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KANSAS v. COLORADO THIRD REPORT
SECTION I
INTRODUCTION

This Third Report essentially completes the remedy
phase of the trial for past violations of the Arkansas River
Compact. Evidence was presented on injury to Kansas for
the period 1950-94. Some additional depletions of State-
line usable flow continued until at least 1996, and so
damage figures will have to be adjusted to the time of
judgment. However, it is possible that the update can be
accomplished by stipulation, or at least without lengthy
additional proceedings.

The trial segment on the form and amount of Colo-
rado repayment for compact violations began on Novem-
ber 8, 1999, and was concluded on January 28, 2000. There
were 37 trial days during this segment of the trial (RT
Vols. 178-214), with 33 appearances by 19 expert wit-
nesses. A total of 306 exhibits were offered. Evidence on
money damages was heard first. Only three days at the
end of the trial were devoted to Colorado’s proposal to
repay past depletions in water. Closing briefs were filed
March 16, 2000, and reply briefs on April 24, 2000. A draft
copy of the Third Report was mailed to the states on June
30, 2000 requesting comments by July 28. Some changes
were made in response to those comments.

The final Kansas damage claim for money repay-
ment, as revised during the trial, was $62,369,173. Kan.
Exh. 1092, Table D7. This figure is in 1998 dollars. Colo-
rado reserved an Eleventh Amendment objection to any
damages based upon injuries to individual water users in



Kansas (RT Vol. 178 at 25-27), but subject to that reserva-
tion, Colorado’s evidence on Kansas’ damages amounted
to $4,742,070 in “nominal dollars,” i.e., the actual dollar
value when the damage occurred. Colorado indicated
that this total would be $9,047,075 if adjusted for inflation
to 1998, but without prejudgment interest. Colo. letter
dated 3/2/2000. Colorado also proposed an alternate
remedy of repayment in water instead of money. The
Colorado water repayment program called for the his-
toric shortage (approximately 428,000 acre-feet from 1950
to 1996) to be repaid over 15 years at an average rate of
30,000 acre-feet per year. Kansas opposed repayment in
water.

Kansas also made an alternate damage offer of proof
consisting of 16 exhibits (Kan. Exhs. 985-1000, with the
exception of 987). RT Vol. 190 at 66-69. These exhibits
included a quantification of the benefits to Colorado aris-
ing from the use of water to which Kansas was entitled.
RT Vol. 190 at 66. In my Second Report (Section XIII, a
copy of which is included as Exhibit 1 in the Appendix), I
rejected the legal theory that damages should be based on
gains in Colorado as opposed to injuries to Kansas. Prior
to the commencement of this trial segment Colorado also
filed a Motion in Limine to Exclude Evidence of Colo-
rado’s Benefits from Violations of the Arkansas River
Compact. That motion was granted by my July 28, 1999
Order (a copy of which is included as Exhibit 2 in the
Appendix), and on the basis of that Order, the offer of
proof was refused. RT Vol. 190 at 67. In its comments on
the draft Third Report, Kansas states that the offer of
proof was made not to support an award of damages on



the basis of Colorado gains, but rather to show the fair-
ness of the Kansas damage claim based upon its losses,
including prejudgment interest. Under the offer of proof,
Kansas’ damages would have amounted to $321,990,546.

Kansas analyzed its damages in four separate catego-
ries of costs or losses resulting from depletions of usable
Stateline flows. These were: (1) additional costs incurred
from pumping groundwater to replace depletions of sur-
face water deliveries; (2) increased costs to pump ground-
water in a larger regional area, both in the past and in the
future, due to water level declines attributable to deple-
tions of usable Stateline flows; (3) crop production losses
on lands in the ditch service areas that were irrigated by
surface water only, and did not have wells to replace
depletions of usable Stateline flows; and (4) secondary or
indirect economic losses to the Kansas economy resulting
from the increased costs of pumping and crop production
losses. Colorado experts did not believe that secondary
impacts to the Kansas economy could be established fac-
tually, but otherwise, Colorado accepted the Kansas
approach to damages (subject to its Eleventh Amendment
objection), and Colorado organized its response using the
same categories. RT Vol. 193 at 70-72.

