bureau of

Economic Analysis (BEA), and the IMPLAN model, originally developed by the United
States Forest Service (USFS).

There are at least two existing models that provide a more integrated approach to
estimating demographic and fiscal impacts, as well as economic impacts. These include the

model developed by Regional Economic Models Incorporated (REMI) and the model
developed by Texas A&M (TAMS).

Selecting a method for estimating secondary impacts. To select from the
approaches to estimating secondary economic impacts just described, the analyst should
consider the specifies of the potential transfer, the amount of time and money that can be

expended upon this portion of the analysis, and the strengths and weaknesses of each
approach.

For the case study of the Edwards Aquifer, discussed in Part B of this report, we
chose to rely primarily upon the IMPLAN input-output model, supplemented with
additional information and analysis following general economic base approaches. Although
IMPLAN could be applied to analysis of any county in Texas, this model may not be the
most appropriate technique for analyzing every imaginable water transfer. To assist in the
selection of the appropriate technique for the particular circumstance, the following
discussion highlights strengths and weaknesses of each approach.

Economic base analysis. An advantage of the economic base approach is that the
analysis is constructed from the bottom up — requiring a very close examination of the
current state of the local economy. In practice, few broad industry categories {such as the
one digit SIC classifications of agriculture; mining; construction; manufacturing; wholesale
trade; retail trade; transportation, communications and public utilities; finance, insurance
and real estate; services; and government) are exclusively basic or non-basic.

BBC Research & Consuiting/G.E. Rothe Company/R.L. Masters Environmental Consulting m- 22



Disaggregation of local employment sectors into basic and non-basic components
may require compilation of employment data at the two digit and three digit SIC code
levels, and surveys of individual employers concemning their customer base, what they
purchase for their business, where they purchase it from and other information.!

While simplicity and heavy reliance upon local information are strengths of the
economic base approach, this method has several limitations, particularly for widespread
application across a variety of areas. In its simplest form the model does not distinguish
between the elimination of high paying basic jobs (e.g., in manufacturing) and lower paying
basic economic activities (e.g., hotel workers), or between basic industries that purchase
intermediate inputs locally and those that purchase these inputs from outside the region. A
similar limitation is the lack of specificity under this approach concerning relative impacts
within the local service sectors. These limitations can be overcome with additional analysis,
but the simplicity and transparency of the approach suffers and data requirements increase.

Perhaps the major limitation of the economic base approach for the purpose of
providing a standardized assessment tool is that the approach is not very formulaic. In
contrast to non-survey based input-output models and econometric models, which can be
purchased “off-the-sheif” and applied to different areas, each economic base model is built

specifically for the region to be analyzed, requiring the judgment of an analyst trained in
regional econormnics.

Econometric forecasting/simulation models. Advantages of the econometric
forecasting approach include the availability of off the shelf models and the capability of
the models to simulate impacts occurring in future time periods. Further, econometric
models provide a more dynamic picture of impacts over a period of time than the static
input-output approach.

There are, however, several disadvantages in employing econometric models for
evaluating secondary economic impacts. First, these models have typically been developed
primarily for forecasting purposes, not as impact assessment tools. The accuracy of the
models in simulating a profound change in the structure of a local economy is subject to
question. Econometric models rely primarily upon statistical relationships which are often
somewhat abstract. As a result, factors underpinning the results of alternative scenario
simulations are often not readily transparent. Finally, off the shelf econometric models are
relatively expensive in comparison with input-output models.

Non-survey input-output models. Since the late 1980s, non-survey input-output
models and other pre-packaged regional economic tools have come into widespread use for
a variety of impact assessment, planning and forecasting purposes. Although now widely
used in both academic and “real world” analyses, there is still disagreement about the
quality and accuracy of these “synthetic” models.

The Regional Input-Output Modeling System (RIMS II), developed by BEA, is the
latest version of a series of BEA input-output models originating in the mid-1970s. The
economic relationships embodied in the current version of RIMS 1II are based upon 1989
data. For any region composed of one or more counties, RIMS II can provide output
multipliers, earnings multipliers and employment multipliers resulting from a direct impact
upon one or more of these variables in a specific industry. For example, RIMS I can
estimate the impacts upon county output, earnings and employment, by sector, resulting
from a $1 million increase or decrease in agricultural production.

! An example of SIC coding schemes: SIC Division D - Manufacturing (one-digit); SIC Division D,
code 24 - lumber and wood products (two-digit); SIC Division D, code 244 - wood containers (three-
digit); SIC Division D, code 2448 - wood pallets and skids.
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Two different levels of detail are available within the RIMS model, a 529 sector
detailed breakdown of the local economy and a 39 sector aggregated breakdown. The 529
sector level of detail corresponds, approximately, to four digit SIC code industry
classifications. For example, cotton production is one of the agricultural sectors in the 529

sector breakdown. In the 39 sector model, agricultural activities are aggregated without
distinction among crops.

The Impact Analysis for Planning model (IMPLAN) was developed by the U.S.
Forest Service with assistance from other government agencies in the late 1970s.
Responsibility for updating and improving the IMPLAN model subsequently shifted to the
University of Minnesota and, ultimately, to the Minnesota Implan Group, a private

consulting firm developed from the University in 1993. IMPLAN provides capabilities
which are generally similar to RIMS I

There is no clear consensus on whether RIMS Il or IMPLAN is more accurate in
estimating secondary economic impacts. Since it is not normally possible to isolate
economic impacts after the fact from the multitude of influences continually affecting a
regional economy, there is no clear benchmark for evaluating the performance of these
models. What is clear is that the models are different and produce different results.

Both IMPLAN and RIMS start from the 1977 national I-O model produced by BEA.
Both models update and convert the national production functions to fit the local
circumstance based upon secondary data such as the BEA employment, income, and wage
series; state ES202 employment security commission data; County Business Patterns, and
Bureau of Labor Statistics and CES consumption data. In this critical process, RIMS II has
the advantage of access to non-published BEA data which is normally hidden for disclosure
reasons. However, IMPLAN uses regional purchase coefficients (RPCs) to make the
national to regional changes; an approach which is less transparent but generally considered
superior to the location quotient approach used by RIMS IL.

Perhaps the more important differences between the models are in how they are used
and priced. BEA provides RIMS II users with sets of muitiplier tables for each region
requested, at a cost of $1,500 for the first region and descending thereafter. A region can be
any area composed of complete counties, ranging from one county to the entire United
States. IMPLAN provides an actual computer model (software) for $100 and then charges
on a per county, or per state basis. Purchase of the model and software sufficient to
develop I-O relationships for any county in Texas would cost $1,900.2 Overall, IMPLAN
offers more capability for user modifications (for example to improve the I-O coefficients to
incorporate survey or case study data) and more cost effective pricing.

Although non-survey input-output models are now the most commonly used tool for
assessing secondary economic impacts, there are important limitations of the input-output
approach which the user should bear in mind. Input-output models assume constant input
proportions to produce any amount of output and do not allow for factor or input
substitution in response to changing prices. Perhaps more importantly, input-output models
generally do not automatically account for “forward linkages” such as the impact of
reduced crop production on local processors and shippers. These types of effects can be
estimated using the models as a tool, as was done for the Edwards Aquifer case study
described later in this report. However, capturing forward-linked effects using input-output
techniques is not a simple and straight-forward process.

2 Single site pricing for state totals and all county files, 1993 data - the muost current available for
IMPLAN.
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Composite models. The REMI model is truly a breed apart in both scope and
complexity. In addition to a static I-O component generally similar to the I-O models
discussed earlier, REMI is a dynamic forecasting tool which also includes a demographic
component and elements to estimate changes in factor prices and substitution in factor

usage, changes in final goods prices and corresponding import/export substitution (to or
from the region).

The inclusion of so many influences within the REMI model is both its strength and
weakness. Theoretically, REMI is a better model than the static I-O models because it
incorporates these factors based upon generally accepted neoclassical economic principles.
In practice, the REMI model is the ultimate black box — it is very difficult to determine what
all is happening within the model and to evaluate its reasonableness. For these reasons,

many REMI users staunchly support the model while non-users are often highly skeptical of
the model and its results.

Given its complexity and scope, the REMI model is also considerably more expensive
than the alternatives. For the most detailed, 53 sector REMI model, purchase prices begin at
$46,000 and increase as more geographic areas are added to the model. Prices for the
greatly simplified 14 sector model begin at $16,000.

The TAMS model was originally developed by Texas A&M researchers during the
energy development boom in the late 1970s. The model was originally specific to eastern
Texas, and coupled the Texas I-O model (a survey based state-wide model), adjusted to
suit regional areas, with demographic and fiscal modules. More recently, Texas A&M
researchers have incorporated the IMPLAN I-O model into TAMS. At this time, however,
TAMS is still being overhauled and developed into more of a statewide model. Given this
transition, and the lack of available technical documentation subsequent to 1979, we could

not fully evaluate the potential to use TAMS for purposes of assessing water transfer
impacts throughout the state.

Summary. There is no demonstrably superior approach to assessing secondary
economic impacts. Given the potential range of applications for this framework, the
transitional condition of the TAMS model and the potential disadvantages associated with
the complexity of the REMI model, we have focused on use of the IMPLAN input-output
model with modifications to incorporate tocal information. Steps required to implement this
model to assess secondary economic impacts from transfers are discussed below.

Use of the IMPLAN model. In its current form, the IMPLAN model includes a user
friendly menu-driven interface for the DOS operating system. The Windows version was
still under development at the time of this study.

Providing that no modifications are to be made to the model, use of the IMPLAN
model to estimate secondary (and total) economic impacts is very straightforward:

s Purchase the software model and the appropriate county (or full state)
datafiles from MIG, Inc.

e Load the software and follow the instructions in the manual to read in the

appropriate county/state datafiles and create the baseline regional economic
model.

e Develop impact “scenarios” to simuilate the direct impacts of the water
transfer.
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e Use the models’ impact commands to simuiate the effects of each scenario on

regional output, value added, employment, and many other economic
variables.

A few technical points should be noted. Because of double counting considerations,
the output which IMPLAN reports for the wholesale and retail trade sectors is actually the
gross margin for each of those sectors. To derive estimates of the impact of transfers on
total regional sales, the margined output from IMPLAN for wholesale and retail trade must
be converted (outside of the model) to sales. The most straightforward method to
accomplish this is to develop a ratio between the IMPLAN reported margins and total sales
by comparing the baseline output for these sectors from the model (which is actually their

aggregate margins) to baseline sales information for the sectors from data produced by the
U.S. Bureau of Census economic census reports.

The IMPLAN datafiles present a snapshot of the regional economic activity in a
particular year. For some sectors, and in particular for agriculture, this annual snapshot
may not be representative of typical baseline conditions. IMPLAN provides the flexibility
to modify the baseline economic information for the region to more closely replicate the
baseline profile developed in Step 4 of this framework.

Similarly, crop budgets and local interviews may indicate that the national
production functions underlying IMPLAN industries do not accurately reflect local
production methods and that direct impacts from the IMPLAN model should be modified
to more closely embody local circumstances. Any of these modifications should be made
carefully, however, to avoid inadvertently modifying the internal consistencies of the model.

First time users would be well advised to consult with MIG technical services about such
muodifications before attempting them.

In general, input-output models do not automatically capture economic impacts on
“forward linkages.” For example, in the Edwards Aquifer case study detailed later in this
report, changes in the activities of vegetable shippers and processors in the wake of water
transfers couid lead to considerable changes in local economic activity. These impacts are
not automatically captured in the IMPLAN impact resuits.

To include impacts on forward linked industries in the impact analysis, the analyst
must first ascertain the direct effects of the transfer on these industries. For example, the
transfer may eliminate the production of certain crops which provide the cornerstone of
subsequent local processing activities. In this case, the analyst would need to interview the
processor to determine how it would react to diminished local supplies of the key crop (for

example, whether they could obtain this crop from other areas and continue their current
operations.)

Once the direct impacts of transfers on forward linked industries have been
estimated from local information, the IMPLAN model can be used to simulate the total
impacts of these forward linkages on the local economy. However, caution must be used in
interpreting the results to avoid double counting. For example, in the Edwards case study,
reduced vegetable processing is projected to lead to a range of impacts on the local
economy, including reduced purchases of vegetable crops from local farmers. However, the
impact of reduced vegetable production had already been estimated in determining

“backward linked” impacts, so this effect should be netted out of the projected impacts on
forward linkages.

BBC Research & Consulting/G.E. Rothe Company/R.L. Masters Environmental Consuiting nm- 26



Step 7 - Estimate Demographic impacts

The preceding two steps, involving the projection of direct economic impacts and
secondary economic impacts, produce estimates of changes in employment and income in
the area of origin linked to water transfers. These changes in employment are a key
component in the following step: estimating the demographic impacts of water transfers.

Definitions. The term demographic impacts refers to changes in the resident
population of the impact area from the population that would reside in the area under
baseline conditions. These impacts may include changes in the size of the total population
residing within the area, changes in the makeup of the population (e.g., age, gender and
ethnic composition), and impacts upon related variables such as the number of households
within the area of origin. :

Prior to the discussion of how demographic impacts may be estimated, a discussion
of some basic demographic concepts may be helpful. Demographers often separate
population change into two components: net natural increase (or decrease) and net migration.

Net natural increase (or decrease) refers to the change in an area’s population
resulting from births and deaths effecting the resident population. To project the effects of
net natural population changes over time, demographers use fertility rates and mortality
rates. These rates may be calculated and used for the poputation as a whole (referred to as
crude birth rates or crude death rates) or for specific subgroups of the population. The

subgroupings are normally based upon age, gender and, sometimes, ethnicity — and are
termed cohorts.

Net migration refers to the difference between the number of people migrating into
the study area (in-migrants) from other places and the number of peopie moving away from
the study area (out-migrants). Demographers sometimes further classify in-migrants and
out-migrants into the categories of economic migrants and non-economic migrants. As these
terms would suggest, economic migrants are workers and their families believed to have
moved to or from the area for reasons of employment opportunity. Non-economic migrants
are typically believed to have moved to or from an area for lifestyle reasons, such as retirees

moving away from snowy northern climates to more temperate southern locations in
Arizona and Florida.

Methods of estimating demographic impacts. The appropriate methods for
projecting demographic impacts from water transfers will depend, in part, upon whether the
analyst is assessing overall impacts against a projected set of baseline conditions or against
a baseline of current economic and demographic conditions in the area of origin. To keep
the organization of this discussion roughly parallel to the description of Step 4
(development of the baseline socioeconomic profile of the area of origin), the issues of when
and how to produce population projections, and how to modify those projections to
estimate demographic impacts, is deferred until later in the discussion of this step. The
following discussion initially assumes that the analyst is operating with current conditions

as the baseline and is not focused upon projecting demographic impacts over a number of
years.

Projecting demographic impacts from water transfers or other economic events is
both conceptually simpler and considerably more uncertain than projecting economic
impacts. In a growth-related impact analysis, the primary challenges in projecting
demographic impacts are to estimate the extent to which new jobs will be filled by
individuals already residing in the area versus other workers, anticipating where economic
in-migrants will choose to settle, and identifying the characteristics of the typical in-migrant
worker family (ages, marital status, number of children, etc.).
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In an impact analysis involving economic contraction, such as the analysis of
impacts of water transfers upon the area of origin, there are a parallel but different series of

challenges. The primary difficulties in this case involve anticipating how the affected
population will respond to economic changes.

In part, the short-term responses will depend upon the detailed socioeconomic
characteristics of the affected population. How this population may be characterized, and
how these characteristics relate to the alternatives available for impacted residents, is
discussed later under Step 9 — evaluating social impacts.

The simplest way to link impacts on employment to changes in the number of
residents and households in the area is to take a long-term perspective. From this vantage
point, the following series of estimates can be made to link changes in jobs to other
demographic variables based on existing ratios:

« total number of jobs eliminated,

e change in the number of employed persons in the study area,
o change in the number of households in the area,
o change in the number of residents in the area.

A simple approach is to develop ratios of jobs to employed persons, employed
persons to number of households, etc. based upon current data for the local area. U.S.
Bureau of the Census, decennial Census of Population data may be used if more recent data

are not available. A more complex technique using a cohort model is described on the
following page.

When and how to project demographic impacts over time. The demographic
impact scenario(s) should parallel the baseline conditions. As noted in the discussion of
developing the baseline profile in Step 4, in situations in which the local economy is in a
state of transition at present and/or the projected transfer is some distance in the future, it
may be warranted to project baseline economic and demographic conditions. If, on the
other hand, the analyst is comparing the impacts to current conditions, it is not necessary to
project demographic impacts over a period of years in the future.

If the timing of the potential transfer and the characteristics of the area of origin
mandate creation of a projected baseline, as discussed earlier, both baseline demographic
conditions and demographic conditions under the impact scenario must be projected.
Although there are a range of alternative methods for developing population forecasts, two
relatively straightforward approaches which may be most readily combined with economic
impact analysis are discussed here: an approach based upon employment to population
ratios and the cohort-component approach.

The ratio approach is more crude, but also simpler and easier to implement, than the
cohort-component ~technique. Under this approach, current relationships between
employment and population are assumed to remain constant over the projection period. At
the simplest level, the aggregate ratio of total population to total employment within the
area of origin may be used, along with economic projections of baseline and impact
conditions, to derive broad demographic measures over time. Alternatively, if the analyst
has developed more specific information about the current demographic characteristics of
individuals and households likely to be affected, as discussed earlier, this information can
be brought to bear in place of the broad aggregates to provide a somewhat more realistic

projection. This approach is weakest when making demographic projections 20 or more
years into the future.
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The cohort-component technique relies upon information regarding net natural
population change and net migration, alluded to at the beginning of this step. This
approach entails disaggregating the base population at the beginning of the projection
period by age and gender (typically based upon the most recent Census data extrapolated
to the present, or upon information calculated by the State Data Center). Age and gender-
specific mortality rates, and age-specific fertility rates for the female population, are then

applied to estimate net natural population change over the projection period resulting from
births and deaths.

The remaining component of population change is net migration. This component
can be tied to the employment forecasts on the basis of age and gender specific labor force
participation rates for the area. By multiplying the appropriate labor force participation
rate by the population pool in the corresponding age and gender cohort and summing the
results, the total labor supply available from the “natural” population can be calculated.
This supply is then compared with projected labor demand (projected employment
multiplied by one plus the assumed future unemployment rate). If labor supply is greater
than demand, out-migration is assumed to occur. If labor supply is less than demand, in-
migration is projected. In an iterative process, immigrants and their families are then
included in the cohort model to project births and deaths related to these individuals.

While the cohort-component technique is more theoretically sound and probably
more accurate than the ratio technique, it is clearly more complex. The greatest difficulties
arise in accurately estimating labor force participation rates by age and gender (though this
can be approximated from Census data) and, to an even greater extent, identifying the
profile of migrant households.

Step 8 — Estimate Fiscal Impacts

Previous steps in this framework have focused upon economic and demographic
impacts that may occur within the area of origin as a result of water transfers (Step 5
through Step 7). In Step 8, we focus our attention upon potential financial effects of
transfers on public sector entities within the area of origin. Although impacts on the
providers of public services, such as the local electric company, are technically not fiscal
impacts unless the utility is publicly owned, we include the evaluation of financial impacts
on utilities in this step because this evaluation follows exactly the same approach as the
fiscal impact assessment.

Definitions. Fiscal impact analysis considers the effects of a particular policy or
action on the level of services that must be provided by the public sector, the costs of
providing required services and the revenues available to pay for the services. Historically,
fiscal impact analysis has most often focused upon the implications of new residential,
commercial or industrial developments for local governments. In these instances, increased
governmental operating requirements (such as a larger police force) and the cost of necessary
capital investments in new or expanded infrastructure are compared with the additional
revenues available to government entities as a result of the development from property
taxes, sales taxes, user fees and other sources. Similar techniques, with some modifications,
can be employed to evaluate the fiscal impacts of a decrease in economic and/or
demographic activity within the area of origin for a water transfer.

Scope of the analysis and types of potential fiscal impacts. Fiscal impact
analysis has a considerably narrower focus than the broader economic and demographic
impact evaluations described earlier in the framework. In this step, we are concerned only
with financial effects upon the public sector. In the case of water transfers, it is likely that
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we can further limit the scope of the fiscal assessment to local government entities in the
area of origin since financial effects upon the state and federal government are likely to be

relatively minimal and may be offset by fiscal gains from the area which receives the
transferred water supplies.

Governmental entities of particular concern in this instance will typically include
area of origin county governments, municipal governments, school districts and special
districts (such as water districts, sanitation districts and fire protection districts).
Estimating fiscal impacts upon each of these entities requires an understanding of the
responsibilities of the entity, the service standards it must provide, what the entity’s
expenditures pay for, and the sources of revenue most important to the entity. In addition,
outstanding debt obligations and the assumptions underlying debt repayment schedules
may be particularly important in the case of a potentially declining revenue base. It is
important to recognize that the magnitude of fiscal impacts may differ considerably among
public sector entities in the area of origin due to differences in revenue sources, outstanding
debt service obligations and other factors. Not all of these potential impacts have to be
calculated if initial research finds relatively minimal fiscal effects (e.g., very small changes in
revenues and small changes in service demands).

A range of potential fiscal impacts should be considered. Economic and
demographic effects identified earlier in the analysis may be linked to declines in revenues
available to local governments. Property tax revenues available to local governments may
decline due to changes in value of agricultural land and other property or non-taxable
municipal ownership of former agricultural lands, if land sales are a component of the
potential transfer. Sales tax revenues may decline due to a general decrease in local
economic activity. User fees and intergovernmental revenue transfers from the state may
also be affected by declines in the economic and population base.

Operating expenditure requirements of local governments may decrease if the
transfers lead to a lower local population base. The extent to which public sector entities
can achieve savings in operating expenditures in serving a smaller population base will
depend partly upon the proportion of their expenditures that is related to fixed costs
(which may include insurance, facility costs, utilities, and other operating cost components).

Debt service to repay outstanding capital cost obligations is largely a fixed cost, although
refinance may be an option.

How to estimate fiscal impacts. A comprehensive fiscal impact analysis can be
outlined in terms of nine basic elements. These elements are enumerated and briefly
discussed below. Further details regarding data sources and nuances of completing the
basic elements are discussed in the last part of this step, “additional considerations.”

1. Identify public sector entities within the area of origin. As suggested
earlier, potentially impacted entities may include a host of special districts as
well as the more obvious municipal and county governments. A list of
potentially impacted local governments should be compiled at the outset.

2. Obtain baseline information on each entity. Annual budgets and audited
financial reports of local governments are public documents that should be
collected as a starting point for the analysis.

3. Examine and model current funding conditions. Primary sources of
revenues for each entity should be identified from the financial documents
obtained in the previous element. For each major revenue source, the
“revenue driver” should be identified (e.g., assessed property valuation,
taxable retail sales, population, households, and other economic and
demographic variables).
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Current tax rates, including mill levies, which are applied to the revenue
drivers must also be identified from the financial documents or interviews
with staff. The revenue information can then be incorporated into a simple
spreadsheet model which replicates baseline revenue conditions. A
conceptual diagram of the fiscal impact model is depicted in Exhibit IIT-4.

4. Identify changes in revenue drivers. This is one of the key links between
the economic and demographic impacts described earlier and fiscal impacts.
Changes in local economic activity and population must be translated into
changes in the public sector revenue drivers. Further discussion about this
translation is presented in the “additional considerations” paragraphs later
in this step.

5. Recalculate revenues based upon modified drivers. Changes in the
revenue drivers are then incorporated in the simple revenue model to identify
prospective revenues after transfer. These prospective revenues are

compared with current revenues to identify the revenue impact resulting from
the transfer.

6. Examine and model current expenditures. From the baseline financial
documents obtained during the second element, identify each entity’s
expenditures by function. This breakdown of expenditures should be
sufficiently detailed to allow identification of fixed cost components and
variable cost components.

Variable cost components should be further analyzed to identify service
standards. These standards will relate expenditures to underlying economic
and demographic variables, such as local population or number of
households, in much the same way that tax rates and mill levies relate to
revenue drivers like assessed valuation. Identification of service standards
and “expenditure drivers” will likely require interviews with public sector
staff. A simplified spreadsheet model of expenditures can then be
developed which replicates current outlays for operations and debt service.

7. Identify changes in expenditure drivers. Changes in the expenditure drivers
of variable costs should be identified based upon economic and demographic
impacts estimated previously. These projected changes should be reviewed
for reasonableness with local government staff.