Kansas did not seek separate damages for the reduc-
tion of groundwater supplies that were permanently lost
because of reduced groundwater recharge and increased
pumping to offset depletions of usable Stateline flows.
Kan. Exh. 892, Section A at 4.



4

SECTION II
RECENT PROCEDURAL HISTORY

The Supreme Court issued its first opinion in this
case (514 U.S. 673, 131 L.Ed.2d 759, 115 S.Ct. 1733) on
May 15, 1995, confirming my First Report and the funda-
mental finding that postcompact well pumping in Colo-
rado had violated Article IV-D of the Arkansas River
Compact. Article IV-D provides that upstream develop-
ment in Colorado shall not cause material depletions of
usable Stateline flows into Kansas. On remand, additional
trial proceedings were held to quantify the shortage, and
to assess Colorado’s current compliance with its compact
obligations. The states stipulated that depletions for the
period 1950-85 were 328,505 acre-feet, and I later found
that additional depletions for the period 1986-94 were
91,565 acre-feet.

My Second Report, filed in September 1997, sought
approval of the shortages, recognition of Colorado’s com-
pliance efforts, and a ruling on several legal issues affect-
ing the remedy phase of the trial. Exceptions were taken
only by Colorado on two of the legal issues determined.
Colorado excepted to my ruling that prejudgment interest
is not barred because the Kansas claim is unliquidated,
and that the Eleventh Amendment of the United States
Constitution does not bar an award of money damages
from being based, in part, on losses incurred by Kansas
water users. Kansas and the United States opposed the
Colorado exceptions. Rather than hearing and deciding
the issues at that time, the Court overruled the exceptions
without prejudice to Colorado’s right to renew those
exceptions at the conclusion of the remedy phase of the



trial. 522 U.S. 1073 (1998). Section XIV (Eleventh Amend-
ment) and Section XV (Prejudgment Interest) of my Sec-
ond Report are included as Exhibits 3 and 4, respectively,
in the Appendix to this Third Report.

A status conference was held on March 6, 1998, in
Denver. Among other matters, Colorado was ordered to
provide Kansas by September 15, 1998 (later extended to
November 1, 1998) a report describing how Colorado
intended to acquire and deliver sufficient makeup water
to offset Stateline depletions, if a water remedy should be
ordered. And Kansas was ordered to provide to Colorado
by November 16, 1998, its expert reports on money dam-
ages. Colorado delivered its own expert report on money
damages to Kansas in August 1999. Thereafter, additional
supplemental expert reports were exchanged. Through-
out this period of time, depositions of the experts and
others were taken upon schedules arranged by the states.

On May 11, 1998, the trial resumed to consider com-
pact compliance for the 1995-96 period, and the modeling
and other differences which then existed between the
states. At the conclusion of this trial segment, I issued an
order on January 11, 1999 deciding the modeling and
other issues, and ordering the states to re-run the H-I
model in accordance with those decisions for the purpose
of determining depletions to usable Stateline flow for the
years 1995-96. This was done, and the results were pre-
sented in the form of Joint Exhibit 183. In accordance
with that exhibit, I found by Order dated July 28, 1999,
that depletions for the 1995-96 period were 7935 acre-feet.
This Order brings the total depletions of usable Stateline
flows for 1950-1996 to 428,005 acre-feet. Copies of these



two orders are included as Exhibits 5 and 6, respectively,
in the Appendix.

Additional trial proceedings will still be required to
assess compact compliance for the period following 1996,
and to determine the sufficiency of Colorado efforts to
achieve full compliance.

As part of the recent remedy proceedings, Kansas
objected to certain portions of a Colorado expert report
(Colo. Exh. 1096) relating to mitigation of damages. The
objection was sustained in a written Order dated March
22, 2000, a copy of which is included as Exhibit 7 in the
Appendix.