8. Recalculate expenditures based on modified drivers. Incorporating the
changes in expenditure drivers with service standards identified earlier, use
the simple model set up in Step 6 to estimate the revised level of variable
costs following transfer. Fixed costs should be held constant in the model
(however, over the long-run, few costs may be fixed). Combine the fixed and
variable cost components in the model to estimate total expenditures
following transfer. Comparison of this expenditure level with baseline
expenditures modeled previously yieids the net expenditure impact of

transfer for each entity. These steps are conceptually illustrated in Exhibit
m-4.

9. Calculate net fiscal impact for each entity. The final step in the fiscal

impact analysis is to calculate and evaluate net impacts on each entity. The
net fiscal impact is calculated as:

(change in revenues) - (change in e_:xpenditures) = (net fiscal impact)
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Projected net fiscal impacts should be compared with the existing levels of revenues
and expenditures for each entity. If the comparison demonstrates that the impacts would
represent only a small percentage of the entity’s current budget (for exampie less than five
percent) the analyst should recognize that the estimated impacts may fall within the range
of estimate error and should not be given undue significance.

It may not be necessary to perform all of the steps enumerated above unless the
fiscal impacts are relatively large in comparison to existing revenue and expenditure levels.
If projected changes in employment and population are modest relative to their base levels,
an abbreviated evaluation of changes in public sector revenues (presuming no significant
changes in public sector expenditures) may be sufficient.

Additional considerations. The fundamental, nine element approach to fiscal
impact analysis just described can be applied to virtually any type of local government.
However, the application may be more complex in certain cases wherein a large share of
revenues are derived from intergovernmental transfers. School districts, which are funded
under the State of Texas equalization formula, may be the most complex case though certain

county and municipal functions are also funded in large part by intergovernmental transfers
based upon funding formulas.

Impacts on Texas school districts. Since 1993, Texas school finance has been
administered under the system devised in Senate Bill 7. This new system has been found

constitutional by both a district court and the Texas Supreme Court and remains in effect as
of the date of this study.

Under the current equalization system, school districts in Texas are limited to a
maximum wealth of $280,000 in property value per student. Districts with wealth above
this amount must select one of several remedies to reduce their effective wealth to the cap.
In effect, revenues above the cap are “recaptured” by the State. For these wealthy districts,

a decrease in local property value would have no impact on their revenues as long as they
remained above the maximum wealth level.

Districts with wealth below $205,500 per student receive additional revenues under
the State’s equalization program. For these districts, the State makes up the difference
between the taxes applied against their actual wealth and the revenue they would receive if
their wealth were $205,500 per student. For this group of districts, any decrease in
property value would be offset by additional state equalization funds.?

The only school districts that would sustain a long-term revenue impact from a
decline in local property values would be districts that have wealth per student greater than
$205,500 and less than $280,000. For these districts, any decrease in local property values
would result in lower property taxes. If any of these “gray area” school districts are within
the area of origin for a potential water transfer, a more detailed examination of the potential

changes in the area’s property wealth and corresponding impacts on school revenues would
be warranted.

Other issues. The quality of the fiscal impact analysis also depends, in part, on the
reasonableness of the translation of economic and demographic effects into revenue and
expenditure drivers. Many of these translations are not overly difficult. For example, the
IMPLAN model applied during Step 6 produces estimates of changes in retail sales which
can readily be related to changes in taxable sales. Service standards may be linked directly
to population or to number of households, both of which are estimated in Step 7.

3 However, any school district could sustain a one year impact from reductions in local property
values due to lags between local collections and state equalization
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One of the more difficult tasks, however, is to translate economic and demographic
impacts into changes in assessed property value, a key revenue driver for many local
government entities. Declines in local population and economic activity may reduce the
demand for commercial and residential property, without necessarily affecting the availabie
supply. Precisely estimating the interaction of demand and supply to determine impacts on
market value is likely beyond the scope of the fiscal impact analysis.

A few simple assumptions might be made for the purpose of obtaining a general
estimate of changes in assessed value. The value of business and commercial property
could be assumed to be directly related to the volume of business activity, an output of the
IMPLAN model in Step 6. Similarly, the value of residential property could be assumed to
be directly related to overall population size. Hence, if demographic impacts of a 15
percent decline in local population are projected, residential assessed value would be
assumed to decline by a corresponding proportion.

These assumptions will obviously not provide a precise estimate of the changes in
assessed valuation that may result from water transfers. They may serve, however, to
provide an adequate ballpark estimate in the absence of sophisticated, time consuming and
expensive analysis of real estate markets and other factors.

Step 9 - Examine Social Impacts

The last analytical step in the assessment of potential impacts from water transfers
is the evaluation of social impacts resulting from the transfers. This step draws, in part,
from results of previous steps analyzing baseline conditions, and demographic and
economic impacts. The social impact assessment also considers other factors, however, and
more closely examines effects on subgroups within the area of origin community

Definition and methodology. In the context of water transfers, social impact
assessment can be defined as analysis of the effects of transfers upon community
organizations, institutions and social structures; assessment of transfer impacts upon the
interactions between groups and between individuals; and evaluation of transfer impacts
upon social perceptions and attitudes.

Unlike some other components of the impact analysis, there is really no “cookbook”
for conducting the social impact evaluation. A useful starting point may be to develop a list
of potential social impacts related to the transfer of water supplies from the area. This list,
combined with a careful assessment of the socioeconomic profile of the groups that are
projected to be most affected by the transfer, can provide the starting point for identifying

important social issues arising from transfers and conducting interviews with local
individuals and institutions.

Potential soclal impacts from water transfers. The case studies of previous
proposed and actual water transfers in Texas and other states illustrate a number of
potential social impacts resulting from transfers:

e Division of community (farmers who may be compensated against others,
farmers who wish to sell against those who do not, etc.).

e  Uneven effects across the community.

» Impacts on social and educational organizations related to farming (e.g. ditch
companies, granges, 4 H clubs, FFA, etc.).
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*  Impacts on other community groups (civic organizations, churches, etc.).

Effects on the local residents’ perception of the community (identity,
independence, sustainability, relationship to other areas).

¢  Social dislocation, crime and substance abuse.
e  Impacts upon future economic and community development potential.

Characterizing the affected popuiation. As noted in Step 7 (projecting
demographic impacts), evaluating the potential social and economic impacts of water
transfers requires a socioeconomic profile of the population groups that will face the most
severe dislocations. Unfortunately, standard Population and Housing Census tabulations
do not detail demographic and household characteristics by occupation or industry of
employment at the county level. There are, however, at least two alternative approaches
which can supplement the information contained in standard Census tables: direct surveys
of the potentially affected population, and analysis of the Public Use Microdata Sample
data (PUMS) compiled by the Census Bureau.

Surveys can provide the most direct and relevant demographic information on the
affected population under certain conditions. For example, a survey of the farm population
in the area of origin could provide information that is both more current and more specific to
the particular population group than information available from secondary sources.
However, the difficulties of survey research should not be underestimated if this approach
is to be undertaken. Accurate identification of a representative sample, follow-up to reduce
non-response bias, and a carefully designed survey instrument are all critical to success of a
survey effort. Survey research is generally expensive, if done well, and a poorly conducted
survey is often less useful than no survey at all.

An alternative approach is to rely upon analysis of the Public Use Microdata
Sample information compiled and made available by the U.S. Bureau of the Census. This
very large and detailed data set contains a representative sample of all of the long form
Census filings from the most recent decennial Census, stripped of identifiers (name and
address). The data typically covered include a wealth of information on about five percent
of the population and households within a state. By importing the data from the CD-ROM
provided by the Census Bureau into database software (such as FoxPro or Access), it is
possible to analyze the characteristics of subgroups of the population — such as the
demographic and household characteristics of individuals who reported farming as their
occupation.

There are some important limitations to the use of the PUMS data files, however.
First, like all decennial Census data, the PUMS data may be several years out of date when
the analyst is conducting the impact assessment. A second, and probably more important
limitation, is the geographic aggregation of the data. Due to concerns about the potential
disclosure of detailed personal information, the PUMS data can generally only be
geographically associated with “PUMAs” (Public Use Microdata Areas) at the substate
level. These areas normally include a population of at least 200,000 persons and, in rural
areas, typically encompass a number of counties.

Despite these limitations, a combination of analysis of PUMS data with evaluation
of standard Census tables may provide a more feasible method of identifying demographic
characteristics of the affected population than a detailed survey.
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Social impact assessment. The preceding tasks are designed to develop needed
information including the baseline profile of the area; the projected impacts of transfers on
the region’s employment, incomes, residents and households; a more detailed profile of the
individuals and households that may be most effected; and a list of potential social impacts
to consider. The remainder of the social impact assessment consists of formulating
questions about the manner in which the impacted groups and the local communities will
respond to any “shock” created by water transfers, and developing reasonable assumptions
about these responses from interviews with knowledgeable individuals in the area of origin.

Some of the key questions to guide this research may be:

*  Will the transfer have uneven effects across the community — are some

groups likely to gain and others to lose? Is the transfer likely to foster
division among residents or community groups? ’

»  How will the individuals and households that are most likely to be impacted
respond to the transfer? Do they have skills that can be readily employed in
other sectors? Are there local opportunities for re-training to move into new
occupations? What sort of formal and informal support networks are
available to them?

e How will the changes brought about by water transfers affect important
community issues such as housing, health care and education? Will these
changes exacerbate existing problems or create new ones?

¢ Are certain community organizations likely to be particularly affected by the
transfer?

¢ How will the transfer affect perceptions of the community by its residents
and outsiders?

e s the transfer perceived to pose a risk to future economic development; and,
if so, in what ways?
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PART B.
Impacts of Water Transfers in the Edwards Aquifer

Part B of this report presents our assessment of the impacts that would occur if
water supplies were shifted from Edwards Aquifer irrigators to other water uses in the
region. The primary source of these transfers would be Medina and Uvalde Counties.

Section II of the report outlined 10 steps to examining socioeconomic impacts of
water transfers. These steps were followed to develop impact estimates for Edwards
Aquifer water transfers. As shown in Exhibit B-1, each of the following sections of the
report presents study team findings for a single step.



Step #1

#2

#3

#4

#5

#6

#7

#8

#9

#10

EXHIBIT B-1.

Steps to Examining the Socioeconomic Impacts
of Edwards Aquifer Water Transfers

Select Accounting

Stance ~—— Section IV

]

Define Elements of _
—P» Section V

Potential Transfers

identify Potential
Impacts

Section Vi

Develop Baseline

Profile —Section VI

Estimate Direct

Responses —»=Section VI

Estimate Secondary

Economic Impacts | Section IX

Estimate

emographic Impacts Section X

Estimate Fiscal

impacts Section Xl

Examine Social

impacts Section Xl

Summarize

—®»Section XIlI
Impacts A
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SECTION IV.
Accounting Stance

The first step in the Impact Assessment Framework is to select the “accounting
stance” for the impact analysis. There are two dimensions to consider: the geographic
focus and the socioeconomic focus.

Geographic Focus

The geographic focus for this analysis is Medina and Uvalde Counties. Combined,
these two counties comprise the study area for this research.

Several factors led to the selection of these two counties as the geographic area of
focus. First, Medina and Uvalde Counties represent the area of origin for potential water
transfers and Bexar County and other counties to the east represent the likely destination
for these supplies, either in municipal and industrial uses or for maintaining spring flows.
Groundwater pumping from the Edwards Aquifer for crop irrigation is concentrated in
Medina and Uvalde Counties.

The other primary area of Edwards irrigated agriculture lies in Bexar County
immediately surrounding the San Antonio suburban communities. The amount of Bexar
County land currently in irrigated agriculture is small relative to Medina and Uvalde
Counties. The contribution of Bexar County crop production to the overall San Antonio
economy is also relatively small. In addition, San Antonio and its suburbs are growing onto
these irrigated lands. In effect, water used on irrigated land in Bexar County is already
being transferred to other uses as these lands are urbanized.

Another factor supporting selection of Medina and Uvalde Counties as the study
area is that these two counties represent distinct economies from the larger San Antonio
Metropolitan Area. While both of these counties are linked to the broader San Antonio
regional economy, they are also highly dependent upon locally generated economic activity.
For example, most of the direct economic linkages with irrigated agriculture take place
within these two counties and not elsewhere within the San Antonio Metropolitan Area.



Finally, the Medina County Groundwater Conservation District is interested in the
impacts of water transfers on Medina and Uvalde Counties. There are a number of policy
concerns that require identification of impacts on these counties. Summing all impacts into

a total impact on the San Antonio region would not provide the information needed to
address these policy issues.

Socioeconomic Focus

The scope of the study encompasses all employees, businesses and residents of
Medina and Uvalde Counties. Particular emphasis is placed on impacts to farmers, farm
employees, and those businesses and employees directly linked to local agriculture. Impacts
on local governments and to local social institutions are also examined.

The reason for this broad socioeconomic focus is that agriculture and its linked
industries form a large portion of the local economy. A significant portion of the Medina
and Uvalde County non-agricultural economy is linked directly or indirectly to agriculture.
Therefore, impacts on irrigated agriculture can have indirect and induced effects that could
reach local businesses and residents throughout these two counties.
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SECTION V.
Definition of the Transfer Elements

The second step in the impact assessment framework is to define key aspects of the
proposed transfer. In many applications of the water transfers impact framework, the
researcher would know the timing, amount of water, origin and destination, price and means
of conveyance related to a specific proposed transfer. However, potential water transfers
from agricultural users of Edwards Aquifer groundwater to other uses are still very general
in nature. While the possibility of transfers has been discussed in the past, proposals are
not specific as to location, amount of acreage, amount of water or timing. The price that
would be paid for these supplies is not known. A comprehensive legal framework for
accomplishing such transfers is not necessarily in placel. Currently, groundwater users in
Texas may use amounts of water necessary for crop production but do not have quantified

water rights. In sum, little is clearly established and much is uncertain about potential
transfers of Edwards Aquifer supplies.

Edwards Aquifer water might be transferred from irrigation use through the
operation of several programs. Sale of water supplies, permanent retirement of irrigated
acreage, permanent shifts to dryland use, leasing of water supplies, reductions of water use
through improved efficiencies of irrigation systems, permanent reductions through regulation
and temporary reductions in irrigation are some of these programs. None of these programs
are in place today and we can only speculate about which means may ultimately be used to
enable the transfer of irrigation water to other uses. Nevertheless, the Medina County
Groundwater Conservation District seeks information about what the impacts might be
from possible transfers. To identify the range and magnitude of potential impacts, we must
make some assumptions about what these transfers might be.

It was beyond the scope of this study to examine the impacts of each of the program
options identified above. (Other research funded by the TWDB is specifically considering
irrigation efficiencies and the dry year option approach to water transfers.) In order to
simplify the analysis, the scenarios considered in this study only pertain to permanent
cessation of irrigation use. The balance of this section reviews key assumptions that define
each water transfer scenario.

1 Near the end of this study, on June 28, 1996, the Texas Supreme Court issued its decision that SB
1477, creating the Edwards Aquifer Authority, was constitutional. The Authority may provide the
legal mechanism for administrative, de facto transfers of Edwards water supplies in the future.



Definition of What Would be Transferred

Only the water, not the land, would be transferred under the scenarios assumed for
this study. Title to the land would remain with the present owner who could use the
property for any previously possible uses except for irrigated agriculture. Groundwater
pumping for domestic use, landscaping, small gardens, and livestock would still be
permissible after transferring the rights to irrigation use. Restrictions on groundwater use
would be maintained with any future sales of the property. Restrictions would also pertain
to any leases of the previously irrigated land. This set of conditions replicates what is
found for most of the transfers of groundwater found in the Texas Panhandle.

Geographic Location of Affected Supplies

Water transfers might pertain to any irrigated agriculture using Edwards wells.
However, nearly all of the irrigation from the Edwards Aquifer occurs in Medina and
Uvalde Counties. Because the irrigation in Bexar County is relatively small compared to the
western counties, and because Bexar County agriculture has been rapidly urbanized, this
study focuses on irrigated lands in Medina and Uvalde Counties.

The hydrogeology of the Edwards Aquifer might also determine the geographic focus
of lands sought for retirement from irrigation within Medina and Uvalde Counties.
Irrigation west of the Knippa Gap (most of Uvalde County) has been demonstrated to have
a less immediate impact on Comal and San Marcos spring flows and Edwards Aquifer
levels in Bexar County than irrigation east of this point (mainly in Medina County). There
are other differences in hydrogeologic conditions between areas that could be important.
These factors could influence which lands are first pursued by municipal water users.
However, modeling of the hydrogeologic factors was beyond the scope of this study. This
analysis makes no differentiation based on location of the Edwards Aquifer irrigation wells
in Medina and Uvalde Counties.

Means of Conveyance

Although construction of pipelines to convey Edwards groundwater has been
discussed, we assume no construction of conveyance facilities. We assume that irrigation
would be retired, pumping for that acreage would cease and the water previously used
would remain in the aquifer to be withdrawn elsewhere for other purposes or left in the
aquifer to maintain spring flows and downstream flows. Because of its unique
hydrogeology, the Edwards Aquifer is a natural means of conveyance available at no cost.
There are questions about the rate of movement of water in the aquifer and changes in water
quality, but these are not answerable within the context of this study effort. Therefore, we
assume that the model for transferring water from irrigation to municipal uses in the
Edwards Aquifer would differ from previous transfers in the Texas Panhandle where cities
have drilled wells and built pipelines to move water from the agricultural land to the
municipal water systems.

Timing

It is not known when transfers would take place, if they are to occur at all. However,
the pressures for transfers to occur are in place now. Farmers could very quickly respond to
any offers to cease irrigation. Because these transfers could happen with no investment in
additional pumping or conveyance facilities, they could take place very quickly if the
necessary institutional framework were present. Therefore, we examined the impacts based
upon the assumption that the transfers were to occur at the present time. Advanced notice
of potential transfers is assumed in this study analysts. The impacts would be far greater if
farmers’ irrigation were cut off without notice in the middle of the irrigation season.
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Therefore, the impact analysis compares present baseline conditions with conditions
as they would be at the current time if transfers had occurred. In other words, the “present

without transfers” versus “present with transfers” conditions in Medina and Uvalde
Counties are compared.

Over a multi-year period, agriculture in Medina and Uvalde Counties is relatively
stable, with no recent trends indicating changes in the amount of irrigated acreage or major
shifts between crop types. Therefore, the estimated impacts from the transfers would not

differ considerably if the analysis assumed that transfers would occur 5 to 10 years into the
future.

Maghnitude of Potential Transfers

While there are many different possibilities for the percentage of Edwards irrigation
in Medina and Uvalde Counties that might be transferred to other uses, this study focuses
on two alternatives: (a) 100 percent of the irrigated acreage, and (b) 50 percent of the
irrigated acreage. Under the 100 percent assumption, all irrigation from Edwards
groundwater would cease in these two counties. Under the 50 percent assumption, one-haif
of the acreage currently in irrigation from Edwards groundwater wells in the study area
would be withdrawn from irrigated use. The relative reductions in irrigation might be
different for Medina and Uvalde Counties, however.

100 percent transfer. [t is possible that nearly all of the current agricultural
irrigation from Edwards wells could be transferred to other uses. This conclusion is based
upon the following.

Municipal and industrial water use demand projections for the region relying upon
Edwards Aquifer supplies suggest that non-agricultural demand could absorb all of the
present supplies currently used in irrigation. Even if all this irrigation use shifted to

municipal and industrial use, these projections suggest that new municipal water supplies
would still be needed.

Second, past economic analyses of water supply alternatives indicate that the per
acre foot cost of major new supply projects substantially exceeds the economic value of
water to the farmer. This is generally true even for very high value crops such as vegetables.
Therefore, municipal and industrial users could save money by purchasing the irrigation
supplies from farmers (paying more than they are worth to the farmer) and avoiding the
costs of developing one or more major new water projects.

For these reasons, one set of transfer scenarios assumes that nearly all of the
irrigation acreage in Medina and Uvalde Counties based upon Edwards wells would cease
and that this water would then be used for municipal and industrial uses and/or to
maintain spring flows. For purposes of simplicity, we assume that 100 percent of the
Edwards irrigation supplies in these two counties is transferred. This assumption does not
include irrigation based upon sources other than Edwards wells such as users of Carrizo
Sands wells, Leona wells and Medina Lake supplies. Also Edwards pumping for domestic
uses and livestock would continue.

Whether or not eventual transfer of all Edwards irrigation supplies to municipal and
industrial use is likely to occur, the 100 percent transfer scenarios are worthy of
examination. These scenarios provide an indication of the current total economic benefits
that Medina and Uvalde Counties derive from irrigation from Edwards wells. The scenarios

also allow us to consider the full range of potential impacts from transfer of Edwards
irrigation.
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50 percent transfer. Most discussions of transfers of water from irrigation in the
Edwards Aquifer have not contemplated transferring all of these supplies. Therefore, the
study team evaluated conditions that would occur if a large portion, but not all, of the
irrigation supplies were transferred to municipal users. There are several factors that
suggest this set of scenarios is as plausible as the 100 percent transfer scenarios.

It is likely that some irrigators would be unwilling to sell ali, or perhaps any, of their
irrigation supplies to municipal and industrial users. For example, a farmer may want to
sell irrigation supplies from the land that is most difficult to irrigate and keep irrigating the
land most suited for irrigation. Those growing vegetables may be reluctant to sell any of
their water supplies. Farmers might be more willing to sell irrigation rights for acreage in hay
or other lower value crops. In addition, farmers with older irrigation systems may be more

interested in selling irrigation rights than those that have recently invested in new center
pivot systems. ‘

For these reasons, one set of scenarios evaluated in this study assumes 50 percent of
irrigated agricultural land in the study area is taken out of production and a corresponding
amount of irrigation supplies are transferred to municipal use. This level of transfers is
meant to be representative of impacts under future conditions in which a substantial
portion, but not all, of irrigated agriculture goes out of production in the areas of Medina
and Uvalde Counties dependent upon Edwards wells. In this study, we assume that such a
transfer would occur through a sale of water supplies, but it is also possible that transfers
could take place through leases of water supplies.

We examined two sets of assumptions concerning changes in crop types under the 50
percent transfer scenarios. Under the first set of 50 percent transfer scenarios, we assumed
that one-half of Edwards irrigated cropiand would shift to dryland crops. It is also
possible that the acreage now in highest value crops — vegetables — would remain in
production. In the second set of 50 percent transfer scenarios, we assumed that the total
acreage devoted to vegetable production would remain unchanged.

Price Paid to irrigators

The study team considered impacts of water transfers with and without
compensation to the owners of the affected irrigated land.

As discussed above, there is currently no mechanism within the Edwards Aquifer for
a farmer to cease groundwater irrigation pumping on certain lands and permanently transfer
the water supplies to a buyer of those “water rights.” There are several means available for
a buyer to pay an irrigator not to irrigate certain lands, but under current water law, the
buyer is not able to translate that purchase into increased pumping at a different location.
Also, because there is no existing market for water rights purchases, there is no current
“market price” established for these transfers.

Therefore, for the “with compensation” scenarios, the study team had to make a
number of assumptions in order to consider the effects of purchases of irrigation water
supplies in the Edwards Aquifer.

Market price compensation. Groundwater supplies have recently been transferred
in the Texas Panhandle for the equivalent of a one-time price of $117 to $339 per acre.
Research on the value of irrigated land in the Edwards Aquifer indicates higher values for
irrigation. Different approaches to valuation indicate that Edwards irrigated land is
generally worth about $300 to $600 per acre more than equivalent nonirrigated land, with
some property worth more and some less than this increment.
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This range of estimates was based upon the incremental sales price of irrigated
versus nonirrigated land for representative property transactions, going lease rates for
irrigated and nonirrigated land, analysis of crop budgets, and the cost of converting
nonirrigated crop land to irrigation. Our examination of these factors suggests that these
estimates of the incremental value of irrigated land have not changed significantly from the
late 1980s. There has been little or no increase in the value of irrigated land over this period.

It is difficult to predict the “market price” if Edwards Aquifer water supplies were
actively traded, but the current incremental difference in the value of irrigation farming
versus dryland farming represents a floor for what this price would be. The cost of
alternative municipal supplies might represent a ceiling to the possible range of market

prices. The actual price would depend upon the market power of buyers and sellers, among
other factors.

For this study, our assumption on the one-time price paid for farmers to no longer
irrigate is $1,000 per acre. Farmers would retain title to the land and could still dryland
farm. The price of $1,000 per acre is more than the incremental worth of irrigated versus
nonirrigated land (about $300 to $600 per acre) and the value of the water for municipal use
(a capitalized value of up to $10,000 or more on a per acre basis). In other parts of the
country, the trading price for irrigation supplies is usually closer to the value of those
supplies in irrigation than the vaiue to the municipal user. This is because there are usually
many sellers of irrigation rights and few buyers. Municipal and industrial users also often
purchase irrigation rights before periods of water shortages which tend to drive prices up.

The price of $1,000 per acre is assumed to be the same under the 50 percent and 100
percent transfer conditions. Holding price constant for these two scenarios is necessary for
the impact analysis to identify the effects of the amount of irrigation use transferred.
However, under real world conditions, the market price necessary to induce farmers to
forego irrigation on 50 percent of their acreage would be less than the price necessary to
induce farmers to cease irrigation on nearly all of the acreage. While the impact analysis
does not include this difference in the definition of the scenarios, it does analyze the
sensitivity of the impact estimates to the price paid for irrigation supplies.

No compensation. Under the “no compensation” scenario, the study team
assumed that acreage was withdrawn from irrigation with no compensation to the farmers.
A new state law, not yet applied and now working its way through court tests, proposes
that existing irrigation use may be reduced pro-rata with other uses to fit within a total cap
on Edwards Aquifer pumping. The new law also provides for further reductions during
droughts under a priority system that puts irrigation use behind municipal use?.

Alternatively, aquifer levels could drop to a point at which irrigation was no longer
economically viable for most agricultural uses. This could be another way the no
compensation scenario could occur.

2 The new law described in this paragraph, SB 1477, was ruled constitutional by the Texas Supreme
Court on june, 28, 1996.
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Scenarios

The combination of two sets of assumptions concerning the amount of irrigation
transferred and the two assumptions relating to compensation leads to four scenarios for
water transfers:

1. 100 percent of acres withdrawn from Edwards irrigation, with compensation
to landowner;

2. 100 percent withdrawn, without compensation to landowner;

3. 50 percent of acres withdrawn from Edwards irrigation, with compensation
to landowner;

4. 50 percent withdrawn, without compensation to landowner.

Each of these scenarios is compared with the baseline scenario, which assumes that
there are no transfers of water and present levels of irrigation use continue. Each of the 50
percent transfer scenarios is further analyzed under the conditions that (a) vegetable acreage
experiences a proportional decrease, and (b) vegetable acreage remains unchanged. The
impact analysis presented in the following sections is based upon these definitions.
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SECTION VI.
Identification of Potential iImpacts

Step 3 in the Impact Assessment Framework is to identify the types of impacts that
might occur from the proposed water transfer. The reason to develop a preliminary list of
potential impacts before proceeding with the balance of the impact analysis is that the

analytical methods used in the impact assessment depend in part on what types of impacts
are to be studied.

Potential Impacts to be Examined in the Study

The following types of effects are the focus of our impact assessment for transfers of
water supplies from Edwards irrigators in Medina and Uvalde Counties:

e direct payments to landowners,

* changes in land use and crop production,

* changes in net income from farm operations,
* changesin land value,

* changes in farm labor,

* effects on production and employment for linked industries (agricultural
suppliers and processors),

e effects on revenues and empioyment for local service industries,

s effects on households, including changes in the number of resident households
and population,

» fiscal impacts on local governments, and

* social impacts.



Types of Imbacts Not Examined in the Study

There are several types of impacts that might be important in examining other
proposed water transfers that are not a focus for this study.

Recreation effects. There would be little or no immediate effects on the
environment or recreation within the study area from potential water transfers. Over the
long term, however, more lands could return to a state favorable for wildlife and hunting.
This study does not examine these impacts.

Construction effects. The study team assumed that water transferred from
irrigated agriculture would remain in the aquifer to be pumped at another location or to
maintain spring flows. While pipelines from groundwater-using areas to municipal users
have been discussed in the past, it is as likely that transfers would occur without any
construction of conveyance facilities. Therefore, no assessment of construction impacts was
required as part of the impact analysis.

Impacts on the receiving area. Transfers of water from Edwards irrigation to
other uses could substantially benefit municipal and industrial water users or those affected
by spring flows. However, it is not clear at the present time how transferred water would
be used. If transferred irrigation supplies had the effect of reducing the amount of new
water development projects needed for the region, this would have a large economic benefit
to those paying water bills and tap fees in the region. Some of these avoided or deferred
water development projects negatively impact the local communities in which they would be
developed, which would be another benefit from transferring irrigation supplies.

Economic benefits to water users and avoided impacts for deferred water
development projects are important considerations, but they are outside the scope of this
study. It is not known who would receive the transferred supplies and how they would be
used, so it is not possible to determine associated economic effects on those receiving the
transferred water. For the same reasons, it is not possible to isolate particular water
development projects that could be deferred if irrigation supplies were transferred.

Reduced agricultural activity in the study area would also affect businesses in San
Antonio. Medina and Uvalde County irrigators make some purchases of agricultural
equipment and supplies in San Antonio and residents of both counties buy goods and
services in the city. However, these effects would be far smaller relative to the size of the
San Antonio economy than found for Medina and Uvalde Counties. Because possible
positive impacts on San Antonio residents and business could not be quantified in this
study, it was not appropriate to quantify potential negative impacts on San Antonio.
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SECTION VIL.
Baseline Conditions

In order to examine the impacts of water transfers, one must first understand the
economic and demographic characteristics of the study area without the transfers. In
impact analysis, these conditions are referred to as “baseline.”

This section of the report describes the population, labor force, overall economic
activity and agricultural activity in Medina and Uvalde Counties. This information forms
the basis for the impact projections presented in subsequent sections.

Demographic Characteristics

Total population. As indicated in Exhibit VII-1, the total population of the study
area of Medina and Uvalde Counties grew from about 33,000 residents in 1950 to over
55,000 individuals in 1994. This represents an average growth rate of nearly 1.2 percent per
year. In 1950, Medina and Uvalde Counties had about the same number of residents, but
Medina County’s total population grew an average of 1.3 percent per year, whereas Uvalde
County’s total population grew at an average annual rate of 1.0 percent over this period.



EXHIBIT Vil-1.
Study Area Population, 1950 to 1994
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In 1994, about 6,500 people resided in Hondo, accounting for about 21 percent of
the residents of Medina County. Residents of the incorporated community of Uvalde
numbered about 15,600 in 1994, representing over 60 percent of the Uvalde County
population.

Age profile of study area residents. The study area has a greater proportion of
older residents and young residents than the state as a whole. Residents age 50 years and
over represented about 26 percent of study area inhabitants in 1990, compared to about 22
percent for Texas. Children under age 18 accounted for 31 percent of the study area
population compared to 28 percent for the state. The relative concentration of older and
younger residents is more profound for Uvalde County than Medina County.

Household size and structure in the study area. In 1990, about 50,600 residents
of Medina and Uvalde Counties lived in 16,600 households, yielding an average household
size of 3.0 occupants. Another 970 individuals, or 1.9 percent of the population, lived in
groups quarters of different kinds.

Average household size was higher than found for Texas as a whole. Also,
households in the study area were more likely to be families, especially families with
children. These families with children comprised nearly 45 percent of households in the
study area.
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Race and ethnic composition of the study area population. [n Uvalde County,
over 60 percent of residents are Hispanic. Slightly less than one-half of the Medina County
population is Hispanic based upon 1990 Census data. African Americans, Asians and
Native Americans comprise less than 1 percent of study area population.

Income distribution. A large proportion of study area households have low
incomes compared to state averages. U.S. Census data for 1989 indicated that about one-
half of Medina and Uvalde County households reported annual incomes of $20,000 or less.
For Texas, only 37 percent of households were in this income range. About 12 percent of
study area households had incomes over $50,000, substantially below the 21 percent found
for Texas. Within the study area, households in Medina County generally had higher
incomes than in Uvalde County. Median household income in Medina County was $22,455
in 1989 higher than the $18,001 median income for Uvalde County and lower than the state
median ($27,016).

Educatlon levels. Educational attainment among adults age 25 and over is lower,
on average, in the study area than in the state as a whole based upon 1990 Census data.
These data indicate that about one-quarter of adults in the study area had curtailed their
formal education prior to 9th grade, twice the proportion reported for the state. In the

study area, about one out of eight adults had received a college degree compared to one out
of five adult Texas residents.

Study Area Economy

Total empioyment. In 1993, employment in the study area numbered over 21,400
jobs based upon U.S. Bureau of Economic Analysis data. Job growth in the study area since
1970 has averaged 2 percent per year, one-third less than the growth rate for the state over
this period. In general, the rate of job growth has slowed in the study area since the 1970s.
The number of jobs in Uvalde County actually declined from 1988 to 1993.
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EXHIBIT ViI-2.
Study Area Total Employment 1970 to 1983
and Comparison to the State of Texas

Meadina County Uvaide County Combined Study Area State of Texas
Number of Annual Number of Annual Number_of Annual Number of Annual_
Year Jobs Growth Rate Jjobs Growth Rate Jobs Growth Rate Jobs Growth Rate
1970 6,443 7,130 13,573 5,032,337
1971 6,580 21 % 7,248 1.7 % 13,828 1.9 % 5,112,447 16 %
1972 6,917 54 7.725 6.6 14,642 59 5,319,397 4.0
1973 7,136 3.2 7,928 2.6 15,064 2.9 5,595,344 5.2
1974 7.584 6.3 8,255 41 15,839 5.1 5,812,304 3.9
1975 7.542 {0.6) 8,378 1.5 15,820 0.5 5,919,170 1.8
1976 7,685 1.8 8,586 25 16,271 22 6,188,340 4.5
1977 7.814 1.7 9,063 5.6 16,877 3.7 6,506,759 51
1978 7,884 0.9 9,430 4.0 17,314 2.6 6,887,283 5.8
1979 8,171 3.6 9,282 (1.6) 17,453 0.8 7,197,135 4.5
1970-80 Average 25 % 2.6 26 % 40 %
1980 8,248 0.9 9,253 (0.3) 17,501 0.3 7,474,125
1981 8,581 4.0 9,500 2.7 18,081 3.3 7.898,310 5.7
1982 §,844 3.1 9,614 1.2 18,458 2.1 8,094,702 2.5
1983 9,332 5.5 9,562 {0.5) 18,894 2.4 8,122,437 0.3
1984 9,483 1.6 10,079 54 19,562 3.5 8,517,287 4.9
1985 10,153 74 10,369 29 20,522 4.9 8,801.97¢ 3.3
1986 10,313 1.6 10,317 (0.8} 20,630 0.5 8,728,348 (0.8)
1987 10,047 (2.6) 10,665 3.4 20,712 0.4 8,758,281 0.3
1988 10,000 (0.5) 10,981 3.0 20,981 1.3 8,914,739 1.8
1989 9,711 {2.9) 10,661 (2.9) 20,372 (2.9) 9,013,916 1.1
1980-90 Average 16 % 1.2 % 14 % 23 %
1980 9,700 (0.1) 10,442 (2.1) 20,142 (1.1) 3,334,854 3.6
1991 10,173 4.9 10,399 (0.4) 20,572 2.1 9,459,889 1.3
1992 10,103 0.7 10,311 {0.8) 20,414 0.8) 9,652,589 1.0
19983 10,8686 7.6 10,524 2.7 21,460 51 9,786,482 2.4
199093 Average 39 % 05 % 21 % 21 %

Source: U.S. Bureau of Economic Analysis, Regional Economic Information System. 1995,

Employment by sector. Based upon 1993 U.S. Bureau of Economic Analysis
employment data for the study area, the three largest economic sectors are services (20
percent of total jobs), state and local government (19 percent of jobs), and retail trade (18
percent of jobs). The retail trade sector makes up the same proportion of study area
employment as found for the state. While the services sector is the largest study area
employer, it makes up a smaller proportion of total employment than the 28 percent found
for Texas as a whole. State and local government jobs comprise a far larger proportion of
total employment within the study area than the state (19 percent versus 12 percent).
Exhibit VII-3 presents these comparisons.

The fourth largest sector in the study area in terms of number of jobs is farm
employment. In 1993, farm employment accounted for 2,705 jobs, 13 percent of the study
area total. This was substantiaily more than the 3 percent of total jobs this sector
represented for the state as a whole. Jobs in agricultural services represented 4 percent of
study area jobs compared to 1 percent for the state-
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Manufacturing makes up a smaller proportion of the study area economy than found
for the state. This is also true of federal civilian and military employment. This is
significant because these sectors often represent “basic” employment; that is, employment
that brings outside money into a community that then circulates in the local economy to
support “non-basic” jobs. The large proportion of farm employment and relatively small
number of manufacturing and federal jobs indicates that the study area is much more
dependent upon agriculture as its economic base than is the state.

EXHIBIT VII-3.
Employment Distribution by Place of Work,
Study Area and Texas, 1993

Farm employment

B Study Area

Agricuitural services [
State of Texas
Mining §'-
Construction
Manufacturing Reees
T.C.P.U*. K&
Wholesais trade [
Retail trade &3
FLRE** S

Services |

Government

L] T T i 1 ] L]
o 10% 20 30% 40% S50% 60% T70% 80% 90% 100%
Percentage of Total Employment
* Transportation, communications and public utilities.

** Finance, insurance and real estate.
Source: U.S. Department of Economic Analysis, Regional Economic Information System, 1995.

BBC Research & Consulting/G.E. Rothe Company/R.L. Masters Environmental Consulting vit - 5



Exhibit VII-4 shows trends in the composition of employment in the study area from
1980 to 1993. In the study area, state and local government added 1,500 jobs and the
services sector added over 1,100 jobs over this period. Employment in retail trade
increased by 800 jobs. Combined, farm employment and jobs in agricultural services
increased by nearly 400 jobs over this period. (Jobs shifted away from on-farm employment
to agricultural services.) The manufacturing sector has seen slow growth in employment.
The mining, wholesale trade and finance, insurance and real estate (F.I.LR.E.) sectors lost
employment.

EXHIBIT Vil4
Study Area Employment Composition, 1980 and 1993

: q 2,804
Farm employment R RTINS 2,705

Agricuitural services m 052

Mining B 1980 1993

Construction &\\\\‘Q&.\\W 1,181
Manufacturing
T.C.P.U*.
Wholesale trade

Retail trade |t e

FIRE.*™

Services A R Ry 4,287

Government | E I 4,340

& 500 L1000 1,500 2,000 2,500 3,000 3,500 4,000 4,500 5,000
Total Employment

* Transportation, communications and public utilities.
*+ Finance. insurance 8nd reai estate.

Source: U.S. Bureau of Economic Analysis, Regional Economic Information System, 1995,
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Wage and salary income by sector. Analysis of wage and salary income
(including returns to proprietors) also shows the magnitude of state and local government,
services and retail trade in the study area. These sectors accounted for 26 percent, 17
percent and 15 percent of study area wage and salary income in 1993. Farm employment
represented 6 percent of income and agricultural services accounted for 4 percent of wage
and salary income. Farm employment accounted for a smaller share of study area income

than employment due to relatively low wages for farm workers and low returns to farm
proprietors.

EXHIBIT VII-5.
Wage and Salary Income by Place of Work,
Study Area and Texas, 1993

Farm empioyment

B Study Area

Agricuitural services
State of Texas

Mining
Construction

Manufacturing 15.3%

T.CP.U.* B

o 74 5.6%
LA 6.7%

Whoiesale trade

Retall trade
VAL LA D 8%

F.LR.E.**

Services

Government

T 1

0% 10% 20% 30% 40% 50%
Percentage of Total Wage and Salary income

* Transportation, communications and public utilities.

** Finance, insurance and real estate.
Source: U.S. Bureau of Economic Analysis. Regional Economic Information System, 1995.

Other income. Only 37 percent of household income in Medina County comes from
wages and salaries for jobs held within the county. Nearly 30 percent is derived from
income earned by Medina County residents commuting to jobs outside the county. About
12 percent of income comes from dividends, interest and rental income and 24 percent is
transfer payments (e.g., social security). In Uvalde County, 56 percent of income is
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generated from wages and salaries for local jobs. There is negligible net outcommuting from
the county (about as many people commute from other counties to Uvalde County jobs as
outcommute from Uvalde County). Dividends, interest and rental income account for 21
percent of total income, much higher than the state average of 14 percent. Transfer
payments are also relatively high, representing 26 percent of total income. The high
importance of transfer payments in study area total income reflects the large number of low
income residents and seniors within the study area.

EXHIBIT VII-6.
Sources of Personal Income, Study Area, 1993

Transfer payments

Eamings from study area jobs

Dividends, interest and rent

.....
............

Eamings from out-of-area jobs

Source: U.S. Bureau of Economic Analysis, Regional Economic Information System, 1995,

Labor force and unemployment. The civilian labor force in the two-county area
numbered about 25,000 people in 1991 according to the U.5. Bureau of Labor Statistics. In
that year, the Bureau estimated that over 1,950 civilian labor force participants were
without work, placing the unemployment rate at about 7.8 percent. This rate of
unemployment exceeded the 6.6 percent state-wide rate for that year. The unemployment
rate for the study area has declined recently.

Overview of the agricultural economy. Agricultural activities in the study area
include operations producing crops and livestock. Livestock production representing
approximately two-thirds of total agricultural sales in the area. Significant livestock
operations include cattle feeders, cow-calf grazing (often operated in conjunction with crop
production), goat, sheep and hog production. Valued before further processing, crop
production accounts for one-third of the local agricultural sales.

Local agricultural support businesses have grown alongside the farm and ranch
operations. Local suppliers of livestock feed, crop fertilizers, chemicals and seed represent
significant business activity in the area, particularly in the town of Uvalde. Substantial
proportions of crops produced on local farms are purchased by local grain elevators,

vegetable shippers and processors and other related businesses. Crop production is the
focus of detailed study below. -
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Study Area Crop Production

A number of different state and federal agencies report data on crop production for
Texas counties. County-wide farm activity is described in many different terms including
acres of crops planted, acres of crops harvested, irrigated crop acreage, crop yields and
production, and total crop vaiue. Though no two years are alike, the study team developed
a typical or “baseline” profile of county-wide farm activity based upon the activity of
recent years. Of course, these data are not indicative of agriculturai conditions during
unusual circumstances such as severe drought.

Acres in farms. A profile of land use and agricultural employment in the study area
in 1992 and 1987, the most recent years for which Census of Agriculture data are available,
is presented in Exhibit VII-7. =

The Census reveals that all land in farms in the study area increased slightly from
1982 to 1992, from about 1,560,000 acres to about 1,575,000 acres. The number of farms
was also relatively stable over the period, increasing from 2,011 farms in 1982 to 2,077 in
1992. Total farm acreage considered to be cropland increased from about 326,000 acres to
about 382,000 acres. Based upon these U.S. Bureau of the Census data, in 1982,

approximately 84,000 acres were irrigated in the two-county area, rising to about 89,000
acres in 1992.

The slight growth in study area land in farms between 1982 and 1992 was the net
result of distinct and differing trends in Medina and Uvalde Counties. Medina County land
in farms decreased from over 710,000 acres in 1982 to under 660,000 acres in 1992.
Uvalde County, land in farms increased from 850,000 acres to about 917,000 acres over the
same period. Despite the decrease in Medina County farmiand, total cropland and
irrigated land were estimated to increase slightly.

Farm employment. Farm employment as measured by the U.S. Census of
Agriculture is represented by farm operators and hired laborers. Because one individual is
considered the principal operator of each farm unit, the number of farm operators mirrors
the number of farms in the area: 2,011 and 2,077 in 1982 and 1992, respectively. Those
operators who made farming their principal occupation were 914 in 1982, or about 45
percent of all farm operators. For about one-half of these farm operators, farming was not
their principal occupation.

In response to requests from data users, the 1992 Census of Agriculture was the first
to inquire about the number of hired farm laborers. In that year, about 2,170 individuals
were hired to work on farms in the study area, 560 (26 percent) of whom worked 150 days
or more in this capacity. Hired farm workers in the study area and the surrounding region
were predominately of Hispanic descent; over one-third of farm workers were either
naturalized citizens or non-citizens of the United States in 1989. Nearly one-third of farm
workers did not speak English or spoke it poorly in the same year.

Farm ownershlp. A large majority of the farms in the study area are owned by
families. In 1992, about 88 percent of farms were owned by individuals, families or family-
held corporations. Nearly six out of ten farm operators made their principal residence on
the farm. There is little change in the operators of farms from year to year. In the study
area, the current operators had spent an average of 19 years on the same farm in 1992, up
from about 17 years a decade earlier. The average age of a farm operator increased from
about 54 years in 1982 to 57 years in 1992.
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Net income from farming. Slightly over one-half of the farms in the study area
reported a net loss in 1992. Net losses in that year averaged about $7,200 for those
reporting losses, whereas net gains averaged about $26,300 for those with a gain. Losses
were much more prevalent among smaller farms than for larger farm operations.

Crop acreage. Several sources of information were consulted to analyze recent
county-wide acreage by crop. These sources tend to present somewhat differing information
possibly due to different methods the agencies employed to collect the data.

Census of Agriculture. Every five years, the US. Department of Commerce
compiles the Census of Agriculture by mailing a series of report forms to individuals and
businesses associated with agriculture throughout the nation. For the 1992 Census of
Agriculture, the final mail list consisted of 3.6 million agricultural entities. The Department
of Commerce employs several different techniques to ensure high response rates. The

information resulting from these efforts is maintained at the county, state and national
levels.

Census of Agriculture information regarding the number of acres harvested by crop
type is reported in whole acres. In general, if two or more crops are harvested from the
same land during the year, the acres are to be reported for each crop harvested. (An
exception to this method is hay, which is counted only once regardless of the number of
cuttings obtained.) Tabulations of total irrigated land exclude multiple crop harvests, but
tabulations of total irrigated crops harvested include each harvest, consistent with the
general method for reporting crop acreage.

The Census of Agriculture reports that harvested cropland in Medina and Uvalde
Counties totaled 185,000 acres in 1992 (counting one acre once each time a crop was
harvested). Of that total about 77,900 crop acres harvested were irrigated crops. The U.S.
Bureau of the Census estimates that 89,100 total acres were irrigated at least once for any
purpose in Medina and Uvalde Counties in 1992.

Texas Water Development Board Survey of Irrigation. The Texas Water
Development Board (TWDB), in cooperation with the U.S. Soil Conservation Service, also
conducts the Survey of Irrigation every five years. This survey includes information about
irrigated crop acreage. The most recent survey was completed for 1994. These data are
collected by local area conservationists and staff of district conservation offices, personnel
who are familiar with local agriculture and irrigation practices. Irrigated crop acreage is
reported according to surface water and groundwater sources; nonirrigated crop acreage is
not studied in the irrigation survey. Field personnel who gather the data consider it accurate
within five to ten percent of total acres reported.

The Survey of Irrigation reports that a total of 91,400 acres in the study area were
irrigated at least once during 1994, somewhat higher than the Census estimate of 89,100
acres for 1992. Incduding multiple crops, the Survey of Irrigation estimated that 103,100
acres of irrigated crops were planted in 1994.

Texas Agricultural Statistics. Information collected by the Texas Agricultural
Statistics Service (TASS) is summarized in the annual publication series currently titled
Texas Agricultural Statistics. This information is organized by crop type, with the primary
intention of reporting statewide agricultural trends. Data for many crops are presented on a
county by county basis. The number of crops examined is more limited than those available
from the Census of Agriculture or the Survey of Irrigation, but additional information about
crop vields, production and prices are included in the TASS publication.
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TASS collects its information from surveys administered via the mail, telephone calls
and personal interviews. Statistical estimation methods are used to prepare county-level
totals based upon information gained from surveys completed within each county. Unlike
the other sources considered here, TASS collects its data each year.

An estimate of total crop acreage in the study area can be made by aggregating the
TASS individual crop harvest figures within each county. Because irrigated and
nonirrigated acres are not specified for certain crops in the TASS publication, an estimate of
total irrigated crop acreage cannot be derived directly from this source. For exampie, when
the total crop acreages from Medina and Uvalde Counties are aggregated for each crop type
identified, TASS figures imply a total harvest of 141,300 crop acres in the study area in
1992 (including multiple crops). TASS figures imply a total harvest of 138,800 crop acres in
the study area in 1994. These estimates of total crop acreage fall far short of the Census of
Agriculture and what is implicit in the Survey of Irrigation figures. This is primarily a result
of the crops missing from the TASS reports (e.g. hay). A comparison of aggregate estimates
of land and crop acreage from these sources is presented in Exhibit VII-8.