During the remedy proceedings, Colorado objected
to the admissibility of certain expert testimony regarding
secondary economic damages to the Kansas economy.
This objection was based upon the “gatekeeper” require-
ments of Daubert v. Merrell Dow Pharmaceuticals, Inc., 509
U.S. 579, 125 L.Ed.2d 469, 113 S.Ct. 2786 (1993) and Kumho
Tire Co., Ltd. v. Carmichael, 526 U.S. ___, 143 L.Ed.2d 238,
119 S.Ct. 1167 (1999). The objection was overruled in a
written Order dated May 1, 2000, a copy of which is
included as Exhibit 8 in the Appendix.



SECTION III

WATER USE IN KANSAS AND
THE NOVEMBER 1998 STIPULATION

In Kansas, this case involves primarily the reach of
the Arkansas River between the Stateline and Garden
City, a distance of approximately 62 miles. This portion of
the Arkansas River roughly parallels U.S. Highway 50
and passes through the towns of Coolidge, Syracuse,
Kendall, Lakin, Deerfield, Holcomb, and Garden City.
Kan. Exh. 471; RT Vol. 27 at 50. Originally, eight canal or
“ditch” companies in Kansas diverted surface flows of
the Arkansas River in this reach. Today the Alamo and
Fort Aubrey ditches no longer operate, although the
lands formerly irrigated by these ditches continue to be
irrigated by wells. RT Vol. 28 at 15; RT Vol. 178 at 75. The
ditch companies now operating between the Stateline and
Garden City are, in downstream order, the Frontier, Ama-
zon, Great Eastern, South Side, Farmers, and Garden City.
Kan. Exh. 872 and 873. The Frontier ditch service area is
in Hamilton County. The remaining ditch companies
serve portions of Kearny and Finney Counties and overlie
the Ogallala groundwater aquifer. RT Vol. 178 at 60. In
1950, it was estimated that 50,839 acres were irrigated by
the eight canal companies. By 1994, the irrigated acreage
had declined to approximately 44,000 acres. Stipulation,
Table 4B, col. b. All of this land receives surface irrigation
deliveries from the Arkansas River, and in addition, some
lands receive supplemental water from wells. In 1950, the
percentage of lands having supplemental well water
available was 43.7 percent. By 1994 this percentage had
increased to 80.2 percent. Stipulation, Table 4B, col. t.



To determine money damages, it was necessary to
analyze the impacts in Kansas resulting from the annual
depletions to usable Stateline flows. These depletions
caused reductions in groundwater recharge from the
Arkansas River, as well as reductions in diversions by the
ditches in Kansas. RT Vol. 178 at 61-62, 92-94. In an effort
to establish these hydrologic and engineering facts before
trial, I ordered counsel for the states and their appropri-
ate experts to confer. After some six months of investiga-
tion and negotiations, the states agreed to a Stipulation
that was approved in November, 1998. This Stipulation is
a significant achievement by the parties and has provided
a common factual basis for experts for both states from
which to estimate damages.

The Stipulation includes a two-page summary for all
canals in the Kansas canal service areas for each year in
the period 1950-94, followed by similar two-page tables
for each of the eight Kansas canals, together with an
annual listing of total acres irrigated and acres also irri-
gated by wells. The two-page summary for all canals
(Table 4B) is included as Exhibit 9 in the Appendix. The
procedure used by the states in formulating the Stipula-
tion was first to determine the depletions to groundwater
recharge directly from the Arkansas River in Kansas. RT
Vol. 178 at 124, 127. The remaining depletions were then
allocated to the ditches in Kansas on the basis of relative
shortages in crop irrigation requirements. Depletions to
farm headgate deliveries were estimated by deducting
estimates of canal and lateral losses for each ditch (and in
the case of the Great Eastern ditch, losses due to storage
in Lake McKinney.) RT Vol. 178 at 62-63. The Stipulation
covers the years 1950-94, and during that period Stateline



depletions of usable flow totaled 420,071 acre-feet. Stipu-
lation, Table 4B, col. g.