EXHIBIT Vil-8.
Comparison of Crop Acreage and Farm Land Estimates
in Medina and Uvaide Counties

Census of TWDB Survey

Agricuiture of lrrigation Texas Agricultural Statistics
1992 1994 1992 1994
(harvested) {planted) {harvested) { planted) {harvested) { planted)

Total Crop Acres

Medina County 105,340 83,180 115,000 77,150 95,400

Uvalde County 79.610 58,080 79,100 61,600 92,200

Study Area 184,950 141,260 194,100 138,750 187.600
Irrigated Crop Acres

Medina County 31,989 43,996

Uvaide County 45,913 59,109

Study Area 77.902 103,105
irrigated Land

Medina County 37.330 41,604

Uvalde County 51,772 49,811

Study Area 89,102 91,415

Source: US Department of Commerce, Bureau of the Census. Census of Agriculture 1992; Texas
Water Development Board, Survey of Irrigation 1994; Texas Agricultural Statistics Service,
Texas Agricultural Statistics, 1994,

Sources of Irrigation water. Most irrigation water in Medina and Uvalde Counties
is drawn from underground sources. Groundwater sources include the Edwards aquifer in
both counties, the Carrizo formation in Medina County and the Leona aquifer in Uvalde
County. It is estimated that Carrizo wells are used to irrigate less than 3 percent of Medina
County’s irrigated crops, and that Leona wells are responsible for about 10 percent of
irrigation in Uvalde County. Surface water irrigation accounts for about 20 percent of
irrigation in Medina County, where the principal source of surface water is the Bexar-
Medina-Atascosa Irrigation District. Surface water isnot a significant source of irrigation in
Uvalde County. Exhibit VII-9 details our estimates of total land acres irrigated from
different groundwater sources in the two-county area.
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EXHIBIT VH-9.
Land Acres irrigated from Edwards Aquifer,
Medina and Uvaide Counties

Acres irrigated by groundwater 81,830
Less acres irrigated from Carrizo wells (1,600)
Less acres irrigated from Leona wells (4.880)
Equals acres irrigated from Edwards weils 75,350

Source: TWDB and BBC Research & Consuiting.

Cropping patterns. The composition of total cropland by crop type can also be

estimated from these agricultural data sources. Cropping patterns reported by each source
are detailed below.

Census of Agricuiture. The U.S. Bureau of the Census estimated that about 185,000
acres of crops were harvested in the study area in 1992. Approximately 78,000 of these
harvested crop acres were irrigated, 106,000 were not irrigated; 850 acres of soybeans were
not categorized according to irrigation status. The crops with the greatest total number of
harvested acres in the study area were corn (56,000 acres), sorghum (39,000 acres), hay
(27,000 acres) and wheat (24,000 acres). Only counting irrigated crop acres harvested, the

leading crops in 1992 were corn (38,000 acres), cotton (9,000 acres), and sorghum and
wheat (7,000 acres each).

Based upon Census data, over 105,000 total crop acres were harvested in Medina
County, of which 32,000 acres (30 percent) were irrigated. Nearly 80,000 crop acres were
harvested in Uvalde County, of which nearly 46,000 acres (58 percent) were irrigated.

Texas Water Development Board. The TWDB reports that a total of about
103,000 irrigated crop acres were planted in 1994 in the Medina and Uvalde study area
(with multiple crops counted as muitiple planted acre). The leading crops according to
irrigated acreage planted were corn (37,000 acres), sorghum (15,000 acres), wheat and other
grains (12,000 acres) and vegetables (10,000 acres).

Medina County farmers planted more acres of irrigated corn in 1994, while Uvalde
County farmers irrigated more sorghum; wheat and other grains; and vegetables.

Texas Agricultural Statistics. Estimates of harvested crop acres produced by TASS
indicate that the leading crops by harvested acreage were corn, sorghum and wheat in each
year. Estimates of hay acreage are not published by TASS.

Comparison of crop acreage estimates. Exhibit VII-10 compares crop acreage
information from the three principal data sources. In general, individual crop acreage
estimates are similar for each of the sources. The principal exception to this is in aggregated
categories such as vegetables for which TASS data are incomplete.
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EXHIBIT ViI-10.
Comparison of Crop Acreage Estimates by Type of Crop

Consus of TWDB Survey
Agriculture of Irrigation Texas Agricultural Statistics
1992 1984 1992 1994
{harvested) {planted) {harvested) {planted) (harvested) {planted)
Corn
Irrigated 38,283 37,170 -
Nonirrigated 17,743 - - - - .
Total 56,026 51,000 54,900 50,200 55,100
Cotton
Irrigated 9,432 8,855 - - -
Nonirrigated 2,466 . . - - -
Totai 11.898 - 11,900 12,100 10,700 11,300
Hay
Irrigated 5,203 4,750 - . -
Nonirrigated 22,238 - - -
Total 27,441
Oats
lrrigated 1,541 -
Nonirrigated 6.965 . - - -
Total 8,506 9,800 44,900 7,100 34,200
Sorghum
Irrigated 6,793 15,048 3,300 3,400 11,600 11,800
Nonirrigated 32,375 - 34,000 37,200 34,100 36.200
Total 39,168 37,300 40,600 45,700 48,000
Vegetables
Irrigated 7.344 9,956 - -
Nonirrigated 174 - - - -
Tatal 7.518 3,960 3,350
Wheat
Irrigated 6,817 7.31¢ 4,600 5,100 4,500 6,200
Nonirrigated 16,866 - 20,700 34,500 15,500 31,000
Totat 23,683 25,300 35,600 20,000 37,200
Other
Irrigated 2.489 20,007 1,400 1.400 1,600 1,600
Nonirrigated 68 - 600 600 100 200
Total 10,710 * 2,000 2,000 1,700 1,800

* |nciudes other crops for which irrigation status was not reported.

Source: US Department of Commerce, Bureau of the Census, Census of Agricuiture 1992; Texas Water

Deveiopment

Board, Survey of Irrigation 1994; Texas Agricultural Statistics Service, Texas Agricultural Statistics, 1994.

The study team concluded that the three data sources were generally consistent, and
where differences arose, they could be explained. The differences between the Census of
Agriculture and Survey of Irrigation estimates appear reasonable. For example, in the case
of sorghum, the Census reported about 6,800 irrigated acres in the study area in 1992
whereas the Survey reported 15,000 irrigated acres in 1994. The implied increase appears
to be supported by TASS data which show a dramatic increase in irrigated sorghum acres
between these two years. Further, none of the three data sources alone were adequate to
provide all of the information on crop production required for this study. Therefore, the
study team used each of the three data sources in combination to develop baseline estimates
of irrigated crop acreage, nonirrigated crop acreage, harvest ratios, yields and prices:

e irrigated crop acreage was estimated using TWDB information for 1994,

* nonirrigated crop acreage was estimated from Census of Agriculture data for

1992,
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*  when these sources did not offer a direct acreage estimate for a given crop,
acreage estimates were prepared from the other sources or from the input of
local experts, and

* crop harvest ratios, prices and yields were taken from Texas Agricultural
Statistics Service publications (we used an average for 1990 through 1994).

These initial estimates were reviewed with individuals knowledgeable about locai
agricultural activity.

While the yields and prices used in the analysis reflect average 1990-1994 values, the
1994 irrigated cropping pattern included a higher than average proportion of acres in corn,
cotton and vegetable production. If alternative irrigated cropping patterns found in earlier
years were incorporated in the analysis, both baseline farm activity and potential impacts
could differ somewhat from this analysis.

Value of crop production. The total value of crop production in Medina and
Uvalde Counties is estimated to be $52 million in a typical year. Irrigated crops represent
three-fourths of the total value of crop production, or about $38 million. Corn crops occupy
the largest amount of irrigated acreage in an average year, produdng over $12 million in
farm receipts. The value of vegetable crops in the area exceeds $9 million.

The values attributed to oats and wheat include estimates of weight gain by cattle

grazing on portions of these crops. An estimate of cotton seed value is also added to the
value of cotton lint production.

Nonirrigated crops, which post smaller harvest ratios and yields, generate about $14
million of total production value. Estimates of total annual production value in the study
area for irrigated and nonirrigated crops are presented in Exhibit VII-11. (Detailed tables
illustrating the bases for these estimates are presented in Section VIII.)
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Exhibit Vil-11.
Gross Value of Irrigated and Nonirrigated Crop Production in Medina and Uvalde
Counties by Crop Type (Millions)

Irrigated Crops Nonirrigated Crops
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Source: BBC Research & Consulting.

Operating Income. Estimates of the costs of crop production, based upon crop
budgets prepared by the Texas Agricultural Extension Service for 1994 and 1995, were
subtracted from our estimates of crop value to identify aggregate farm operating income.
Operating income, that income earned by farmers after deducting the variable costs of crop
production, is estimated to be about $15 million in the study area in a typical year. About
one-third of this income is attributed to the production of irrigated vegetables. Irrigated
corn crops produce the next greatest proportion of total operating income, about $4 miilion.
In total, irrigated crop production accounts for nearly 80 percent of aggregate farm operating
income in the area. The approximate breakdown of farm operating income generated by
different crops in the study area is presented in Exhibit VII-12.
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EXHIBIT Vii-12.
Aggregate Farm Operating Income
in Medina and Uvalde Counties by Crop Type (Millions)

Irrigated Crops Nonirrigated Crops
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Source: BBC Research & Consuiting.

Farm expenses which remain to be paid out of the operating income figures

presented here include crop financing costs; payments for land, buildings and equipment;
taxes and general farm overhead costs.

Economic Sectors Directly Linked to Irrigated Agriculture

Local businesses that are directly linked to irrigated crop production include
suppliers of farm inputs and those that purchase farm outputs.

Input suppliers. Local crop production requires large purchases of inputs such as
seed, fertilizer and chemicals. Important suppliers in the area include Mumme's, Inc.
(multiple locations), Helena Chemical in Uvaide, Uvalde Farmer’s Co-op in Knippa, Central
Valley Chemical in Uvalde and Chapman Grain in Hondo. Between 10 and 50 people might
be employed at each location of these suppliers. Additionally, the application of chemicals
on local cropland supports a number of aerial and field applicator businesses.

Most of the farms in Medina and Uvalde Counties make their input purchases from
these local businesses and others. In the case of seed, chemicals and fertilizer, we estimate
that 70 to 85 percent of farm purchases are made within the study area. Similarly,
suppliers say that local farms account for most of their sales, ranging from 55 percent to 95
percent depending upon the business and type of supply in question. Several local farmer
dealers also offer seed to farms in the study area. Purchases of fuel, repair services and

lubricants are also significant components of farm costs, with most of these expenditures
made locally.
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Farm operators within the two-county area also purchase such equipment as farm
machinery and irrigation equipment. Past unfavorable economic conditions have driven
some farm equipment dealers out of the area. Most farm equipment purchases are now
made from dealers in neighboring areas such as San Antonio and Pearsall, although, there
are farm equipment dealerships in both Uvalde and Castroville which would likely be
impacted by water transfers.

Output handlers. Local farms are also closely tied to those who buy their crops.
The bulk of local grains are purchased by local elevators for local use and for shipment out
of the area. Some grains are purchased directly by local feedyards. Additionally, white
food corn is purchased by several local mills for processing and shipment to food
manufacturers.

Many local vegetable companies acquire produce from local farms. Frequently, the
relationships between local growers and shippers is well established, the grower contracting
acreage to the shipper for the coming season. Shippers are heavily concentrated in the
vicinity of incorporated Uvalde. Among them are Cargill Produce, Wintergarden Produce,
Eddy Produce, Pentagon Produce, McBryde Produce and others. Frozen vegetable
processor Dean Foods is a complementary business and a significant employer in the area.

During the harvest season, even a smaller shipper specializing in a single vegetable
crop can employ hundreds of people in harvesting crews. The work is seasonal, but the
climate and stable sources of irrigation allow most of the shippers to operate nine to ten
months per year. (Laborers may work for one shipper during part of the year and for others
during other seasons). Harvest crews and line workers tend to be local residents, though
some migrant workers are employed.

Several cotton gins operate in Medina and Uvalde Counties, often ginning cotton lint
on behalf of local farmers who are co-operative owners. Gin operators indicate that they
hope to receive enough revenues from the sale of cotton seed to cover the expenses of
ginning, Profits then flow back to the farmer-owners in the form of cash distributions or
increased equity in the gin.

Finally, crop growers, handlers and input suppliers make use of trucking and rail
transportation throughout the year. In some cases the transportation function is integral to
the operation of the crop handler, such as the grain elevators. In other cases, these
agricultural businesses make use of regional brokers and transporters to service their needs.

Farm finance. Farmers often rely on mortgages for financing purchases of land and
buildings. These mortgages are rarely issued by local commercial lenders, however. Federal
land banks make most of these mortgages. The Federal Land Bank has local offices in both
Uvalde and Devine.

Farm operators do go to local banks to obtain operating loans and some equipment
loans. There are nine commercial banks in Medina and Uvalde Counties. In total, they had
assets of approximately $500 million and employed about 195 people at the end of 1995.
Loans to irrigators are a much more important part of local banks’ business than to dryland
farmers because of the bigger operations of irrigators and due to the risky nature of
nonirrigated farming in Medina and Uvalde Counties. Conversations with local bankers
indicate that loans made directly to Edwards irrigators might represent six percent of their
collective loan portfolios. Some banks have extended a much greater proportion of their
loans to other businesses tied to irrigated agriculture.
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Power purchases. Most farmers in Medina and Uvalde Counties receive their
power from the Medina Electric Cooperative, Inc. This electric cooperative serves all or
parts of 17 counties extending over 200 miles north to south from Edwards and Real
Counties to Starr County on the Mexico border.

Medina Electric’s long range financial forecast projects 1996 revenues of about $28
million. About 12 percent of 1996 revenues are expected to come from irrigation sales.

Medina Electric reports that one-third of its irrigation revenues come from Edwards
irrigators.
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SECTION VIII.
Direct Effects of Potential Edwards Aquifer Water Transfers

This step of the impact analysis considers the direct effects on Edwards irrigators
under the water transfer scenarios identified in Section V:

1. 100 percent transfer of Edwards irrigation with compensation,
100 percent transfer of Edwards irrigation without compensation,

50 percent transfer of Edwards irrigation with compensation, and

oW

50 percent transfer of Edwards irrigation without compensation.
Conditions under each scenario are compared with baseline conditions.

Exhibit VIII-1 outlines the steps applied in examining direct impacts of the water
transfers on Medina and Uvalde County farmers. As shown, we began by projecting
changes in land use. Changes in the total number of planted acres and changes in the
number of irrigated and dryland acres by crop type were estimated. Combining these
projections with estimates of average yields and prices, the study team then estimated
changes in gross crop values for agriculture in the two counties.

Changes in farm net income before fixed costs were projected based upon gross crop
value less our estimates of variable costs. This produced estimates of farm operating
income. (We discuss our rationale for not including fixed costs in these estimates later in
this section.)

Because the “with compensation” scenarios include payments to land owners for
their irrigation supplies, analysis of changes in total returns to farmers also takes into
account income earned from the proceeds of the water sales. This is the fourth box shown
in Exhibit VIII-1. Our analysis considered capital gains taxes on the proceeds from the
water transfers as well as the prospect that land owners might need to repay a portion of
any outstanding debt on the formerly irrigated land.



We concluded our analysis of direct impacts with a qualitative assessment of how

different types of farmers would fare under these scenarios.

The long-term financial

viability of farm operations under these scenarios was considered. Differential impacts on
owners versus renters of irrigated land were also assessed.

EXHIBIT VIII-1.

Overview of Analysis of Direct Impacts on Farmers

Changes in fand use

- Acres planted
- Crop types

Yields

Changes in crop value Prices

Variable costs
Changes in farm
net income

Proceeds from
water transfers

Changes in total returns

to farmers Capital gains taxes

Debt repayment

Debt
Overview of direct

impacts on farmers Present viability

Risk

Land cwners

Renters

Source: BBC Research & Consulting.
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The balance of this section presents our findings for each of these elements of the
direct impact analysis.

Changes in Land Use

While some land may be removed from agriculture altogether, there are several

factors that support the assumption that most land would continue to be farmed without
irrigation.

Changes in acres planted. Based upon analysis of the local agricultural economy
and discussions with farmers, the study team projected that most crop land removed from
irrigation would be converted to dryland farming. For simplicity, 100 percent of the acres
no longer irrigated were assumed to be farmed on a dryland basis. “Thus, our analysis
reflects no change in the acreage devoted to farming in Medina and Uvalde Counties. Under
the 100 percent transfer scenarios, 75,350 irrigated acres would shift to dryland farming.

Under the 50 percent transfer scenarios, almost 38,000 irrigated acres would shift to
dryland farming.

Factors supporting this assumption include the following. First, irrigation came
relatively recently to Medina and Uvalde Counties beginning in the late 1950s with
significant expansion in the 1960s and 1970s. Agriculture developed in both counties prior
to groundwater irrigation (although surface water irrigation from Medina Lake dates back to
the 1920s). Second, a substantial amount of nonirrigated land is now farmed. Third,
analysis of crop budgets for the area indicates that the average returns from dryland
farming cover variable costs. Finaily, discussions with local farmers suggest that most
irrigated acres would be converted to dryland farming. The lands most likely to go out of
crop production would be those in the western portions of the study area which see lower
rainfall than in eastern Medina County. While some of these western lands might convert to
livestock; for the purposes of this study, all of the acreage is assumed to stay in crop
production. (This assumption leads to somewhat understated estimates of potential
impacts of water transfers on the local economy.)

Changes in crops. Projecting changes in crops by type required two steps. First,
the study team identified the types of dryland crops that would be grown on the formerly
irrigated acreage. Then, for the 50 percent transfer scenario, the study team projected the
types of crops that would be removed from irrigation and the acres by type of crop that
would remain in irrigation. (Under the 100 percent transfer scenario, all Edwards irrigated
crops are removed from irrigation.)

Increases in dryland crops. The crop distribution on acres converted from irrigation
to dryland farming was assumed to mirror the present dryland crop distribution in each
county. This distribution is presumed to embody the best combination of expected income
and manageable risk for local farmers. That is, irrigated land in Medina County would
convert to dryland crops in the same proportions as currently found for dryland farming in
Medina County (with the same true for Uvalde County). This approach was used for each
of the transfer scenarios.

Based upon this assumption, the amount of study area acreage in dryland sorghum,
wheat, oats and hay and pasture would substantially increase under any of the transfer
scenarios. The total (irrigated and nonirrigated) acreage in hay, for example, might increase
from 24,000 acres under the baseline to 43,000 acres under the 100 percent transfer
scenario. Exhibit VIII-2 summarizes the estimated amount of irrigated and dryland crop
acreage under the baseline, 50 percent transfer and 100 percent transfer scenarios.
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Decreases in irrigated crops. Under the 100 percent transfer scenarios, all crop
irrigation in Medina and Uvalde Counties using Edwards wells would cease. The only
remaining irrigated agriculture would be from Medina Lake, and Carrizo and Leona weils.
As shown in Exhibit VIII-2, the remaining irrigation would total about 17,000 crop acres.
While there might be shifts to higher value crops on the remaining irrigated land, we
assumed that the crops grown on the non-Edwards irrigated acres would not change from
the crops seen today.

We examined two sets of assumptions concerning changes in crop types under the 50
percent transfer scenarios. Under the first set of 50 percent transfer scenarios, we assumed
that one-half of Edwards irrigated cropland would shift to dryland crops. This set of
assumptions in reflected in the 50 percent transfer-A column in Exhibit VIII-2.

Under the 50 percent scenarios, it is possible that the acreage now in highest value
crops — vegetables — would remain in production. Vegetable farmers might be the last to
sell their irrigation supplies, and if they did, others might shift irrigated lands into
vegetables to meet the demand of local shippers and processors. Similarly, if irrigated land
went out of production due to regulation, vegetable farmers might purchase or lease
additional irrigated land to make up the lost vegetable production (or other farmers could
begin growing vegetables on their remaining irrigated land).

If vegetables stayed in production, the decreases in irrigated crops under the 50
percent transfer scenarios were assumed to come proportionately from all non-vegetable
crops currently irrigated within each county. For example, because corn comprises about
one-third of all non-vegetable acreage that is now irrigated from Edwards wells in Medina
and Uvalde Counties, one-third of the acreage coming out of irrigation would be irrigated
corn. The net result is that, except for vegetables, acreage in each Edwards irrigated crop in
Medina and Uvalde Counties would be reduced by 55 percent. (This number is higher than
50 percent to make up for all of the vegetable acreage remaining in irrigation.) The resulting
crop mix is shown as 50 percent transfer-B in Exhibit VIO-2.

Changes in Crop Value

Transfers of irrigation supplies would reduce the total value of crop production in
the study area because of changes in the crops grown, the lower percentage of dryland acres
planted that are actually harvested, and lower dryland yields for each harvested acre of
any crop. (We assumed no changes in crop prices, although the analysis does reflect the
fact that dryland corn for grain brings a lower price than corn for food, an irrigated crop.)

100 percent transfer scenarios. Exhibit VIII-3 presents a model of farm activity in
Medina County under baseline or “pre-transfer” conditions. Exhibit VIII-4 presents farm
activity in Medina County if 100 percent of the Edwards irrigation were transferred. The
models portrayed in these two exhibits calculate the gross crop value for irrigated and non-
irrigated crop acres based upon:

¢ number of irrigated and dryland acres planted by crop type,
+ the proportion of planted acres for each crop type that is harvested,
e the yield per harvested acre, and

e the crop price per yield unit.
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The only difference between the baseline model (Exhibit VIII-3) and the 100 percent
transfer model {Exhibit VIII-4) is the number of irrigated and dryland acres in each crop.
The assumptions for harvest percentages, yields and prices are the same under the baseline
and the 100 percent transfer scenario. The study team estimated values for each of the
factors listed above from historical averages, crop budgets and other local data.
Assumptions were then reviewed with local farmers, agricultural extension agents, and other
individuals knowledgeable of local farming. It is important to note that these assumptions
represent average conditions and are not reflective of any one year. For example, these
estimates of gross crop production reflect neither the high grain prices seen in 1396 nor the
impact on dryland yields from the drought. In Exhibits VIII-3 and VIII4, the total value for
each type of crop (a row in the table) is determined by multiplying across the row. Gross
crop value for vegetables pertains to value in the field (unpicked).

As shown in Exhibit VIII-3, the gross value of irrigated crops in Medina County is
estimated to be $19 million under the baseline conditions. There is about $10 million in
dryland crop production estimated in the baseline model.

The only acres remaining in irrigation in Medina County under the 100 percent
transfer scenarios (Exhibit VIII-4) are those with Medina Lake supplies or Carrizo wells
(about 10,000 acres planted). The study team projected gross production for remaining
irrigation to be $5 million under the 100 percent transfer scenario. All formerly Edwards
irrigated acreage is in dryland crops under this scenario. The gross value of dryland farming
increases from the $10 million seen under the baseline to $14 million under the 100 percent
transfer scenario. Combining irrigated and non-irrigated crops, the total value of crop
production in Medina County would be $19 million. This production would be $10 million
per year less than under baseline conditions (a 35 percent decrease).

Exhibit VIII-5 and VIII-6 summarize the baseline and 100 percent transfer models for
Uvalde County. As shown in Exhibit VIII-5, baseline crop production in Uvalde County
totals $23 miilion (about $19 million in irrigated crops and $4 million in dryland crops)-
Under the 100 percent transfer scenario (Exhibit VIII-6), only the acreage with Leona wells
remains in irrigation. The total value of irrigated crop production in Uvalde County under
the 100 percent transfer scenario would be $2 million per year, nearly $17 million less than
found in the baseline. Production of dryland crops would increase from less than $4 million
under the baseline to nearly $9 million under the 100 percent transfer scenario. Thus, the

total value of crop production in Uvalde County would decline by $12 million per year (52
percent decrease).

Combining the two counties, crop production would decline by $22 million per year
under the 100 percent scenario. In other words, the value of crop production would
decrease by about 45 percent for the study area as a whole. This relative impact would be
greater but for the small amount of Medina Lake, Carrizo and Leona-based irrigation
remaining under the 100 percent transfer scenario.

BBC Research & Consulting/G.E. Rothe Company/R.L. Masters Environmental Consuiting Vil - 6



“qunInsuo) ¥ yNeasay 08 [32in0§

TF¥'8iLBT & 262 11T LEEEET ®i01

SES'FIZ'OL § 001’89 LER'BR paredunuoN

€96'008'€T 3 908°c95'8T § 86T'EP QOSSP paredun
1n01

088°65¢'T BSS'¥ 0oL’y L2108

paied|ijuoN

#TEEFTT 88 039'85¢F'L 655'% 11 oor'y paediul
iang

y08°LEC'T 05L'v6Z SOv'E EFG'ET 12101

69.'896 LL-X4 006'rLZ sioysng §0E 000'6 69 EYO'ET paieBiueN

TIS'ED 6 SE0'69 ¥6'T a5z 0T s|susna 0°0% SOr 8 00% paiedim
mweym

0ZE'69L'E Q96'E 096'¢ 1008 4 le1o)

. paedvoN

PEO'BIT'E 1%:] 0Z6'69L'E 00'Z56 096'€ save 1 096°E 66 000’y paeduy
qrIsFen

9SE'9RS'E 5¥9'S06 962'97 *ZL'6T el

+19'896' %€ 059'6¥L Wl B'IE D05'EZ 8 114844 pREBINON

0BL'6¥S &8 THL'LTY 96t 866'S5T wy Elv 862t 16 00F'E pagedi
wnydiog

080'90T'T 089'5E 009'1L 009'1 felo]

- - - paeduon

1] 080'90T'T 00'TE 089'GE wo £7TT 009'T 001 009'T paeduy
spnuvegd

B9L'TH6 008'897 006’ 00591 (23

T5L'T06 04 00Z'E9T siausna O'vE o008’y ot 0008t paredmuoN

S6Z'YS (4] 910’69 191 003'S siausny 095 o0t [114 008 paledin
Qg

0¥ PTE'E 165'LS 198'st rre'it rewel

000°951°2 or'89 005°2¢ s §T CO0EL 05 rEYrL pa1eduieN

YBE'66 9 |f0r'999°t ob'e9 60T sun 69 198°E 66 006’ paedi|
fey

S¥6'815C SIZ'UER'E 19z'y oty jleyoL

BER'BIT 850 00Z'reY sounod T'¥Zy 0001 L4 ¥oo'r pa1edunuoN

[ 444 001 e0T'ZFT'L 85’0 SIOPIF'E spuned O'SEO'T 192°¢ 66 ooe'e parediny
o330

08z ¥15'0T 00¥'BEL'E 8r6'8E e (L2358

r99'6£6'Z [+:: 4 OFD'0ET'E sjqusng £'19 008’91 16 zor'gl paieRjion

vZP'8Er'9 $ % 58 CICR 71 $8T $ 092159 s|usng 0°0ZT BrY'ZT X BE 009'ZZ paedun
onpp daud e speempy Lq wnpp doi e pros sed nanp sioy p 1ed peis  POSSANH  peiuvd Jo JusNng  pejus]y doaa

.3y sy wopd doid smiay

Ajunon eupeiy U] AYApOY uued sujjeseg
€A 1I8IHX3




‘Bupnsuoy g yaeasdy HEd 8Nog

GZO'EPE'BT $ osr'toT LEE'EET jelel

zAL'OPT'VT § cLT'vE £86°'CT1 pajeBuIuoN

€ra’zoL'v $ giT'OT +SEOT paiedug
1230y

990°'cLT i1tS 95 1e10)

- - - paiefunuonN

890'GLT L¥S 16 v9S paiedy
10430

€G9'9¢E'T 8Z9'T8E zZev'zt 260°8T el

DET'TYE'T vE'T 800°'08E sjausng  G'0E &st'zl 69 L60'8T palefiiHuoON

£ZS5'G re'T [af4: 204 s|aysnq  0°0S ZE 18 or paied
oYM

988°'0v9 €29 €19 089 el

- - - - - pa1edluoN

988'0v9 00'ZS6 LG sajoe 0Ot €L9 66 089 paredin
sa|qeiedan

geG LLT'Y 6¥6'vYSO'T S68'ZE +TT'9E 12101

Sr9'60T'Y 96'€ 6BLLED'T wma 6'TIE €ES'ZE 16 0GL'SE paredunuoN

CE6'L9 96'E 6ST'LT wr  ELr £9€ 6 vLiE pajediusl
wnydios

ORBO'90T'T 089'GE 009'T 009'T [1:31e 78

- - - w3 - - - - pajed|anuoN

080'90T'T O0'TE 089°'cE W EZT 009'T 00T 009'T paiedi)
synueed

6SV'vST'T 9.€£'82C £59'9 06T'ZZ 1ejoL

BELBYT'T 9T 8T6'5ZT s1aysnq  O'vE sr9'9 [¢]4 051’z paiediuoN

1LY 9t srv s|susng  0°9S 8 oc ov paiedu
180

E€BR'ESE'Y £85'89 9z9'1IT Z99'€d el

65Y'LH6'T or' 9% Z66'vY sucl G5 166°'LT 06 966'6T paefiivoN

£ZP'99S'T or'9g I6G'ET sucl §'9 6Z9°E 66 299't payedu
Aey

ZYT'EBE BFZ'LBS v8E'T eiv't ey

ZTrZ'e8E 8GO 8#T'L8S spunad Z'vZv voE'T ve e2v'T parediuoN

. 850 . spuncd O'SrO'T - 66 : pared
uood

09L'60ZT'E ZE88'E96'T 08s'9Z |v6'8T 1e10]

895'690'V 09’z 8TT'G9S'T s|aysnq E€°L9 2ST'ET 16 865°6Z pajediljuoN

Z6T'9ET'T ¢ GB'Z 3 +99°'B6E slaysng 0°0ZT ZZE'E % 86 06e'E paiediul
[T7T- T
onjea do:d un plejA s0d uojanpoid o1oy paserlel Jod PISIA  POISIAINH pojutid JO Juedied pojuRid doid

8049 oNHid dosd 012y 2 $0I3Y DPIISeAIRH sy

uoponpaey uopesii| spiempl %00T
f3unos eupan U] A}A|OY uuel
“+-IIA LIGIHX3




50 percent transfer scenarios. If one-half of the acres currently irrigated by
Edwards wells in Medina and Uvalde County were converted to dryland farming, the value
of crop production in these two counties would drop by $11 miilion per year, or about 21
percent. If 50 percent of the Edwards irrigated acres were converted to dryland crops, but

irrigated vegetables remained in production, study area crop production would decrease by
$8 miilion or about 15 percent.

Exhibit VIII-7 presents acreage by crop, crop production and gross crop value for
Medina County under the 50 percent transfer scenario assuming a 50 percent decrease in all
Edwards irrigated crops. Exhibit VIII-8 presents the same information for Uvalde County.

Exhibits VIII-9 and VIII-10 present these same figures assuming no change in vegetable
production.

Changes in Farm Net Income

The impact estimates presented above represent changes in the total value of crop
production. Total changes in net income to the farmer would be less because non-irrigated
crops require fewer inputs. The following analysis of changes in farm net income account for
these differences in variable costs. These estimates represent average conditions for the
“average farm”; in any given year, high or low crop prices, input prices or yields could
substantially alter these figures. These estimates reflect input ratios and input prices from
the most recent available TAEX crop budgets for the region including Medina and Uvalde
Counties, with crop prices and yields based upon five year averages. The impacts on net
income are in pre-tax dollars.
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Another way to consider financial impacts on farmers is to examine net income after
both variable and fixed costs. However, the primary components of fixed costs are the cost
of land and irrigation equipment. Under the transfer scenarios, the land converting to
dryland farming was formerly irrigated, and the fixed costs reflect its former use in
irrigation, not dryland farming. Therefore, it is not appropriate to distinguish between the
fixed costs of irrigated versus dryland agriculture. The study team separately examined
potential resale value of irrigation equipment.

100 percent transfer scenarios. As discussed in Section VII, annual net income
from crops to irrigators and dryland farmers in Medina County, before fixed costs, is
estimated to be $9 million under baseline conditions (see Exhibit VIII-11). Net income per
planted acre (including irrigated and dryland acres) averages $66 in Medina County.

Under the 100 percent transfer scenario (Exhibit VIII-12), net farm income before
fixed costs would be $5 million for Medina County, $4 million per year below baseline

conditions. Average returns per planted acre would decline to $37 under the 100 percent
transfer scenario.

As shown in Exhibit VIII-13, net income to farmers in Uvalde County before fixed
costs is estimated to be $6 million for the baseline. Returns per planted acre average $61.

For Uvalde County, net farm income before fixed costs under the 100 percent
transfer scenario would be $2 million per year, $4 million below baseline conditions.
Average net income per acre would be $18 in Uvalde County under the 100 percent transfer
scenario. Exhibit VIII-14 details these calculations.

Adding Medina and Uvalde County impacts from the 100 percent transfer scenario,
study area net farm income before fixed costs would be $8 million per year lower than under
baseline conditions. Net income before fixed costs would decrease by about one-half.

50 percent transfer scenarios. As shown in Exhibit VIII-15, net farm income
before fixed costs is estimated to be $7 million per year for Medina County under the 50
percent transfer scenario. The corresponding income figure for Uvalde County is $4 million
per year (see Exhibit VIII-16). Thus, the impact on annual net income from transferring 50
percent of the Edwards irrigation is $2 miilion on Medina County farmers and $2 million on
Uvalde County farmers ($4 million per year combined impact, a 25 percent reduction). If
production of vegetables remained unchanged, the impact on study area farm net income
before fixed costs would be $1 million for Medina County farmers (see Exhibit VIII-17) and
$1 million for Uvalde County farmers (Exhibit VIII-18).
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Changes in Total Returns to Farmers

If farmers were compensated for transferring their irrigation supplies, the financial

impacts on former irrigators would be much different than described under “Changes in
Farm Net Income.”

Proceeds from imigation sales. Under the assumption that owners of irrigated
land would receive $1,000 for each acre no longer irrigated and assuming 75,350 acres of
Edwards irrigated land would be transferred under the 100 percent scenario, owners of
irrigated land would receive a one-time pre-tax payment of $75 million dollars. Under the
50 percent transfer scenario, land owners would receive $38 million before taxes.

In addition to the possible direct compensation for irrigation supplies, certain
irrigators may also be able to recoup some of the value of their irrigation equipment. An
increasing proportion of irrigation in Medina and Uvalde Counties is by center pivot. We
estimate that about 35 percent of irrigated acreage is now in center pivot systems. Based
upon local interviews, new center pivot equipment costs about $400 to $500 per acre, and
salvage value might be 20 percent of the initial cost, or about $100 per acre. Most of these
sales might be to Mexico. There would be little salvage value for furrow or drip irrigation
systems. Under the 100 percent transfer scenarios (with or without compensation), about
26,000 acres irrigated with center pivot systems would go out of irrigation, and at $100
salvage value per acre, an additional $3 miilion in proceeds would go to farmers selling their
center pivot systems. This increases the one-time pre-tax payment under the 100 percent,
compensation scenario to $78 million. Under the 100 percent transfer, no compensation
scenario, the $3 million salvage value would be the only proceeds from the transfer. (Some
farmers may have outstanding debt on the center pivot systems, some of which is from a
District loan program. Repayment of these loans is discussed later in this section.)

One tends to see center pivot in the larger, more advanced, and profitable farm
operations. Therefore, under the 50 percent transfer scenarios, we assumed that none of the
acres in center pivot irrigation would come out of production. Under these scenarios, there
would be no extra return to farmers from the salvage sale of center pivot equipment.

Use of the proceeds. The study team examined several possible uses of the
proceeds from irrigation sales.

Taxable nature of the proceeds. The first demand on the compensation proceeds
from water transfers would probably be to pay federal income taxes. Farmers would likely
pay capital gains taxes on the proceeds from the sale, less the basis in the property relating
to the value of the water. (Farmers now face this tax issue when they sell off a portion of
their land holdings and need to separate their basis in the land from their basis in the
improvements.)

For example, if a farmer sold irrigation supplies for land that he bought for $1,200
per acre, he would pay taxes on the difference between the proceeds and the basis in the
property pertaining to irrigation. If one-third of the value of the land was related to
irrigation, then the capital gain would be $600 per acre ($1,000 less $400 basis for the
irrigation). At the current top tax rate for capital gains — 28 percent — this farmer would
pay taxes of $168 per acre. The after-tax proceeds would be $832 per acre. (The sale
would push most farmers currently in the 15 percent tax bracket into the higher tax bracket
where a 28 percent capital gains rate would apply.)

The above exampie would be relevant. for some land ownmers, but not all. For
example:
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» Capital gains would be much higher for farmers that bought land 30 to 40
years ago when land prices were low.

¢  Farmers that bought land 10 years ago when prices were high could have an
irrigation basis in the land much closer to the amount of proceeds from the

sale of irrigation supplies. Therefore, capital gains would be lower for these
farmers.

¢ Individuals recently inheriting land might have little or no capital gains since
the basis in the land is adjusted to market value at the time of inheritance.

+ Some of the “irrigation basis” in the land might be related to irrigation
equipment, which may have been partially or fully depreciated by the farmer.

Any sale in which the farmer recaptured this depreciation would add to the
taxes owed. '

e  Some farmers might face tax rates of only 15 percent on the capital gain.

e  For farmers showing operating losses, some of the proceeds would simply
offset losses and not be taxed.

e It might be possible for farmers to have a tax free exchange if they purchased
additional irrigated land with the proceeds from the sale of the irrigation
supplies. (However, purchases of nonirrigated land might not be eligible for
this special tax treatment because such land may not be considered “like
property.”)

The above examples illustrate the complexity of analyzing taxability of proceeds
from a water transfer. Not only are there a diversity of tax positions among local farmers,
but the lack of precedent makes this a somewhat uncertain area of tax law. Therefore, the
study team incorporated a very simple approach to the issue of tax implications from
proceeds of the sale. We assumed that farmers on average have $200 basis in the irrigation
supplies for each acre of irrigated land. (This relatively low basis is used because of the
large number of long-time land owners in the area.) With this assumption, an average of
$800 per acre would be a taxable gain. Assuming a 28 percent tax rate, $224 in taxes
would need to be paid, and the after-tax proceeds would be $776. While this may be a

reasonable assumption for this impact analysis, it might not represent the characteristics of
individual land owners.

We also considered tax implications from salvage sale of center pivot irrigation
equipment. Because the equipment is a depreciable asset, and some or all of the initial
investment would be depreciated at the time of any salvage sale, the difference between the
pre-tax proceeds and after-tax proceeds is not clear. For simplicity, we assume that after-
tax proceeds from sale of center pivot irrigation equipment equal the pre-tax proceeds.

Continuation in farming. The discussion of changes in farm income in the previous
pages is based upon the premise that currently irrigated land would remain in production on
a dryland basis if each land owmer sold his or her irrigation supplies. However, this
assumption does not necessarily mean that the former irrigator would stay in farming. The
land owner might retire from farming altogether, selling or leasing the land to another farmer.
Some irrigators might sell their property and move out of the area. Others might sell most of
their land and use the combined proceeds to pay off debts and invest in new businesses or
retire. Some may buy more dryland acreage with the proceeds from the sale of irrigation.
Even with the proceeds from the transter, some farm operations may still fail. There would
probably be as many responses to a sale of irrigation supplies as there are trrigators.
However, for purposes of quantifying the economic effects of irrigation sales, we assume
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that land owners would stay in the area. (If after receiving the proceeds of the sale, former

irrigators left the area, total impacts on the local economy would be greater than estimated
in this study.)

Investment of the proceeds, One way of analyzing the impact of the proceeds
from any sale of irrigation supplies is to assume that farmers would invest the proceeds and
earn annual investment income that would augment the returns from dryland farming.
Assuming a conservative investment such as one year Treasury bills, farmers might obtain a
yield of about 6 percent interest (pre-tax). This would return about $47 per acre if farmers
invested all of the proceeds after paying capital gains taxes (using the assumptions outlined
above). Therefore, if all of the proceeds from the sale were invested, farmers would
annually receive about $3.5 million in investment income under the 100 percent transfer
scenario and about $1.8 million under the 50 percent transfer scenario. Adding annual
returns from investing the salvage value of center pivot irrigation equipment, farmers would
receive about $3.7 miilion under the compensated 100 percent transfer scenario, and $0.2
million under the uncompensated 100 percent transfer scenario.

Most irrigators are in the 15 percent or 28 percent federal income tax brackets,
presumably self-employment taxes would not apply since investment returns would be
outside the business. Therefore, marginal tax rates of 15 to 28 percent are typical for all but
the most profitable (and least profitable) irrigators. Using the 28 percent marginal tax rate,
a $47 per acre income before taxes translates into $34 per acre after taxes. Total after-tax
returns from the proceeds of the sale would be $2.6 million under the 100 percent transfer
scenario and $1.3 million under the 50 percent transfer scenario.

Adding in the returns on proceeds from the sale of center pivot irrigation equipment
(under the 100 percent transfer scenarios only), annual after-tax returns from the
compensated 100 percent transfer scenario would be $2.7 million, and after-tax returns
from the uncompensated 100 percent transfer scenario would be $0.1 million.

The economic stimulus resulting from local spending of a portion of the annual
investment return from transfer proceeds was incorporated in subsequent impact analyses
in this report (Section IX, etc.) Itis also conceivable that a portion of the transfer proceeds
might be reinvested locally, providing funding for the creation of new local businesses or the
expansion of existing local companies.

In his retrospective analysis of the impacts of water transfers in Colorado’s
Arkansas Valley, Kenneth Weber specifically sought evidence of local reinvestment of water
transfer proceeds and found little or none. Although the potential for local reinvestment of
transfer proceeds would vary from place to place, this potential stimulus was not
incorporated in the subsequent impact evaluations for the Edwards case study.

Payment of debts. ltis very likely that much of the proceeds from sales of irrigation
supplies would go toward payment of outstanding debts. Many land owners that would
transfer irrigation supplies have mortgages on their land. Those financial institutions
holding the mortgages would be expected to require land owners to repay a portion of the
outstanding principal if they sold their irrigation supplies. (Most of the mortgages are held
by federal land banks, not private commercial banks.) If so, this would reduce the net
proceeds to the land owner, but also reduce the land owner’s debt service on the mortgage.
Interest rates on these outstanding mortgages typically range from 5 to 9 percent (rates at
the time of this report were around 8 percent). Assuming an average of about 7 percent, the
net financial effect on land owners would be roughly equivalent if they paid off outstanding
debts compared to investing all of the proceeds. This is true for returns before and after
taxes since interest on land is a tax deductible expense. (This analysis also holds for sale of
irrigation equipment, although interest rates on equipment loans might be somewhat higher.}
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Net financial impacts on Irrigators. Under the 100 percent transfer, compensation
scenario, the nearly $4 million pre-tax annual income from investment of the proceeds from
water transfers would not fully offset the $8 million per year pre-tax reductions in net
income from farming (before fixed costs). Accounting for certain fixed costs of farming
might make the difference in returns smaller. Also, the per acre income from the proceeds
from the water transfers would more than offset the per acre reductions in returns from
farming for all crops except vegetables.

Under the 50 percent transfer, compensation scenario, the $1.8 million in pre-tax
annual income from investment of the water transfer proceeds would not equal the $4
million reduction in pre-tax net income from farming before fixed costs. Again, net returns
might be closer to balanced after accounting for fixed farm operating costs.

Under the no compensation scenarios, there would be no offsetting returns from
proceeds from the sale except for minimal income from center pivot irrigation equipment
salvage.! The impacts would be nearly equal to those previously discussed under “Changes
in Farm Income” in this section of the report. Exhibit VIII-19 summarizes the net change in
annual returns to study area farmers under each scenario.

EXHIBIT VIll-19.
Net Change in Total Annual Returns to Study Area Farmers
(Computed with Baseline Conditions in Millions)

100% 50% 50%
Compensation Transfer Transfer - A Transfer - B
With compensation ($4) ($2) $0
Without compensation ($8) ($4) ($2)

50 percent transfer A assumes 50 percent of Edwards irrigated vegetables remain in production.
50 percent transfer B assumes all Edwards irrigated vegetables remain in production.
Source: BBC Research & Consuiting.

Summary of Impacts on Farmers

Impacts on iand owners under the “with compensation” scenarios. Under the
transfer scenarios in which owners of irrigated land would receive compensation, sale of
irrigation supplies would be voluntary and only take place if a land owner found it in his or
her best interest to forego irrigation in exchange for the one-time cash payment. By
definition, all selling land owners would benefit. Those that would not benefit at the offered
price would not sell. (The net ioss shown in Exhibit VII-19 for the 100 percent transfer,
compensation scenario shows a net loss primarily because fixed costs of farming were not

considered, and the price of $1,000 per acre might not fully compensate all vegetable
farmers.)

Impacts on land owners under the “no compensation” scenarios. Farmers’
circumstances would be substantially different if they were not compensated for transfer of

1 The study team examined whether land owners would be able to show losses on their tax returns if
irrigation rights were transferred without compensation. It is unclear whether iosses could be taken
at the time of the transfer of the property, or whether land owners would have to wait until they
disposed of the property. Even if losses could be taken at the time of transfer, many farmers would
have no net income to offset with the losses. Because of these uncertainties, no tax benefits resulting
from an uncompensated transfer of itrigation supplies were incorporated into this analysis.
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irrigation supplies. Under the 50 percent scenario, an owner of 1,000 acres irrigated by
Edwards wells would face a loss of value of about $500 per acre for one half of his acres, or
$250,000. Farmers with substantial debt may not be able to maintain profitable operations
and would need to restructure the debt, sell the farm or go bankrupt. Impacts would be
more severe under the 100 percent transfer, no compensation scenario. Farmers could lose
up to one-half the value of their formerly irrigated land. The owner of 1,000 Edwards
irrigated acres in the above example could lose $500,000 of the value of his land under this
scenario. For many, the remaining vaiue of the land would be less than the outstanding
mortgages on the land. Farmers with less outstanding debt might still be affected by
reluctance of lenders to provide new loans. Because of the high variability of income in

dryland farming, even financially secure farmers might go bankrupt during a multi-year
drought.

While it was not possible to develop precise estimates of the number of farmers that
would lose their farms if their irrigation supplies were removed without compensation, a
third or more of the present irrigators might be vulnerable to foreclosure. Including both
irrigators and dryland farmers in Medina County, and only induding farms with sales over
$10,000, 35 percent reported net losses in 1992 based upon statistics from the U.S. Census
of Agriculture. About 47 percent of these farms reported net losses for 1992 in Uvalde
County. Our analyses suggest that other farmers would purchase the land of farmers that
went bankrupt as a resuit of the water transfers, and they would continue farming the land
on a dryland basis, somewhat mitigating the effects on the regicnal economy. Even so, the
study team concludes that the 100 percent transfer, no compensation scenario would have
profound financial effects on existing owners of land irrigated by Edwards wells. For many,
such a transfer would permanently put them out of the farming business.

Impacts on farmers leasing irrigated land. Some farmers primarily farm leased
land, not land they own. This is especially true in Uvalde County. The 1992 Census of
Agriculture reports that about one-quarter of all harvested crop acreage in Uvalde County
was leased in 1992 (inciuding both dryland and irrigated acreage). In Medina County, only
13 percent of crop acreage was leased.

Farmers leasing land would face potential losses of operating income, but would not
receive any compensation for the irrigation supplies or be affected by loss of land values.
Those able to shift operations to other irrigated land within or outside the study area might
be able to replace the income previously earned by farming Edwards irrigated land. Those
unable to locate lands that could be leased (or purchased if the renter had sufficient capital)
would no longer be able to farm. In sum, under the with compensation transfer scenarios,
farmers primarily farming leased land would be more severely impacted than farmers
owning land. Under the no compensation scenarios, farmers working leased lands would be
less severely affected than farmers owning land.
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SECTION IX.
Secondary Economic Impacts
of Potential Edwards Aquifer Water Transfers

In the previous section of the report, we described the direct effects that potential
transfers of Edwards Aquifer water supplies might have on farmers in Medina County and
Uvalde County. These changes in farm activities — the types of crops grown, levels of crop
production, farm revenues and net farm incomes — could be expected to lead to a range of
secondary economic effects throughout the study area. Types of potential secondary
economic impacts were identified in Section VI. This step of the impact analysis provides
quantitative estimates of the magnitude of secondary economic impacts under each of the
transfer scenarios developed previously. Other potential impacts, on fiscal conditions of

local govemments and on demographic and social conditions in the study area, are
described in subsequent sections of this report.