These depletions resulted in lost groundwater
recharge in the amount of 220,252 acre-feet. This is the
total of all net reductions in groundwater recharge due to
ditch losses, reservoir seepage, farm delivery (canal)
losses, and river losses. Stipulation, Table 4B, cols. ah, ai,
aj, and second col. from right. When additional pumping
required to offset Stateline depletions is considered, the
total loss of Kansas groundwater for the 1950-94 period is
324,866 acre-feet. Id. at cols. ac, ad, last col. page 2.

The Stipulation also calculates the amount of pump-
ing that was required by farmers in the canal service
areas in order to make up for depletions of usable State-
line flows. This figure is 154,526 acre-feet. Id. at col. u; RT
Vol. 178 at 69; Kan. Exh. 892, Table Al. The Stipulation
also determines the amounts of the depletions to farm
headgate deliveries that were not replaced by well pump-
ing. This amount is 72,036 acre-feet for the 1950-94
period. Stipulation, col. v; RT Vol. 178 at 128. This is the
shortage to the “surface water only lands.”

In addition to the Stipulation allocating depletions,
Kansas used, and Colorado accepted, a groundwater
model to determine water level declines in the regional
area, beyond the ditch service areas, resulting from
depletions of usable Stateline flow. RT Vol. 178 at 76-77,
94; Kan. Exh. 874. This model was adapted by Kansas
expert Steven Larson from an earlier groundwater model
developed by the U.S. Geological Survey. Kan. Exh. 874 at
5-8; RT Vol. 179 at 37-39.
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SECTION 1V
MONEY DAMAGE ISSUES

One commentator has said, there is a “special drama”
when one state sues another invoking the original juris-
diction of the Supreme Court.! If so, that drama is surely
heightened by the money damage issues in this case.
Judgments requiring the payment of money between
states are rare, and historically have involved only liqui-
dated amounts. South Dakota v. North Carolina, 192 U.S.
286, 48 L.Ed. 448, 24 S.Ct. 269 (1904) (amount due on
bonds); Virginia v. West Virginia, 220 U.S. 1, 55 L.Ed. 353,
31 S.Ct. 330 (1911), 238 U.S. 202, 59 L.Ed. 1272, 35 S.Ct.
795 (1915), 246 U.S. 565, 62 L.Ed. 883, 38 S.Ct. 400 (1918)
(involving payment of a proportionate share of a known
debt); Maryland v. Louisiana, 451 U.S. 725, 68 L.Ed.2d 576,
101 S.Ct. 2114 (1981), 452 U.S. 456, 69 L.Ed.2d 156, 101
S.Ct. 3075 (1981) (refund of taxes improperly collected).
There is no precedent for the calculation of money dam-
ages for violation of an interstate water compact.

This Court ruled in Texas v. New Mexico, 482 U.S. 124,
96 L.Ed.2d 105, 107 S.Ct. 2279 (1987) that a suitable rem-
edy for violation of the Pecos River Compact could be in
water or money, but on remand the states stipulated to a
money judgment. Texas v. New Mexico, 494 U.S. 111, 108
L.Ed.2d 98, 110 S.Ct. 1293 (1990). The issues were not
tried. The Arkansas River Compact is similar to the Pecos
Compact, and in my Second Report, I concluded that

1 Vincent L. McKusick, Chief Justice (Retired), Maine
Supreme Judicial Court, Maine Law Review, Vol. 45, Number 2,
1993.
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Texas v. New Mexico is controlling and that a remedy here
may be in terms of money damages or in water. Second
Report at 72. In this Third Report, in Section XII, I have
concluded that repayment of the shortage by making
additional water deliveries, as proposed by Colorado, is
not appropriate, and that Kansas should be compensated
for its losses by monetary damages.