How the Study Team Projected Economic Impacts
of the Transfer Scenarios

To estimate the potential secondary economic effects of water transfers on the local
economy, the study team examined the relationships between crop production and a range
of other economic activities in Medina County and Uvalde County. Key components of this
research included review of crop budgets; interviews with a variety of businesses with ties
to local agricultural activity; and analysis of the quantitative relationships among
agriculture, farm related businesses and other economic activities using an input-output
model of the local economy.

Crop budgets. Crop budgets for irrigated and non-irrigated production of the crops
grown in the study area were obtained from local agricultural extension agents. These
budgets, compiled from interviews with local farmers, provide a means of identifying the
quantities and costs of various inputs required to grow an acre of each type of crop found in
the study area. By applying the budgets for each type of irrigated and non-irrigated crop to
the projected changes in crop selection and production identified in Section VI, the study
team was able to estimate the effects that these changes in farm activities would have on
purchases of farm chemicals, agricuiturai services, fuel and electricity, farm labor and other
inputs.



Interviews. The study team conducted personal or telephone interviews with a
range of businesses throughout Medina County and Uvalde County. Interviews were
conducted with area agricultural extension agents, farmers, bankers, crop shippers and
processors, grain elevator and cotton gin operators, seed and chemical suppliers, and other
business managers. These interviews served a number of purposes, including:

e identification of the extent to which each type of farm input is purchased
locally versus from out-of-area suppliers,

o assessment of the potential responses of different types of agriculture-related
businesses to changes in business volume, and

o identification of the relationships between crop production and “forward-
linked” businesses involved in shipping and processing crops. '

The interviews were also used to modify some of the relationships implied in the
input-output model to more closely reflect local circumstances.

Input-output models. To quantify the “multiplier effects” that would result as
changes in crop producing activity ripple throughout the local economy, BBC employed the
Implan input-output model originally designed by the United States Forest Service. Input-
output models such as Implan are designed to estimate the total economic effects resulting
from a specific change in the level of activity in one or more sectors — in this case, changes
in the levels of production of various local crops.

Although the Implan model is customized for the study area through the use and
interpretation of local data for Medina and Uvalde Counties, the model still contains a
number of relationships that are based on national averages for each industry. For the key
crops and related businesses most affected by the water transfer scenarios, the Implan
baseline activity levels and relationships were modified where necessary to better reflect
local conditions identified from the crop budgets and interviews.

A more thorough discussion of input-output models and the use of the Implan model
is presented in Part A of this report, the impact framework.

Local Economic Relationships Leading to Secondary Impacts

A large portion of the secondary economic impacts that might result from water
transfers stems from relationships between crop production, sales of farm inputs, and crop
processing and shipping operations within the study area economy.

Changes In farm expenditures. Conversion from irrigated to dryland crop
production and corresponding changes in the types and quantities of crops grown in the
study area would not only affect farm production, revenues and net income as described in
Section VI, but would also affect farmers’ purchases of labor, agricultural services,
chemicals, fuel and other inputs. Exhibit IX-1 summarizes estimated farm input purchases
under baseline conditions and the 100 percent and 50 percent transfer scenarios. These

estimates are based upon crop budgets and the cropping activity profiles presented in
Section VIIL
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EXHIBIT 1X-1.
Study Area Farm input Expenditures

Total Baseline Input Change in Purchases (S000s)
Inputs Purchases {$000s) 100% Transfer 50% Transfer - A 50% Transfer- 8
Seed 3,211 (1,216) (608) (301)
Fertilizer 5,427 (1,666) (833) {796)
Chemicals 3,992 (2,344) (1,171) (916)
Chemical Application 1,171 (682) (341) (291)
Fuel, Lube and Repairs 8,934 (5,127) (2,564) (2,586)
Preharvest Labor 6,485 (2,325) (1,162) (842)
Harvest 6,308 153 76 (41)
Hauling 2,346 (429) (214) (274)
Other 915 (755) (378) (420)
Total 38,789 (14,391) (7,195) (6,467)

Source: BBC Research & Consulting.

Under baseline conditions, crop producers in Medina County and Uvalde County
purchase approximately $39 million per year in hired labor, agricultural services and farm
inputs. Under the 100 percent transfer scenario, these input purchases would drop to less
than $25 million per year, a decline of over $14 million per year. Under the 50 percent
transfer scenario, input expenditures would decline by slightly more than $7 million per year
to approximately $32 million. These changes in input purchasing reflect lower input usage
per acre in dryland crop production than in irrigated crop production. If vegetable crops

were to remain in production, annual farm input purchases would decline by about $6.5
million.

Some input categories are affected more than others. Expenditures for harvest
services, for example, are projected to actually increase under the 100 percent transfer
scenario, reflecting the conversion of more acres into hay production. Changes in
expenditures for vegetable harvesting and hauling are not reflected in Exhibit IX-1 since
these costs are normally incurred by the processors and shippers under “forward
contracting” arrangements rather than by the farmers.

In Medina and Uvalde Counties, farm inputs are predominantly purchased from
local suppliers. Interviews with farmers and local supply businesses indicated that more

than 70 percent of farm chemicals and fertilizers are purchased locally. Virtually all seed
purchases are local.

The changes in purchases of inputs, services and labor from local suppliers would
lead to impacts beyond the farm workers and the agricultural support sector. Other
businesses that supply goods and services to this sector as well as businesses supported by
the purchases of farm and agribusiness workers, would also be affected. These additional
rounds of economic effects are reflected in the estimates of total economic impacts
discussed later in this section.

Changes in crop processing and shipping activitles. Within the Medina County
and Uvalde County study area, crop production is linked to a range of agricultural
processing and shipping activities. Processors and shippers, primarily working with locally
grown vegetables and comn for food, are important sources of local employment, particularly
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in Uvalde County. These businesses are a significant component of the local economy
because they add substantially to the value (price) of the crops and they are relatively large
employers. ~Although employment levels vary considerably by season for many of these
operations, based upon interviews with processors and shippers, we estimate that full-time
equivalent employment of these operations encompasses more than 700 local jobs.

Qur interviews with local processors and shippers suggested that many of these
operations would continue to operate, albeit on a somewhat diminished scale, under the 50
percent transfer scenario. Under the 100 percent transfer scenario, the viability of most of
the processing and shipping operations would be threatened. Due to the added cost of
transporting crops to the study area for further shipping and processing, as well as the

greatly increased risk of spoilage, most local shippers and processors would relocate or shut
down under the 100 percent transfer scenarios.

As in the case of the farm input suppliers, impacts upon shippers and processors
would have ripple effects throughout the local economy. These additional impacts are also
reflected in the overall economic impact projections discussed later in this section. (While
incorporating the impacts resulting from these forward linkages, the study team was careful
not to double count impacts on the agricultural production sector and farm input suppliers
which had been included previously.)

Overall Economic Impact Projections

Overall economic impacts of each water transfer scenario were estimated using the
Implan model, adjusted to closely reflect the baseline agricultural profile of the area, the
direct impacts identified in Section VI, and the information gained from analysis of the
crop budgets and through local interviews. These impacts reflect:

o effects of the transfer on crop producers (direct impacts),
e effects on crop shippers and processors (forward linkages),

e impacts on businesses that supply goods and services to farmers and
shippers/processors (indirect impacts), and

 more widespread impacts on the range of business activity supported by the
personal consumption spending of employees and owners of farms and farm-
related businesses (induced impacts).

The impact estimates under the 100 percent transfer scenarios also incorporate the
relatively modest return that some farmers could receive from the salvage value of their
center pivot equipment, as described in the previous section.

Uncompensated transfer scenarios.  Exhibits IX-2 through IX-5 depict the
projected overall economic impacts of uncompensated water transfers on the Medina
County/Uvalde County study area. These impact projections assume that the farmers
would not be compensated for ceasing use of Edwards Aquifer water supplies to irrigate
some (50 percent) or all (100 percent) of the acres currently under Edwards irrigation.

100 percent transfer uncompensated scenario. Economic impacts can be
measured in terms of diminished sales/output, or in terms of declines in “value added.”
While impacts on sales/output measure changes in the total sales of firms within the region,
impacts on value added reflect changes in the productivity of the region — the contribution
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that local manufacturing, processing, marketing and services make to the value of products
ultimately sold to consumers. This contribution is reflected in the earnings of local business
owners, the wages and salaries of employees, and the taxes paid by local businesses.

Economic impacts of the 100 percent transfer uncompensated scenario on regional
sales and value added are shown in Exhibit IX-2. Under this scenario, regional output
would decline by more than $125 million per year. Regional value added would decline by
nearly $50 million per year. The difference between the impact on sales and the impact on
local value added reflects the non-local component of sales. For example, a car dealership
may have relatively large total sales value, but only a small portion of the value of each sale
is local value added. The largest portion of the sales price of a new car is the wholesale cost
of the car to the local dealer — which is not part of local value added.

Under the 100 percent transfer uncompensated scenario, we estimate that nearly
1,600 study area jobs would ultimately be eliminated as a direct or indirect resuit of the
water transfer. As depicted in Exhibit IX-2, this job loss would include about 310 farm
jobs, more than 500 jobs in processing and shipping crops, and over 700 jobs in other
sectors of the local economy that are supported by the purchases of farms and crop
processors or by purchases of the employees of these agricultural activities.

EXHIBIT IX-2.
Projected Annual Economic Impacts of the 100 Percent
Transfer Scenario, Without Compensation to Farmers

Output/Sales Value Added* Projected

Sector ($ milllons) ($ milllons) Job Loss
Crop production $22.0 $12.2 310
Crop processing/shipping 44.0 14.5 530
Other businesses 60.1 22.1 720
Total $126.1 $48.8 1,560

* Value added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Consuiting.

Exhibit IX-3 depicts the distribution of the employment impacts of the 100 percent
transfer uncompensated scenario by sector. The sectors listed in the exhibit reflect the
Standard Industrial Code (SIC) classification of economic activity used by the federal
government. This classification scheme combines farm jobs with agricultural services
employment and employment in forestry and fisheries (although we are unaware of any
fishery or forestry employment in the local economy).

Large employment impacts would occur in the agriculture, forestry and fisheries
sector. The manufacturing sector, which includes crop processing activities, would also be
substantially impacted under this scenario. Impacts on the trade sector would include
effects on wholesale trade (primarily on farm input suppliers and crop shippers) as well as
retail trade (largely related to diminished consumer spending within the study area). The
loss of more than 200 jobs in the services sector, like the impacts on retail trade, would
primarily result from diminished consumer spending capability within the study area.

The potential bankruptcy of some former irrigators would not likely threaten local
commercial banks, which tend to hold limited assets in direct operating loans to these
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farmers. The impacts on bank employment would more likely be caused by reduced lending
activity in related agricultural businesses and reduced business activity in other sectors.

EXHIBIT 1X-3.
Projected Employment Impacts by Sector:
100 Percent Transfer Scenario, Without Compensation to Farmers

Percent
Projected of 1993 Jobs

Sector Job Loss In Sector

Agriculture, forestry and fisheries 450 12.7%
Mining 0 0.0
Construction 30 17
Manufacturing 320 213
Transportation, communications, public utilities 30 4.1
Trade 480 11.3
Finance, insurance, real estate 40 4.8
Services 220 4.8
Government Q Q.0

Total 1,560 7.2%

Source: BBC Research & Consulting.

50 percent transfer uncompensated scenario. As shown in Exhibit TX-4, water
transfers under the 50 percent uncompensated transfer scenario would reduce study area
output/sales by about $70 million per year. The reduction in local value added would be
more than $25 million per year. These impacts are slightly greater than one-half the
magnitude of the impacts under the 100 percent transfer uncompensated scenario, reflectin
the assumption that a major food processor would cease local operations. We estimate that
about 900 local jobs would be lost under this scenario.

EXHIBIT IX-4.
Projected Annual Economic Impacts of the 50 Percent
Transfer Scenario, Without Compensation to Farmers

Qutput/Sales Value Added* Projected

Sector . ($ millions) ($ milllons) Job Loss
Crop production $11.0 $6.1 160
Crop processing/shipping 23.9 7.2 330
Other businesses 340 12.4 400
Totai $68.9 $25.7 890

* yvalue added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Consulting.

Exhibit IX-5 depicts the distribution of employment impacts by sector under the 50
percent transfer uncompensated scenario. In comparison to the broad distribution of job
losses under the 100 percent transfer uncompensated scenario, employment effects are
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somewhat more concentrated in the agriculture, fisheries and forestry sector and the
manufacturing (processing) sector under the 50 percent transfer uncompensated scenario.

EXHIBIT IX-5.
Projected Employment Impacts by Sector:
50 Percent Transfer Scenario, Without Compensation to Farmers

Percent
Projected of 1993 Jobs
Sector Job Loss in Sector
Agriculture, forestry and fisheries 220 6.2%
Mining ¢] ) 0.0
Construction 20 11
Manufacturing 310 20.7
Transportation, communications, public utilities 20 2.7
Trade 180 4.2
Finance, insurance, reai estate 20 2.4
Services 120 2.7
Government Q 0.0
Total 890 4.1%

Source: BBC Research & Consuiting.

As described in the previous section’s discussion of direct impacts, if production of
the highest valued irrigated crops (vegetables) is not affected by transfers, the economic
impact of the 50 percent scenario on the crop producers would be significantly reduced.
Because much of the crop processing and shipping business in the study area is associated
with the production of vegetables and food corn that is much less affected under this
scenario, impacts on these businesses would also be much less under the 50 percent transfer
scenario-B, which assumes all vegetables remain in production. Exhibit IX-6 summarizes the
estimated impacts of this scenario.

EXHIBIT 1X-6.
Projected Annual Economic Impacts of the 50 Percent
Transfer Scenario - B, Without Compensation to Farmers

Output/Sales Value Added* Projected

Sector ($ mitlions) ($ millions) Job Loss
Crop production $8.1 $3.3 120
Crop processing/shipping 1.0 0.5 10
Other businesses 154 8.0 200
Total $24.5 $9.7 330

* Value added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Consulting.

The projected impacts of the 50 percent transfer scenario-B are about one-fifth of the
magnitude of the impacts under the 100 percent transfer scenarios, and less than one-half
the magnitude of 50 percent transfer scenario-A. This resuit follows from the assumption
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that vegetable production would not be affected under the 50 percent scenario-B. Therefore,
local shippers and processors dependent upon vegetables would not be impacted. The
distribution of impacts in this scenario is more narrow, as illustrated in Exhibit IX-7.

EXHIBIT IX-7.
Projected Employment impacts by Sector:
50 Percent Transfer Scenario - B, Without Compensation to Farmers

Percent
Projected of 1993 Jobs
Sector Job Loss in Sector
Agriculture, forestry and fisheries 180 © 5.1%
Mining o 0.0
Construction 10 0.6
Manufacturing 10 0.7
Transportation, communications, public utilities 10 1.4
Trade 70 1.7
Finance, insurance, real estate 10 1.2
Services 40 0.9
Government 0 0.0
Total 330 1.5%

Source: BBC Research & Consulting.

Compensated transfer scenarios. In the previous section of this report, we
estimated that — under a 100 percent transfer scenario — study area farmers might receive
$2.6 million in annual earnings, after taxes, if they were paid $1,000 per Edwards-irrigated
acre to cease irrigation from Edwards wells. Comparable annual earnings from transfer
compensation under a 50 percent transfer scenario would be $1.3 million.

Estimates of the economic impacts of the compensated transfer scenarios were
developed by combining projections of the local economic stimulus resulting from spending

of farmer compensation earnings with the estimated impacts of the uncompensated
scenarios.

100 percent transfer scenario with compensation. Projected overall economic
impacts of the 100 percent transfer scenario with compensation are presented in Exhibit IX-
8 and Exhibit IX-9. As shown in Exhibit IX-8, water transfers under this scenario would
reduce study area output/sales by more than $120 million per year. The reduction in local
value added would exceed $45 million per year. About 1,520 local jobs would be lost under
the 100 percent transfer compensated scenario. These impacts are not greatly different from
the impacts under the 100 percent transfer scenario without compensation.
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EXHIBIT I1X-8.
Projected Annuai Economic impacts of the 100 Percent
Transfer Scenario, With Compensation to Farmers

Output/Sales Value Added* Projected

Sector {$ milllons) ($ milllons) Job Loss
Crop production $22.0 $12.2 310
Crop processing/shipping 44.0 14.5 530
Other businesses 56.6 20.9 680
Total $122.6 $47.6 1,520

* Value added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Cansuiting,

Exhibit IX-9 depicts the distribution of employment impacts by sector under the 100
percent transfer compensated scenario. As under the 100 percent transfer uncompensated
scenario, a number of sectors apart from agriculture would be substantially impacted.
Impacts on the trade sector; the service sector; and the transportation, communication and
public utilities sector are slightly smaller if farmers are compensated for the water transfers
because of local spending of compensation proceeds.

EXHIBIT 1X-9.
Projected Employment Impacts by Sector:
100 Percent Transfer Scenario, With Compensation to Farmers

Percent
Projected of 1993 Jobs

Sector Job Loss in Sector

Agriculture, forestry and fisheries 450 12.7%
Mining 0 0.0
Construction 30 1.7
Manufacturing 320 21.3
Transportation, communications, public utilities 30 4.1
Trade 470 111
Finance, insurance, real estate 30 3.6
Services 190 4.3
Government [v) 0.0

Total 1,520 7.0%

Source: BBC Research & Consulting.

50 percent transfer scenario with compensation. As shown in Exhibit IX-10,
water transfers under this scenario would reduce study area output/sales by nearly $67
million per year. Local value added would decline by $25 million per year. We estimate
that about 870 local jobs would be lost under this scenario. These impacts are roughly 3

percent smaller than the projected impacts of the 50 percent transfer uncompensated
scenario.
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EXHIBIT 1X-10.
Projected Annual Economic Impacts of the 50 Percent
Transfer Scenario, With Compensation to Farmers

Output/Sales Value Added* Projected

Sector {$ millions) ($ miltions) Job Loss
Crop production $11.0 $6.1 160
Crop processing/shipping 23.9 7.2 330
Other businesses 321 118 380
Total $67.0 $25.0 870

* Value added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Consulting.

Exhibit [X-11 depicts the distribution of empioyment impacts by sector under the 50
percent transfer scenario with compensation. As under the 50 percent transfer
uncompensated scenario, employment effects are most heavily concentrated in the
agriculture, fisheries and forestry sector and the manufacturing (processing) sector.
Compensation to farmers, and subsequent local spending, slightly reduces impacts on the
trade; services; and transportation, communication, and public utilities sectors.

EXHIBIT 1X-11.
Projected Employment Impacts by Sector:
50 Percent Transfer Scenario, With Compensatlon to Farmers

Percent
Projected of 1993 Jobs
Sector Job Loss in Sector
Agricuiture, forestry and fisheries 220 6.2%
Mining 0 0.0
Construction 20 1.1
Manufacturing 310 20.7
Transportation, communications, public utilities 20 2.7
Trade 170 4.0
Finance, insurance, real estate 20 2.4
Services 110 2.5
Government Q Q.0
Total 870 4.0%

Source; BBC Research & Consulting.

If vegetable production were to remain at baseline levels and farmers were
compensated in the 50 percent water transfer scenario, the expected economic impacts
might be similar to those in Exhibit IX-12. Like the uncompensated scenario, regional
economic impacts would be considerably smaller than in the 50 percent scenario-A in which
vegetable production declines. Like the 100 percent scenarios, compensating the farmers
has little effect on the total regional impacts of the 50 percent transfer.
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EXHIBIT IX-12.
Projected Annual Economic impacts of the 50 Percent
Transfer Scenario - B, With Compensation to Farmers

Qutput/Sales Value Added* Projected

Sector ($ millions) ($ millions) Job Loss
Crop production $8.1 $3.3 120
Crop processing/shipping 1.0 0.5 10
Other businesses 13.6 5.3 180
Total $22.7 $9.1 310

* Value added includes employee compensation, ownership earnings and business taxes.
Source: BBC Research & Consulting.

Changes in employment caused by the compensated 50 percent transfer scenario-B
would be very similar to the case in which farmers were not compensated. Total job loss in

the two-county area would be about 1.5 percent as shown in Exhibit IX-13.

EXHIBIT 1X-13.
Projected Employment Impacts by Sector:
50 Percent Transfer Scenario - B, With Compensation to Farmers

Percent
Projected of 1993 Jobs
Sector Job Loss in Sector
Agriculture, forestry and fisheries 180 5.1%
Mining 0 0.0
Construction 10 0.6
Manufacturing 5 0.3
Transportation, communications, public utifities 10 1.4
Trade 60 1.4
Finance, insurance, real estate 10 1.2
Services 35 0.8
Government Q Q.0
Total 310 1.4%

Source: BBC Research & Consuiting.

The output and value added impacts of the different water transfer scenarios
discussed above are summarized in comparative form in Exhibit IX-14 (on the following

page).
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Observations. The projected economic impacts of the 100 percent transfer scenarios,
including the elimination of nearly 1,600 local jobs, indicate that irrigated agriculture is an
important component of the local economic base in Medina County and Uvalde County.
The magnitude of the job losses projected under either 100 percent transfer scenario could
raise the local unemployment rate for the two-county area from around 6 percent to around
14 percent if unemployed residents remained in the area. As is currently the case, the
unemployment rate in Medina County would likely be lower than the two-county average,
while the rate in Uvalde County could be considerably higher.

As noted in Section VII which described baseline economic conditions in the study
area, a substantial share of the income of Medina County residents comes from jobs that
many residents commute to in San Antonio. Since this source of income into the local
economy would presumably be unaffected by water transfers, the total income of Medina
County residents after transfers would likely decline by a smaller proportion than the
reduction in employment located within the study area.

Comparing projected economic impacts under both compensation scenarios with
impacts under both uncompensated scenarios indicates that compensation of irrigators (at
the levels assumed in this study) would do relatively little to reduce economic impacts in the
study area. Under the 100 percent compensated transfer scenario, we project nearly 1,560
jobs would be lost — about 40 fewer jobs lost than under the comparable uncompensated
scenario. Impacts on total output/sales in the study area under the 100 percent transfer
compensated scenario are $123 million — a reduction from about $126 million in the
comparable uncompensated scenario. Economic impacts under the 50 percent transfer
scenario are also only slightly reduced by compensating the farmers.

Although paying farmers $1,000 per acre to cease Edwards irrigation would offset
most of the impact of water transfers on net farm income, as demonstrated in Section VIIL,
this level of compensation has relatively little effect on regional economic impacts for several
reasons. Compensation based on losses in net farm income only offsets the economic
impacts that would resuit from declines in farm household spending. Declines in farm
expenditures for inputs and labor, and in the expenditures of farm workers and agribusiness
employees, are not mitigated. Impacts on crop processors and shippers would also be
unaffected by compensation paid to farmers on a net income loss basis.

Transition and other impacts. The projected impacts on the local economy
represent the long-run effects of water transfers, assuming formerly irrigated lands are
successfully and completely converted to dryland farming. Short-term impacts could be
greater if certain agricultural lands are allowed to go out of production during the transition.

By nature, dryland farming is considerably riskier than irrigated crop production due
to variable climate conditions. If Medina and Uvalde Counties were entirely dependent
upon dryland crop production, economic impacts of the water transfers in dry years would
be considerably greater than estimated in this analysis. The risks associated with complete
reliance on dryland farming could impact the long-term viability of agricultural support
business as well as farms. A full scale evaluation of the impacts of this change in
agricultural risk, however, is a complex undertaking beyond the scope of this study.
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SECTION X.
Demographic impacts of Edwards Aquifer Water Transfers

In the previous section of this report, the study team projected the number of jobs
that might be lost under six potential Edwards Aquifer water transfer scenarios. In this
section, we present related estimates of the aggregate demographic impacts of the scenarios
on the population and households of Medina County and Uvalde County. More detailed
analysis of the socioeconomic characteristics of impacted workers and their households is
presented in Section XII, Social Impacts of Edwards Aquifer Water Transfers.

Approach

In general, the impacts identified up to this point in the analysis represent long-term
effects of water transfers. Staying consistent with this viewpoint, we have adopted an
approach to projecting demographic impacts that relates impacted jobs to population and
households using a simple ratic approach. We project the potential long-term difference in
the number of people and households that would live in the study area if transfers occurred.
This approach assumes that impacts on employment opportunities not only affect the
number of working age people living in the local area but also the number of dependents and
ultimately the number of retired persons.

In 1994 there were about 55,000 residents in the combined Medina County/Uvalde
County study area. At the same time, there were about 22,000 jobs in the two counties.!
Comparison of these figures indicates that, on average, each local job supports
approximately 2.5 residents.?

Based on 1990 Census data, which provides the last reliable count of households in
the study area, the average local household includes 3 residents. Although more detailed
data available from the Public Use Microdata Sample indicates that farm households tend
to be larger than others in the area, we used the area-wide average household size to avoid

1 Population based on U.S. Bureau of Census, 1994 population estimates. Employment estimated by
BBC based on 1993 data from the U.S. Bureau of Economic Analysis, Regional Economic Information
System and recent growth trends. o

2 Note that this ratio approach assumes that the relationships among the number of local jobs,
employed residents and the number of retired persons remain unchanged.



uncertain assumptions regarding the behavior of specific types of households. Farm
households also tend to include a larger number of employed persons, so their larger size is
largely offset by a lower population to employment ratio for this sector.

Projected Demographic impacts of Water Transfers

Exhibit X-1 depicts the study team’s projections of the impacts on the number of
local residents and households under each of the six water transfer scenarios. Under the
100 percent transfer with compensation scenario, it is possible that the study area
population would be reduced by 3,800 people. Without Edwards irrigation supplies,
Medina and Uvalde Counties might only support a population of 51,000, almost 8 percent
Jess than current population. The number of study area households could decline by up to
1,300. These impact estimates assume that most individuals unable to find work in the two
counties would relocate. Given job growth in the area, early retirement and potential
outcommuting to San Antonio jobs, declines in population and households would probably
not be this large.

EXHIBIT X-1.
Projected Impacts of Water Transfers on Medina County/Uvalde County
Residents and Househoids

Projected Potential Change Potential Change

Scenario Job Losses in Population in Households
100 Percent Transfer Compensated 1,520 3,800 1,270
100 Percent Transfer Uncompensated 1,560 3,900 1,300
50 Percent Transfer Compensated (A) 870 2,180 730
50 Percent Transfer Uncompensated (A) 890 2,230 740
50 Percent Transfer Compensated (B) 310 780 260
50 Percent Transfer Uncompensated (B) 330 830 280

(A} 50 percent transfers assuming propertional cutbacks in vegetables along with other crops.
(B) 50 percent transfers assuming ail vegetables remain in production.
Source: BBC Research & Consuiting, 1996.
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SECTION XI.
Fiscal Impacts

This portion of the impact analysis reviews the potential financial impacts water
transfers and resuiting changes in local economic activity would have on local governments
in Medina and Uvalde Counties. Changes in tax rates on remaining businesses and
residents of the two counties are reviewed at a gross level of detail. A detailed fiscal
impact analysis for each county, municipality, school district and other local governmental
entity was beyond the scope of this study.

The analysis of impacts in this section of the report is broadened to include impacts
on other utilities. Specifically, fiscal impacts on the local electrical cooperative and its
ratepayers are considered at the end of this section.

Impacts on County Governments

Medina and Uvalde Counties rely upon property tax revenues from irrigated farms
and other property potentially impacted by water transfers. For Medina County, 60
percent of the $5.4 million in budgeted revenues for 1995-1996 are property taxes. About
one-half of the approximately $3 million in budgeted Uvalde County revenues are property
taxes. County sales tax revenues could also be affected (sales taxes comprise one-sixth of
the Uvalde County General Fund budget and one-tenth of the Medina County budget). The

net fiscal impacts on the counties also depend upon changes in demand for county services
under the transfer scenarios.

Impact on tax revenues from shifts to dry land farming. Both Medina and
Uvalde Counties assess nonirrigated farmland at a lower value than irrigated land. Water
transfers would result in lower property tax revenues for each county.

Medina County impacts. The Medina County Appraisal District assesses each
property on an individual basis based upon market value. Comparing typical assessed
values for irrigated and nonirrigated cropland, irrigated land is typically valued at about
$500 more per acre than comparable nonirrigated land. This incremental value of irrigated
land over nonirrigated land of course would vary property by property.



Medina County has a property tax rate of $0.46 per $100 assessed value. Assuming
an incremental assessed value of irrigation of $500 per acre, Medina County would lose
about $2.30 per acre transferred from irrigation into dryland farming. Under the 100
percent transfer scenarios, Medina County property tax revenues from farmland would
decrease by about $74,000. This potential loss of tax revenue would represent a 2 percent
decline in current property taxes collected by Medina County. The 50 percent transfer
scenarios would reduce Medina County property tax revenues by about $37,000 per year, 1
percent of total County property taxes. Exhibit XI-1 outlines our estimates of how both
counties would be affected by shifts of land from irrigation to dryland farming.

Uvalde County impacts. Unlike Medina County, Uvalde County has a standard
schedule of agricultural use values it assigns to lands in agricultural production. In 1995,
Uvalde County assigned a use value for deep well irrigated lands with high quality soils of
$294 per acre. Nonirrigated farmland with high quality soils was assigned a value of $138
per acre. Using these values, each acre shifted from Edwards irrigation to dryland farming
could reduce Uvalde County assessed valuation by $156. Applying Uvalde County’s 1995-
1996 tax rate of $0.32 per $100 in assessed valuation, the County would lose about $0.50
per year in property tax revenues for every acre shifted from irrigation to dryland
production. Under the 100 percent transfer scenario, Uvalde County property taxes would
decline by about $22,000 per year, or about 1 percent of current property tax collections.
About $11,000 in property tax revenues from farms would be lost under the 50 percent
transfer scenario. Exhibit XI-1 summarizes these impacts.

EXHIBIT XI-1.
Impacts of Changes In Land Use on County Property Tax Revenues

Uvalde County Medina County
100% Transfer 60% Transfer 100% Transfer 50% Transfer
_Scenarios Scenarios __Scenaries _____Scenarios

Acres affected (thousands) 44 22 3 16
Average change in assessed valuation practice $156 $156 $500 $500
Change in total assessed valuation (millions} $7 $3 $16 $8
Tax rate (per $100 assessed valuation) $0.32 £0.32 $0.46 $0.46
Change in property taxes (thousands) $22 $11 $74 $37
Percent change in total property taxes 1% 1% 2% 1%

Source: BBC Research & Consuiting from Medina and Uvaide County 1995-1996 Budgets and interviews with
County officials.

The 50% scenarios with vegetable cutbacks (A) and the 50% scenarios assuming all vegetable stay in
production (B) involve the same number of acres and would have the same effects on property tax
revenues.

Other impacts on property taxes. The impact analysis above only considers the
direct effects of shifting irrigated land into a lower value land use. Impacts are projected to
be relatively small. However, both counties may receive significant property tax revenues
from businesses linked to irrigated agriculture that might go out of business or leave the
region if Edwards irrigation rights were transferred. For example, Uvalde County might
receive more in property tax revenues from large crop processing operations than it gets
from taxes on irrigated land. Further, any reductions in overall business activity and
resident population could result in further decreases in Uvalde and Medina County
assessed valuation. Including these effects, it is possible that each county would lose
property tax revenues more in proportion to projected decreases in total economic activity
in the study area. For example, the secondary impact analysis indicated that study area
value added, one key measure of economic activity, could decline by 8 percent under the
100 percent transfer scenarios. Under the 50 percent transfer scenarios, study area value
added would decline by about 4 percent (assuming vegetable production was
proportionally reduced).
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Impact on sales taxes. Sales taxes are the second largest source of revenues for
both Medina and Uvalde Counties. Medina County budgeted $464,00C in sales taxes for
1995-1996. Uvalde County included $500,000 in sales tax revenues in its 1995-1996
budget. Uvalde County also collects sales taxes in support of public health in the form of a
health district assessment. The revenues collected from this tax, usually distributed to the

county hospital, might also be impacted by water transfers but are not included in this
discussion.

Farm production itself, as well as most farm inputs and processed agriculturat
products, is usually not subject to sales taxes. However, retail sales would decline in
Medina and Uvalde Counties under either set of transfer scenarios. Our projections of
secondary impacts suggests a 6 percent decline in combined Medina and Uvalde County
retail sales under the 100 percent transfer, uncompensated scenario. Under the 50 percent
transfer scenarios, retail sales would decline by about 3 percent (assuming cutbacks in
vegetable production), or by 1 percent (if all vegetables stay in production). As shown in
Exhibit XI-2, the transfer scenarios could lead to reductions in sales tax revenues of $10,000
to $58,000 per year for the two counties combined. For purposes of assessing impacts on
the individual counties, it is reasonable to assume that impacts on sales taxes would be
equally divided between the two counties.

EXHIBIT XI-2.
Impacts of Water Transfers on County Sales Tax Revenues

Change in County Sales Taxes

Change in Total

Percentage County Sales Taxes
Change (Thousands)
100% Transfer
Compensated 6 % $58
Uncompensated 5 48
Compensated 3 30
Uncompensated 3 30
Compensated 1 10
Uncompensated 1 10

(A} 50 percent reduction in all irrigated crops including vegetables.
(B) 50 percent reduction in irrigated crops, but all vegetables remain in production.

Source: BBC Research & Consulting from Medina and Uvalde County 1995-
1996 Budgets and Interviews with County Officials.

Summary of impacts on county revenues. Adding the impacts on property taxes
and sales taxes, Medina County would lose a minimum of $50,000 in revenues under the

any of the transfer scenarios. Uvalde County would lose a minimum of $50,000 in annual
revenues.

Impact on county expenditures. Most of Medina and Uvalde County
expenditures go towards law enforcement and different types of social services. If transfer
of irrigation rights ultimately results in fewer county residents, these expenditures could be
reduced. However, in the short term, higher unemployment and lost wages for a portion of
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the population least able to absorb economic dislocation might result in even higher law
enforcement and social services costs. Therefore, it is difficult to project whether there

would be any reductions in demand for county services, and when any reductions would
occur.

Conclusions. Our assessment of the aggregate net fiscal impacts on Medina and
Uvalde County governments is summarized below.

Medina County. Adding the property tax impacts from a shift of irrigated land to
dryland farming to the sales tax impacts, Medina County might see a reduction of tax
revenues of at least $103,000 under the uncompensated 100 percent transfer scenario.
Additional losses of property values due to indirect and induced economic effects of the
water transfers could add to this impact. Other types of fees and charges would also
decline if there were fewer businesses and residents within the county.

It is unclear whether the County would see much reduction in demand for county
services. Assuming no net decrease in county expenditures and assuming that about
$100,000 is representative of the reduction in annual revenues, the net fiscal impact on
Medina County under the 100 percent transfer scenarios would be about 2 percent of its
current budget. (See Exhibit XI-3.) This provides one perspective on the potential increase
in Medina County tax rates and other charges that could be required as a result of water
transfers. It is possible that fiscal impacts could be double this amount or more if there
were major losses in property tax values within the county beyond those quantified here.

EXHIBIT XI-3.
Summary of Fiscal Impacts on County Budgets

($Thousands)
100% Transfer S0% Transfer (A} S50% Transfer (B)
4o e d d o 4 u "
Medina County

-Changes in Property Texes

Shifts to dryland farming {$74) ($74) {$37) {$37 ($37) ($37)

Other unknown unknown u unk unknown unknawn
Changes in Sales Tax Revenues ($24) ($29) ($15) ($1%) ($5) {$5)
Changes in Expenditures Possibly Possibly Possibly Possibly Possibly Passibly

$Q $0 $0 $C $0 $0

Net Fiscal impact

(known items only) ($98) ($103) ($52) {$52) ($42) ($42)

Perventage of County budget % 2% 1% 1% 1% 1%

Uvalde County

Changes in Property Taxes

Shifts to dryland farming ($22) ($22) ($11} ($11) ($11) (511)

Other ’ unknown unknown [ unknown unknown
Changes in Sales Tax Revenues (29 (29) (15) (15) (5 (5
Changes in Expenditures Possibly Possibly F y F Y Possibly Possibly

$0 $0 $0 30 $0 $0

Net Fiscal Impact

(known tems only) {$48) {$51) ($20) {$26) {$18) ($16)

Percentage of County budget 2% 2% 1% 1% 1% 1%

Source: BBC Research & Consulting from Medina and Uvalde County 19951996 Budgets and interviews with
County officials.

Under the 50 percent transfer scenarios, net fiscal impacts on Medina County might
be at least $50,000 per year (1 percent of the County budget).
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Uvalde County. The study team’s assessment of the range of potential aggregate
fiscal impacts on the Uvalde County budget is comparable to the fiscal impacts reported
above for Medina County. Adding the property tax impacts from a reduction in the value
of agricultural land and the losses in sales tax revenues, Uvalde County revenues might be
$51,000 lower under the no compensation, 100 percent transfer scenario. As discussed
previously, there might be no corresponding reduction in demand for Uvalde County
services, at least not immediately. Therefore, Uvalde County tax rates and other charges
might need to increase by 2 percent to offset these revenue losses. Net impacts on the
county budget could be at least double this amount if major businesses left the area. Under
the 50 percent transfer scenarios, impacts might represent 1 percent of the county budget.

Impacts on Municipal Governments

Although the study team did not complete a detailed examination of fiscal impacts
on municipalities within Medina and Uvalde Counties, a general assessment is presented
below. The relative impact on municipal sales tax revenues would be much the same as seen
for the counties. Even though little irrigated farmland is within municipal boundaries, the

impacts on economic activity within the counties would affect property values and tax
revenues within the municipalities.

Study area municipality general funds are more dependent upon sales taxes and less
dependent upon property taxes than the two county governments. For example, over 40
percent of the City of Castroville’s 1996 General Fund budget is comprised of sales tax
revenues. Therefore, the potential 6 percent decrease in study area retail sales under the 100

percent transfer scenario could have a greater relative impact on municipalities than the
counties.

Municipalities would see little impact from a decrease in assessed valuation for
farmland since little irrigated farmland is within municipal boundaries. However, the
impacts on total economic activity within the study area could affect property values within
study area municipalities. As with the impact analysis for the counties, it was not possible
to develop estimates of these indirect property tax impacts within the scope of this study.

While county expenditures are focused on iaw enforcement and social services, when
enterprise funds are included, most municipal expenditures are for utilities such as water,
sewer and electricity. If the number of businesses and residents within municipalities is
affected by water transfers, demand for these types of services and corresponding revenues
would decline. High fixed costs inherent in municipal utilities usuaily mean that, in the
short run, reductions in demand for services result in revenue losses exceeding any
expenditures savings.

Impacts on School Districts

School districts are the local governmental units potentially most affected by changes
in property values. However, the Texas school district funding equalization system would
reduce or eliminate these fiscal impacts on local school districts.
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School districts in Medina and Uvalde Counties. There are seven school districts
wholly within Medina and Uvalde Counties and several additional districts that include a
portion of one of these counties. We focused our analysis on the following school districts:

e D’'Hanis

e Devine

¢ Hondo

*  Medina Valley
e Natalia

* Knippa

¢ Sabinal

* Utopia

¢ Uvalde Consolidated.

Background on the equalization system. Methods of financing public education
in Texas have undergone considerable turmoil during the past decade. The financing system
was revamped in 1989 in response to litigation concerning school finance equity. The new
system, however, was subsequently declared unconstitutional by the Texas Supreme Court.

Two subsequent attempts by the Senate to rectify perceived inequities in the system were
also declared unconstitutional by the courts.

Since 1993, Texas school finance has been administered under the system devised in
Senate Bill 7. This new system has been found constitutional by both a district court and
the Texas Supreme Court and remains in effect as of the date of this study.

Under the current equalization system, school districts in Texas are limited to a
maximum weaith of $280,000 in property value per student. Districts with wealth above
this amount must select one of several remedies to reduce their effective wealth to the cap.
In effect, revenues above the cap are “recaptured” by the State. For these wealthy districts,

a decrease in local property value would have no impact on their revenues as long as they
remained above the maximum wealth level.

Districts with wealth below $205,500 per student receive additional revenues under
the State’s equalization program. For these districts, the State makes up the difference
between the taxes applied against their actual wealth and the revenue they would receive if
their wealth were $205,500 per student. For this group of districts, any decrease in
property value would be offset by additional state equalization funds.!

The only school districts which would sustain a long-term revenue impact from a
decline in local property values would be districts that have wealth per student greater than
$205,500 and less than $280,000. For these districts, any decrease in local property vaiues
would result in lower property taxes.

As shown in Exhibit XI-4, none of the Medina and Uvalde County school districts
has wealth that falls within the ranges of $205,500 and $280,000 which could make them
vulnerable to long-term fiscal impacts from reduced property values. For all of the districts
within the study area except for the Utopia District in Uvalde County, a decline in local

1 However, any school district could sustain a one year impact from reductions in local property
values due to lags between local collections and state equalization
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property values would be made up by an increase in state equalization aid. In the case of
the Utopia District, a decline in local property value would allow the district to retain a
greater portion of local revenues — again offsetting any revenue impacts. For all of these

districts, the same level of local tax effort would produce the same amount of revenue
before and after potential transfers.

EXHIBIT XI-4.
Potential Impacts on School Districts in Medina and Uvalde Counties
Taxable Property Effect of Decline
County/District Value per Student in Local Property Value
Medina County
D'Hanis $145,863 Offsetting Increase in State Equalization
Devine 75,126  Offsetting Increase in State Equalization
Hendo 90,340 Offsetting Increase in State Equalization
Medina Valley 113,481 Offsetting increase in State Equalization
Natalia 50,012 Offsetting Increase in State Egqualization
Uvalde County
Knippa $97,481 Offsetting Increase in State Equalization
Sabinal 133,471 Offsetting Increase in State Equalization
Utopia 361,634 Offsetting Decrease in State Recapture
Uvalde Consolidated 72,369 Offsetting Increase in State Equalization

Source: BBC Research & Consuiting from Texas Educatien Agency, Snapshot ‘95: 1994-95 School District
Profiles.

District property value per student changes from year to year both as a result of
changes in local property values and changes in the number of students in the district. Even
though none of the districts in Uvalde County and Medina County would currently sustain
an impact on revenues from water transfers, future changes in property value per student
could place some of the districts at risk.

Impacts on Power Rates

Most farmers and many businesses and residents of Medina and Uvalde Counties
receive their power from the Medina Electric Cooperative, Inc. If water transfers result in
reduced demand for power to operate irrigation wells, the power company and its rate
payers could be negatively affected.

Background. Medina Electric serves farmers, industry and residences in all or parts
of 17 counties in South Texas. Medina Electric’s long range financial forecast projects 1996
revenues of about $28 million. About 12 percent of 1996 revenues are expected to come
from irrigation sales. Small commercial and residential customers account for 85 percent of
power revenues. The company has an extensive transmission and distribution system and
its own power generation.
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Impact on power sales from reduced pumping demand. Medina Electric reports
that one-third of its irrigation revenues come from Edwards irrigators. Therefore, we
estimate that Medina Electric Cooperative revenues could decline by 4 percent, or about 51
million per year, under the 100 percent transfer scenarios. This figure is consistent with the
reduction in power sales projected from crop budget figures.

Impact on costs from reduced pumping demand. If water transfers reduced or
eliminated the power used by Edwards irrigators, Medina Electric would save some energy
generation costs and possibly some transmission system maintenance. Demand for Medina
Electric power is growing, so reducing or eliminating Edwards irrigation demand could help
the power company meet the growth in demand from other customers. Also, Medina
Electric might save some costs by shaving peak summer demand. However, because many
irrigators currently participate in a voluntary load management program in which they avoid
irrigating at peak times of the day, it is not clear how much peak-shaving would materialize.

Impact on rates from reduced pumping demand. While Medina Electric would
lose $1 million of revenues per year from elimination of Edwards irrigation, its costs would
probably be reduced by almost as much or possibly more. Assuming costs could only be
reduced by $0.5 million per year, the increase in other customers’ rates to achieve necessary
revenue requirements would be in the range of 2 percent.

Other impacts. Medina Electric would also be affected by changes in demand from
linked industries affected by the water transfers. About 40 percent of the power company
revenues come from commercial customers. Some of those customers would scale back
operations or shut down if Edwards irrigation supplies were transferred. Also, residential
demand could be slightly impacted from fewer people living in Medina and Uvalde
Counties. However, because some of the commercial customers potentially most affected by
the transfers, such as Dean Foods, purchase their power from other power suppliers; effects
on Medina Electric would be small relative to its total rate base.

Conclusions. Because of Medina Electric’s large service area, loss of power demand
from Edwards irrigators would amount to a relatively small reduction in its total power
sales. Reduced demand from other customers affected by the transfers would add to this
impact, but probably still would account for a small portion of total power sales that could
be replaced by other growth in demand. Impacts on Medina Electric rate payers would be
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SECTION XII.
Social Impacts of Edwards Aquifer Water Transfers

Previous sections of this report outlined baseline socioeconomic conditions in the
study area (Section VII), and projected economic and demographic impacts of the water
transfer scenarios (Sections VII-X). This section of the report evaluates the social impacts of
water transfers within the study area. In this step of the impact analysis, we present a more

detailed examination of the particular groups of local households potentially most affected
by transfers.

Background

As reported in Section IX, we estimated that nearly 1,600 jobs in Medina and
Uvalde Counties might be eliminated if all of the Edwards Aquifer water currently used for
crop irrigation were transferred out of the area. If 50 percent of Edwards Aquifer supplies
were transferred, employment losses might be as few as 300 jobs or as many as 900 jobs,
depending on whether vegetable crops and vegetable processors are effected.

While these projected economic impacts would be felt throughout the local economy,
the impacts would not fall evenly on all segments of the population. The concentration of
impacts within certain economic sectors is presented in the Section IX. Although all
economic sectors would experience some job losses, farm owners/managers and farm
workers, as well as employees in agricultural services and farm-related trade and
manufacturing activities (“directly linked industries”), would bear the brunt of the impact.
Of course, under the scenarios in which compensation is paid to the farmers in exchange for
ceasing Edwards irrigation, the financial impacts on farm owners would be mitigated
(although impacts on their lifestyles could still occur).



Individuals and their households may respond to job losses in a number of ways.
The following list suggests some of the most likely responses:

+ seek alternative employment in the area,

s commute to work outside the two-county area,

e  remain unemployed and rely on financial support from family or community
support networks,

* refire, or
¢ relocate.

The following discussion describes the segments of the population that might be
most affected by water transfers, and considers how each groups might respond to impacts

from the transfers. Other social issues related to transfers are also discussed. We begin by
reviewing key data sources.

Research Methods

To more closely examine the socioeconomic characteristics of the most affected
segments of the population, the study team analyzed the Public Use Microdata Samples
files from the 1990 Census of Population. While these files are now several years old, they
provide extraordinarily detailed demographic and economic information on all segments of
the population that is generally unavailable from any other published source.

It should be noted, however, that because of concerns regarding non-disclosure of the
individual responses in the PUMS data, the PUMS sample containing Medina and Uvalde
Counties also includes records for a number of other nearby rural counties. The study team
determined that data on the affected population in the PUMS files were representative of

the characteristics of these groups in the smaller Uvalde County and Medina County study
area.

Other sources of information on the characteristics of potentially affected groups
and possible responses to job losses were also consulted. These information sources
included interviews with managers of agricultural processing and shipping operations,
agricultural extension agents, agricultural input sellers, school and hospital administrators,
staff of local civic organizations and other local sources. Data on Medina County and
Uvalde County farmers from the 1992 Census of Agriculture were also examined.

Responses of Farm Owners to Impacts of Transfers

Owners and managers of irrigated farms in Medina and Uvalde Counties comprise
the group most directly impacted by water transfers. Their responses to transfers, and
corresponding effects upon the local community would depend on whether they were
compensated for ceasing to irrigate with Edwards Aquifer wells.