A. Legal Issues.

Damages in this case depend upon several funda-
mental legal issues, as well as a multitude of factual
questions. The legal issues include these questions:

1. Should the measure of damages be based
upon the gains to Colorado farmers resulting from the
use of Kansas’ entitlement, or upon the injuries suffered
by Kansas from the depletions of usable Stateline flow? I
recommended in my Second Report that damages should
be based on Kansas’ loss rather than upon any gain by
Colorado. That section of the Second Report is again
included here as Exhibit 1 of the Appendix. The damage
segment of the case was tried on the basis of this ruling,
and accordingly I granted Colorado’s motion in limine to
exclude evidence of Colorado’s benefits (Exhibit 2
herein), and refused an offer of proof by Kansas during
the trial, rejecting 16 exhibits. RT Vol. 190 at 66-69. In its
comments to the draft Third Report, however, Kansas
states that it was not the purpose of the evidentiary offer
to provide for an award based on Colorado gains. Rather,
its purpose was to show that the Kansas damage claim
based upon its losses, including prejudgment interest for
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all years, represented “a fair and equitable solution.”
Texas v. New Mexico, 482 U.S. at 134.

2. Does the Eleventh Amendment of the United
States Constitution preclude any damage recovery to
Kansas based upon losses sustained by the farmers in
Kansas? Again, in my Second Report this issue was con-
sidered at length, and I recommended in Section XIV
thereof that the Court should reject the Colorado argu-
ment. A copy of that section is now included as Exhibit 3
of the Appendix in this Third Report. Colorado filed an
Exception to this recommendation. The Exception was
overruled, but without prejudice to renewal at the conclu-
sion of the remedy phase.

The evidence received during this recent damage
phase reinforces my original ruling. A large area of south-
western Kansas, almost 800,000 acres, has suffered from
the compact violations, and will continue to be damaged
for decades. Over the period 1950-94 the groundwater
resources of the state were permanently damaged;
324,866 acre-feet of groundwater from the Ogallala aqui-
fer have been lost because of the depletions of surface
flows. Increased costs and lost farm income in the region
have also caused secondary economic impacts through-
out the state. A United States Geological Report stated:
“Severe decreases in flow of the Arkansas River and
declines in groundwater levels pose a serious threat to
the economy of southwestern Kansas.” Jt. Exh. 126. I note
also that while Colorado maintains that the Eleventh
Amendment precludes damages based on losses to
farmers, it sought in these remedy proceedings to require
the Kansas farmers to drill wells in order to mitigate the
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shortage of surface flows caused by Colorado. This Colo-
rado position runs contrary to its Eleventh Amendment
argument.

Subject to Colorado’s right to raise the Eleventh
Amendment issues as an Exception to this Third Report,
the damage phase was tried using regional increases in
farm costs and reduced crop yields as a measurement, in
part, of Kansas’ damages.

3. Can prejudgment interest be awarded, as a
matter of law, on an unliquidated claim? And, if so,
should prejudgment interest be included as part of Kan-
sas’ damages based upon the law and facts in this case?
Colorado’s initial argument that prejudgment interest
may not be included on an unliquidated claim was
rejected in Section XV of my Second Report, and a copy
of that section is included as Exhibit 4 of the Appendix.
Colorado’s Exception was overruled, but with a right to
renew. During the trial segment on damages, Kansas’
evidence on prejudgment interest was admitted, and my
analysis of the prejudgment issues, and my recommenda-
tion, appear in Section XI of this Third Report.

4. Was Kansas obligated to mitigate its damages
by drilling wells? My ruling on this issue, namely, that
Kansas farmers were not so obligated, is included as
Exhibit 7 of the Appendix.

5. Should expert testimony by Kansas’ experts
on secondary economic damages have been barred by the
“gatekeeper” requirements of Daubert v. Merrell Dow
Pharmaceuticals, Inc., 509 U.S. 579, 125 L.Ed.2d 469, 113
S.Ct. 2786 (1993)? My opinion overruling that Colorado
objection is found in Exhibit 8 of the Appendix.
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B. Factual Issues.