Responses under compensated transfer scenarios. Under the compensated
transfer scenarios in which water transfers are assumed to occur through voluntary market
transactions, financial impacts on farm owners would be largely mitigated. Only those
farmers finding it financially beneficial to sell their water supplies would participate in the
transfers. Farmers who sold their water supplies would have a number of options to
respond to their new conditions.
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Some of the existing farmers in the area might convert from irrigated to dryland
farming and continue to work the same lands. Fundamental differences between irrigated
farming and dryland farming in terms of the risks involved, the use of credit and capital,
and other factors suggest this conversion is not as simple as it might appear. In Medina and
Uvalde Counties, irrigated farming and dryland farming are distinctly different types of
operations. Further, local sources consider irrigated farmers and dryland farmers to be
different types of individuals. Irrigated farming is much more capital and labor intensive,
usually much more profitable, and is much less risky than dryland farming. Dryland
farming in this region is sometimes described as rolling the dice: one year can be great, and

the next year you won’t make a crop. This type of farming requires a different mindset than
some irrigated farmers might now have.

Those farmers selling their water supplies that wish to continue in irrigated farming
might seek to sell their lands and combine the proceeds from the water transfer and land
sale to purchase irrigated farmlands in other areas. We suspect, however, that agricultural
land market conditions and the characteristics of local farmers may make this option
relatively unattractive. Demand for nonirrigated agricultural land in Medina County and
Uvalde County is not extremely great at present, and land values have not appreciated
materially in recent years. These market conditions would make it more difficult for farmers

to receive enough compensation for their lands to pay off their existing debts and purchase
new lands elsewhere.

Perhaps more importantly, local farmers tend to be older than the workforce as a
whole and to have long-standing ties to the local area. As depicted in Exhibit XII-1, the
average age of farm owners/managers is 50, and more than forty percent of these
individuals are older than 55 In fact, if paid farm managers are excluded and only farm
owners are considered, the average age of this group is 57 years of age. The average farm
owner (again excluding paid managers) has worked his landholdings for 17 years.! Many
farmers might choose to retire if their financial circumstances, coupled with the investment
earnings on transfer compensation, provided them with sufficient security to choose this
option. As noted in the Arkansas Valley, Colorado transfer case study, retirement while
remaining in the area has been a common response to other transfers of irrigation supplies.

EXHIBIT XlI-1.
Comparison of Selected Characteristics of Local Farm
Owners/Managers with the Overail Population

Farm Owners/ Overall
Managers Population
Average Age 50 39*
Proportion Aged 55+ 44% 17%
Proportion Living in Home for More than 10 years 55% 38%

= Characteristics of workers in the overall popuiation oniy.
Source: BBC analysis based on Public Use Microdata Sampies; Bureau of Census, 1990,

Many farm owners earn most of their income from a job off the farm. The 1992
Census of Agriculture indicated that two-thirds of farm owners with revenues over $10,000
had farming as their principal occupation. Further, about forty percent of farms with

1 Bureau of Census, 1992 Census of Agriculture, data for Medina County and Uvalde County.
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revenues over $10,000 posted losses in 1992. We project that these farmers would be
among the first to sell their water supplies if they were to be compensated for these
transfers. Many of these farmers would be in a much better financial position, and face very
little negative change in lifestyle, if they sold their water supplies.

Responses under uncompensated scenarios. Under the uncompensated
scenarios, water transfers are assumed to occur without any payments to the farm owner.
Farm owners stand to lose both income and wealth — in the form of reduced land values.
As discussed in Section VII, uncompensated transfers could place these farm owners in a
very difficult financial position. Faced with devalued land assets, continuing mortgage
obligations, substantially reduced farm income, and much more year-to-year uncertainty in
the returns from farming, many of these farm owners would immediately or eventually go
bankrupt. Those farmers in the best financial position to weather these impacts would be
the older farmers that are debt-free and have built up their non-farm assets: However, these
same farmers may be considering retirement, and water transfers could largely wipe out the
very assets they were counting on to be able to comfortably retire.

These outcomes would be particularly difficult for local farmers because of their
demographic situations. Eighty percent of local farm owner/managers are the heads of their
own households. While about one-half of these households include another worker, the
farmer is typically the major economic contributor to the household.2 Except under certain
corporate farming conditions uncommon in Medina County and Uvalde County, farmers are

not eligible to receive unemployment benefits like workers who have been laid off in other
industries.

Responses of Farm Workers and Employees in Directly Related
Occupations

If Edwards crop irrigation ceased altogether, as envisioned in the 100 percent
transfer scenarios, the number of farm workers and employees in directly linked industries
that would lose their jobs would considerably exceed the number of farm owners and
managers affected by the transfers. The socioeconomic characteristics of these segments of
the population suggest that, in many respects, the relative social and economic impacts on
these households would be as or more severe than the impacts on the farmers.

Socioeconomic profile of crop farm workers and employees in directly linked
occupatlons. Evaluation of the social consequences of substantial job losses among local
farm workers and employees in closely linked occupations requires a closer look at the
socioeconomic characteristics of these workers. As shown in Exhibit XII-2, in contrast to the
approximately equal balance between Hispanic and non-Hispanic residents in the combined
Medina County and Uvalde County study area, about 8 out of ten crop farm workers and
workers in closely linked industries are Hispanic. Most crop farm workers are male, while
employees of closely linked industries are evenly balanced between men and women. The
average age of these workers is similar to the average age of the workforce in the study area
as a whole.

2 BBC analyses based on the Public Use Microdata Samples; Bureau of Census, 1990.
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EXHIBIT XII-2.
Selected Demographic Characteristics of Crop Farm Workers and
Employees in Closely Linked Industries

Crop Farm Linked Industry
Workers Workers*
Hispanic 82% 79%
Male 68% 52%
Female 32% 48%
Average Age a8 40

* Includes empioyees of wholesale trade businesses supplying farm inputs and
shipping crops from the area and employees of agricultural processors.

Source: BBC analysis based on Public Use Microdata Samples: Bureau of Census, 1950,

In contrast to the owners/managers of crop farms in the two counties, who typically
have household incomes above local averages, crop farm workers and employees in directly
linked industries are among the lowest income households within the study area. Census
data indicate that these individuals had average annual personal incomes of $9,114 (crop
farm workers) and $8,710 (directly linked industries) in 1989. In contrast, the average
personal income of all workers living in the area was slightly more than $16,100, while crop
farm owners/managers had an average personal income of nearly $21,000.

Despite often including more workers than average within the household, those
households headed by crop farm workers and employees in directly linked industries have
combined household incomes which are much lower than average for the area. Households
headed by crop farm workers and employees in directly linked industries had an average
household income of less than $17,500 in 1989, compared to about $31,600 for households
headed by farm owners and managers and the $29,700 average for all working househoids
in the area4

How might the individuals in these potentially impacted groups and their
households respond to job losses resulting from water transfers? As an initial observation,
it is important to remember that these individuals would not receive compensation for their
economic hardships arising from water transfers, even under the scenarios envisioning
voluntary transfers in exchange for payments to farm owners.

Potential to find work In other iocal sectors. Workers who lost their jobs as a
result of water transfers might seek similar jobs in other areas, or attempt to move into
different types of employment. As in other places, the majority of new jobs in Medina
County and Uvalde County over the next few years will likely be in the service and retail
trade sectors. Although strong English language skills may be less important in South Texas
than in other places, English facility is still clearly an asset for job seekers. In general,
greater educational background also improves the potential for workers to move into new
occupational areas.

Exhibit XII-3 portrays the English speaking capability and educational background
of the workers likely to be most affected by water transfers and compares these attributes
with the overall workforce in the area. While only nine percent of the local workforce

3 BBC analyses based on the Public Use Microdata Sampies; Bureau of Census, 1990.
4 BBC analyses based on the Public Use Microdata Samples; Bureau of Census, 1990.
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indicated that they spoke English “not well” or not at all in the 1990 Census, about one

fourth of the crop farm workers and empioyees in directly impacted industries reported
limited English capabilities.

EXHIBIT XIliI-3.
Characteristics of Farm Workers and Employees in Directly Linked
Industries Affecting Employability in Other Sectors

Crop Farm  Directly impacted Overail

Workers Industries Workforce

Language Capabliity

Speak English "Not Weil” or Not at All 28% 24% 9%

Speak English "Well” or Better 72% 76% 91%
Educationai Attainment

No High School 44% 42% 16%

Some High School, no Diploma 30% 25% 17%

At Least a High School Diploma 26% 3% 66%

Source: BBC analysis based on Public Use Microdata Samples; Bureau of Census, 1990.

About two-thirds of the employees in the overall workforce have at least a high
school degree. Only one-third of all employees in directly linked industries, and less than
one-third of crop farm workers have a high school degree. A substantial proportion of the
these workers have no high school educational background whatsoever. The limited formal
education of most crop farm workers and employees in linked industries, and the limited
English skills of some of these workers, could make it difficult for these individuals to
obtain newly created jobs in retail trade or services.

Some of the skills which these workers have might be applicable to work in certain
construction or manufacturing occupations. Exhibit VII-4, presented earlier in the baseline
economic profile of the study area depicts the number of jobs in each local economic sector
in 1980 and in 1993. Neither construction nor manufacturing appears to be growing
sufficiently to absorb large numbers of displaced farm workers and employees of linked
businesses. Interviews with economic development officials in the area indicated that new
manufacturing jobs attracted to the area, in aerospace and other light industry, may
demand technical skills not commonly found among the farm workforce.

Some local school districts in Medina County and Uvalde County offer programs
designed to assist adults who have not completed their high school degrees. Interviews with
representatives of the Hondo school district indicated that these programs are currently
undersubscribed and currently serve few, if any, farm workers. The Hondo school district
does not charge tuition for these programs, although adults seeking their GED are required
to pay for the costs of testing.

Some vocational training is available through both continuing education programs at
the local school districts and through the Southwest Texas Junior College, located in Uvalde.
The public school district programs generally charge a minimal tuition and may be available
to assist individuals who have not obtained a high school diploma. The College programs

may be inaccessible to much of the farm worker population because of cost and entry
requirements.

Support systems. Crop farm workers and employees in closely linked industries
tend to live in larger households, often with more wage earners, than other local residents.
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As shown in Exhibit XII-4, the average size of households headed by crop farm workers and
employees in directly linked industries is considerably larger than the typical household size
throughout the area. About twice as many households headed by these potentially
impacted workers include at least three workers as found in the overall study area.

EXHIBIT X1I-4.
Selected Household Characteristics of Potentially Impacted Employees

Porportion of
Average # of Household with at Average Household
Residents Least 3 Wage Eamners Income (1989)
Crop Farm Workers 3.96 26% $17,300
Employees in Linked Industries* 3.95 24% . $16,900
Overal Area Househoids 2.95 13%** $29,699 ==

* Includes employees of wholesale trade businesses supplying farm inputs and shipping crops
from the area and empicyees of agricuitural processions.
i Excludes non-working househoilds headed by retirees.

Source: BBC analysis based on Public Use Microdata Sampies; Bureau of Census, 1990.

The fact that farm worker households and households of workers in directly linked
industries tend to include more wage earners than average for the area might appear to
lessen some of the potential impacts on these households. However, given low combined
household incomes to begin with, it may be extremely difficult for these households to cope
with one less income for any extended period of time. Further, the PUMS data suggest that
many of these households would have more than one worker losing their jobs because the
water transfers. Of local households that include a farm worker (or an employee in a
directly linked industry) and at least one other employed person, about 25 to 30 percent
have more than one of the household members working in one of these likely impacted
occupations.

In some instances, farm worker households might suffer additional impacts because
of special living arrangements tied to their jobs. As shown in Exhibit XII-5, about one in
seven households headed by crop farm workers live in homes which are “rented without
cash payment,” typically according to some type of sharecropping arrangement. These
households might not only lose their monetary incomes, but also their homes as a result of
transfers.

Any farm workers who lose their special housing arrangements with farm owners
will confront a difficult local housing market. Due to difficulty in obtaining interim financing
to develop new homes, very few new units have been added to the local supply in recent
years, despite growth in local population. Affordable housing is scarce, although farm
workers with children do receive assistance from the county governments in obtaining places
to live. Farm workers without children would be in a particularly difficult housing situation
if they lose their current living arrangements.
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EXHIBIT XII-5.
Tenure of Households Headed by Farm Workers

Crop Farm All Local
Workers Households
Owned - Free and Clear 46% 44%
Owned — Mortgage 16% 27%
Rented for Cash 25% 24%
Rented, No Cash Payment 14% 5%

Source: BBC analysis based on Public Use Microdata Sampies; Bureau of
Census, 1990.

Apart from support from other members of their households, impacted employees
could also seek assistance from governmental sources.

Mobility of the farm worker/impacted employee population. If there are few
suitable possibilities for local employment in other sectors, many impacted workers could be
forced to either commute to work in other locations or move out of the area altogether.

Medina and Uvaide County crop farm workers and employees of directly linked
industries are not necessarily more mobile than the local population as a whole. As shown
in Exhibit XII-6, more than sixty percent of the potentially impacted workers lived in the
same house at the time of the 1990 Census that they had lived in five years before — a
slightly greater proportion of non-movers than found in the general population of the area.

EXHIBIT XII-6.
Mobiliity of Potentially impacted Workers

Lived in Same House 5 Years Ago

Yes No
Crop farm Workers 62% 38%
Employees in Directly Linked Industries 63% 37%
Overall Population 60% 40%

Source: BBC analysis based on Public Use Microdata Samples; Bureau of Census, 1990.

Given the seasonal variability common in crop farm employment and in many of the
directly linked occupations, a substantial portion of this workforce is accustomed to
working on a number of different farms, or for a number of different agricultural businesses,
throughout the year. With a reduction in the amount of suitable work available in the study
area, many of these workers might commute to seasonal jobs more frequently and over
greater distances. Greater travel time to work and more time away from the home could
place additional stresses on both the workers and their families.

Broader Community Impacts

Beyond the question of how individuals who lose their jobs as a direct result of

water transfers might cope with this hardship, water transfers could have a range of
additional social impacts on the community as a whole.
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Unempioyment, crime, and other social impacts. The job losses projected under
the 100 percent transfer scenarios could raise the local unemployment rate from current
levels of around six percent to nearly 15 percent. High unemployment could lead to greater
social problems such as crime, substance abuse and greater instability of family structures.
These factors could create perceptions of a local community in a state of decline.

Impacts on religlous institutions and community organizatlons. The social
impacts discussed above would place stresses on community support systems incuding
religious institutions, social service organizations, government agencies and informal support
mechanisms including extended families. For exampie, Medina Community Hospital is a
publicly owned not-for-profit hospital that is required to provide catastrophic medical care
to individuals without insurance or other resources. Although this requirement already
places a fiscal strain on the hospital, the costs of caring for uninsured farm workers are
often paid for by the farm owners. Following water transfers, this source of support could
be reduced, adding to the fiscal challenges facing the hospital.

The need for additional support would come at a time when the traditional sources
of funding for these institutions could also be reduced because of the transfers. Because of

lower incomes and job losses, water transfers may result in a fall in contributions to local
churches and community organizations.

In addition to reduced funding, religious, social and civic organizations might find
that longstanding members would leave the community as a result of diminished agricultural
activity. The relative stability of the agricultural population — as evidenced by the long
average tenure of farm operators and high concentration of local residents among farm
workers — might be disrupted by changes in the local economy resulting from transfers.
Potential turnover among these residents might remove considerable resources such as
experience, clout and effort from these non-business entities.

Impacts on long term economic development prospects. Our assumptions
concerning the nature of the water transfers are such that water would still be available for
new industrial, commercial and residential development in both counties. However, long
term economic development prospects in Medina County and Uvalde County might be
affected by a lasting perception of a community in decline. These perceptions could make it
more difficult for Medina County and Uvalde County to attract new businesses.

Impacts on sense of community. Much of Medina County is already well along in
diversification from an agricuiturally-based economy. Many households include at least one
worker that commutes to the San Antonio area. Transfers of Edwards irrigation supplies
could well accelerate the rate at which Medina County becomes integrated into the San
Antonio economy. This may have both positive and negative effects. Employment
opportunities are greater in San Antonio, and salaries and wages are higher for most San
Antonio jobs. This brings in substantial income to Medina County, which is then circulated
within the local economy. However, longer commuting times and a greater “San Antonio
focus” may make it harder to families to maintain the types of rural lifestyles that many
desire. The sense of community may suffer. The social impacts would be what one would
find in many small rural communities that have converted to bedroom communities of urban
areas. Of course, this may occur in Medina County with or without water transfers. Water
transfers may only hasten the process and, for many local residents, give a sense that this
economic future for the county was forced upon them.

While Medina County is well within the commuting shed of San Antonio; to date,
Uvalde County has not been a functional part of the San Antonio economy. Uvalde County
may be too distant from San Antonio jobs to for out-commuting to replace the economic
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stimulus now provided by irrigated crop farming. While Medina County can regain the lost
jobs resulting from any transfers of irrigation supplies, it would be much more difficult for
Uvalde County to rebound from these job losses. Therefore, the long term social and
economic impacts on Uvalde County could be much more pronounced in Uvalde County
than in Medina County.
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Impacts on religious institutions and community organizations. The social
impacts discussed above would place stresses on community support systems including
religious institutions, social service organizations, government agencies and informal support
mechanisms including extended families.

impacts on long-term economic development prospects. Our assumptions
concerning the nature of the water transfers are such that water would still be available for
new industrial, commercial and residential development in both counties. However, long-
term economic development prospects in Medina County and Uvalde County might be
affected by a lasting perception of a community in decline.

Impacts on sense of community. Transfers of Edwards irrigation supplies could
well accelerate the rate at which Medina County becomes integrated into the San Antonio
economy. This might have both positive and negative effects. Longer commuting times and
a greater “San Antonio focus” might make it harder for families to maintain the types of
rural lifestyles that many desire. The sense of community might suffer.

While Medina County is well within the commuting shed of San Antonio, to date,
Uvalde County has not been well integrated into the San Antonio economy. Uvalde County
may be too distant from San Antonio jobs for outcommuting to replace the economic
stimulus now provided by irrigated crop farming. While Medina County could regain the
lost jobs resulting from any transfers of irrigation supplies, it would be much more difficuit
for Uvalde County to rebound from these job losses. Therefore, the long term social and

economic impacts in Uvalde County could be much more pronounced than in Medina
County.

Key Observations Based on Findings

Substantial impacts on the local community would occur even if farmers were
compensated for transferring thelr supplles. This research demonstrates that the local

communities would be substantially impacted if all of the Edwards irrigation supplies were
transferred:

e study area output would decrease by $123 million,
» over 1,500 jobs would be lost in the two counties, and
» study area population could decrease by up to 3,800 people.

Large impacts on the local economy would occur regardless of whether or not
irrigators were compensated for their irrigation supplies. There are little differences in the
study team’s estimates of community-wide economic, demographic, fiscal and social
impacts between the compensated and the uncompensated transfer scenarios. Similarly,
paying irrigators $2,000 or more per acre (as opposed to the study’s assumed $1,000 per
acre compensation) for their irrigation supplies would not substantially lessen the total
impacts on the two-county region.

For example, even though transfers without compensation would bankrupt many of
the farmers losing the irrigation supplies, local banks could probably weather these losses
(federal land banks hold most of the land mortgages; local banks primarily make equipment
and operating loans). Shutting down the local crop processing and shipping operations
would have an even greater impact on the local economy than bankruptcy of local irrigators.
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Impacts on the two-county region would still be substantial if only 50 percent
of the water supplies were transferred. This study also shows that impacts on the local
communities would still be significant if only 50 percent of the water supplies were
transferred. The following compares the impacts if 50 percent of the Edwards irrigation
supplies were transferred:

* study area output would decrease by $67 million,
e 900 jobs would be lost in the two counties, and
+ population could decrease by up to 2,200 people.

(These impact estimates assume farmers are compensated for their supplies and that
vegetables are affected the same as other irrigated crops.)

Impacts would be far less if the highest value crops stayed in production. The
study team also examined economic impacts assuming 50 percent of the water supplies
were transferred, but that irrigation of vegetables would be unchanged (and irrigators were
compensated). This would keep local vegetable processors and shippers in business, a
major source of income and employment within the study area. To keep vegetables in
production, the transfer scheme would need to allow irrigators the flexibility to shift
remaining water supplies or crop production between farms or encourage an active market
for leasing remaining irrigated land. Under this scenario:

» study area output would decrease by $23 million,
* over 300 jobs would be lost, and
e study area population could decrease by up to 800 people.

There would still be hardships for those workers displaced from farm work and
other local jobs under this 50 percent scenario. Many of the farm workers, and perhaps
other displaced workers, might not have the education and skills for new jobs created
within the local economy. However, the smaller magnitude of these job losses would make
it more likely that displaced workers could find new jobs in the local area. Also, the smaller
magnitude would likely be less overwhelming for local support networks that could aid
these workers and their families.

Impacts on economic and demographic conditions during the first few years
following transfers could be more severe than the long-run impact estimates quantified in
this study. Some proportion of the lands which were formerly irrigated might remain out of
production altogether during this fransition phase.
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SECTION XIlIl.
Summary and Conclusions

Transfers of irrigation supplies could have major impacts on Medina County and

Uvalde County businesses, employees and residents that extend far beyond the farmers
involved in the transfers.

Economic Impacts

Transfer of all of the Edwards Aquifer irrigation supplies from Medina and Uvalde
Counties would have major impacts on the local economy, even if farmers were
compensated for the transferred irrigation supplies. The following summarizes the impacts
under this 100 percent transfer, with compensation scenario.

Impacts on output. Economic output from study area businesses would fall by
about $125 million if all of the Edwards irrigation supplies were transferred {including

impacts on crop production). This represents 8 percent of total economic output from
businesses in Medina and Uvalde Counties.

Impacts would be widely felt among different sectors of the local economy. Only
one-sixth of the impacts on output would be in the crop production sector. Effects on crop
processing and shipping would be much greater. Nearly one-half of the reduction in
economic activity would be in support sectors such as trade and services.

Impacts on employment. If all of the irrigation supplies were transferred, over
1,500 jobs would be lost in Medina and Uvalde Counties, about 7 percent of total jobs
located in these two counties. Over one-fifth of the local manufacturing jobs would be lost,
primarily due to closure of major food processors. About 13 percent of local agricultural
jobs would be lost. The number of jobs in wholesale and retail trade would be reduced by
11 percent.

Transition impacts. The projected impacts on the local economy represent the long-
run effects of water transfers, assuming formerly irrigated lands are successfully and
completely converted to dryland farming. Short-term impacts could be greater if certain
agricultural lands go out of production during the transition.



Demographic impacts

Based upon the estimates of job losses noted above, the combined population of
Medina and Uvalde Counties could be reduced by about 3,800 people (about 1,300
households) if 100 percent of the Edwards irrigation were transferred.

Fiscal Impacts on Local Governments

Because of the funding mechanisms of iocal governmental units, fiscal impacts on the
counties, municipalities and school districts would be relatively minor. Combined, Medina
and Uvalde Counties might lose about $150,000 per year in property and sales tax revenues

as a result of the water transfers. Tax rates might need to increase by 2 percent to recover
these lost revenues.

The Texas school district funding equalization system would eliminate fiscal impacts
on local school districts. The study team’s assessment of impacts on the local power
cooperative suggests that impacts on rate payers would be minimal.

Social Impacts

Farm owners and operators. Water transfers would create some dislocation of
farm owners and operators, even if irrigators were compensated for the transfers. Because
of the differences between irrigation and dryland crop operations — particularly the lower
yields, different crop types and high risk of dryland farming — not every former irrigator
would want to continue in crop production. Because many irrigators in these two counties
are older, water transfers might hasten farmers’ retirement. Many local farm owners work
off the farm, so sale of irrigation supplies might have little effect on their lifestyles. Farmers
that primarily lease irrigated land would need to convert to dryland farming, find new
employment, or relocate their operations outside the counties.

Even with certain dislocations among former irrigators, the economics of farming in
the area suggest that most formerly irrigated land would convert to dryland production. It
might be that different farmers would be working the land, however.

Farm workers and empioyees in directly related occupations. Assuming
irrigators were compensated for the transfers, impacts would fall hardest on farm workers
and employees in directly related occupations, the majority of whom are of Hispanic
descent. More than one-third of the jobs on crop farms would be eliminated. Many of these
potentially displaced workers have little formal education and limited English skills. It
might be difficult for these employees to find other jobs in the area. San Antonio jobs might
be difficult to obtain as well, and the long commuting distance limits this option for Uvalde
County residents.

Unemployment, crime, and other social Impacts. The job losses projected under
the 100 percent transfer scenarios could raise the local unemployment rate from recent levels
of around 6 percent (for the combined county area) to nearly 14 percent. High
unemployment couid lead to greater social problems such as crime, substance abuse and

greater instability of family structures. These factors could create perceptions of a local
community in a state of deciine.
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