The factual issues, of which there were many, arose
in the context of the data relied upon by the various
experts in forming their damage opinions. Actually, the
factual disputes could have been far more numerous had
it not been for the good cooperation between the states,
and the fact that Kansas has one of the largest farm
record systems in the United States. RT Vol. 189 at 85-86.
Colorado’s counsel, in his opening statement, explained
that one of the reasons for originally proposing a water
remedy was Colorado’s concern over whether enough
data would be available, particularly in the early years,
from which to estimate damages. RT Vol. 211 at 47. How-
ever, he went on to say, “I, at least, have been somewhat
amazed” at how much data the economists have been
able to find in regard to well pumping costs. Id. While he
still acknowledged disagreements between the states, he
viewed them as “more a matter of degree at this point
rather than magnitude.” Id.

Each state had an economist as its lead expert. For
Kansas, it was Professor Norman K. Whittlesey.2 For

2 Professor Whittlesey retired three years ago after serving
more than 20 years as a full professor and agricultural
economist at Washington State University. Last year he was
honored as a Fellow of the American Agricultural Economics
Association. His publications, including books, refereed journal
articles, technical bulletins, published papers, conference
papers, and popular periodicals, take up some 14 pages of his
qualifications. Kan. Exh. 891. Many of these publications bear
directly on the issues in this case, including the value of water.
He testified as an expert witness for the State of New Mexico in
the interstate water case involving the Pecos River and the State
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Colorado, it was Professor Dennis Wichelns.? The basic
expert report on Kansas’ damages is Kan. Exh. 892, which
covers the period from 1950 to 1994. This report, of which
Professor Whittlesey is the lead author, was provided to
Colorado pursuant to a pretrial order in November 1998,
about a year before the damage phase of the trial began.
Colorado’s report on a water remedy was exchanged at
the same time, and its money damage report was deliv-
ered to Kansas in August 1999. The basic Colorado report
on money damages is Colo. Exh. 1096, of which Professor
Wichelns is the sole author. The Colorado report follows
the same organizational format as Kansas’ report, and so
year by year comparisons of data used and results can be
readily made. The states exchanged rebuttal reports prior
to trial.

In preparing his initial report, Kan. Exh. 892, Pro-
fessor Whittlesey relied upon local, regional and some
national level data. His effort was to estimate average
conditions throughout the ditch service areas and sur-
rounding region which affected agricultural costs, crop

of Texas. He has done consulting work for the State of Idaho
(Snake River), Bonneville Power Administration, Natural
Resources Defense Council, U.S. Corps of Engineers, EPA,
General Accounting Office (water value) and the Office of
Technical Assessment of U.S. Congress (water value in
irrigation).

3 Professor Wichelns’ qualifications appear in Colo. Exh.
1095. He is an Associate Professor, Department of Resource
Economics, University of Rhode Island, and has held that
position since 1992. The listing of his publications also requires
many pages. His research and consulting work have specialized
in agricultural production and irrigation, and in water
economics.
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yields and income. Data was collected or estimated on an
annual basis beginning in 1950. The underlying hydro-
logic conditions (water diversions, depletions, well pro-
duction, etc.) were settled by the 1998 Stipulation. The
use of “average” annual data is appropriate, and is the
only practical way to assess the regional impacts of the
surface water depletions. Colorado used the same
approach. Professor Whittlesey’s first calculation of dam-
ages, as delivered to Colorado in 1998, was 77.67 million
dollars. Kan. Exh. 892, Section D, Table D6 at 28.

With the Kansas accumulation of data and analyses
in hand, Professor Wichelns undertook his own investiga-
tion. He concentrated first on Kansas sources to obtain as
much local data as possible: from Kansas State University,
Kansas Farm Facts, Kansas Statistical Abstracts, Kansas
Board of Agriculture, and the Kansas Farm Management
Association. As a result of this work, the preparation of
Professor Wichelns’ report, and subsequent expert depo-
sitions, Kansas acknowledged that significant reductions
in its damage claim should be made. In its opening state-
ment, counsel for Kansas stated the damages being
sought were $64 million, as opposed to the earlier calcu-
lations which placed damages at nearly $78 million. RT
Vol. 178 at 14. Because of the compound interest factor,
relatively small changes in the underlying data (for exam-
ple, in the price of natural gas used to fuel pumps) can
have significant impacts on the damage claim. It is a
tribute to the professionalism of the experts on both sides
that during the course of the trial, further revisions con-
tinued to be made as better data or analyses emerged.
The final Kansas figures are found in Kan. Exh. 1092; the
final Colorado data tables in Colo. Exhs. 1265A and B.
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SECTION V

ADDITIONAL PUMPING COSTS REQUIRED TO
REPLACE DEPLETIONS OF
USABLE STATELINE FLOW

The first component of Kansas’ damages relates to
the additional costs of pumping groundwater required to
replace depletions of usable flow from the Arkansas
River. This category of damage was confined to the lands
within the ditch service areas. The amount of additional
pumping required, i.e., 154,526 acre-feet, was agreed
upon as part of the 1998 Stipulation. The total was then
allocated among the canal companies annually for the
1950-94 period of time. Many of the farmers had wells to
supplement their surface water supplies, and as to those
lands, the Kansas experts assumed that the wells would
have been used to replace the surface water depletions.
Professor Whittlesey suggests that it would not always be
true that the well capacity of each farm was sufficient to
replace depletions of surface flow. Kan. Exh. 892, Section
A at 4. Nonetheless, it was conservatively assumed that
all depletions would be made up by pumping, and hence,
crop yield and gross income would not suffer. Id. at 4-5.
Only increased costs were considered, with the conse-
quent impact on net farm income.

Colorado agreed with the “basic approach used by
the Kansas experts to estimate the increased pumping
cost.” Colo. Closing Br. at 21; RT Vol. 193 at 70-71, RT Vol.
194 at 66-67, 151-52.
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A. Methodology and Factual Agreements.

Well pumping costs consist of capital costs, and vari-
able costs such as repairs, fuel, maintenance and opera-
tion labor. The general procedure followed by the Kansas
experts was first to estimate the capital investment costs
for irrigation wells, pumps and motors. Kan. Exh. 892,
Section A at 6. These costs have now been agreed upon
by the states for the period 1950-90, although some differ-
ences still remain for the years 1991-98. RT Vol. 210 at 9;
Colo. Exhs. 1232*, 1245A; Kan. Exh. 1001, Table A2.
Investment costs were then depreciated in a straight line.
Kansas originally used 20 years for irrigation wells, and
10 years for pumps and motors, in order to determine the
annual cost of depreciation. Kan. Exh. 892, Section A at
9-10. Prior to trial, in its rebuttal report and in response to
Colorado criticisms, Professor Whittlesey lengthened the
depreciation period for wells to 25 years, and for pumps
and power units to 15 years. Kan. Exh. 1001 at 2. He also
assumed an annual use level of 2500 hours. Id., Kan. Exh.
892, Section A at 18.

Professor Wichelns, the Colorado expert, also made
adjustments to his report. Earlier he had taken the posi-
tion that the useful life of an irrigation well in Kansas did
not vary with the number of hours pumped, and he
rejected the inclusion of any depreciation and interest
charge in well investment costs. Colo. Exh. 1096 at 13. In
his surrebuttal testimony, however, Professor Wichelns
agreed that it was not unreasonable to assume that wells
do wear out partly due to use, as well as to age, and he
applied 50% of the depreciation and interest charges on
well investment in order to determine the additional
costs of pumping. RT Vol. 210 at 24-25. He also accepted
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Kansas’ annual interest costs which were based on inter-
est rates for new real estate loans in agriculture. Kan.
Exh. 892 at 6, 10, Table A4; Colo. Exh. 1245C.

Once annual costs of depreciation and interest were
determined, Kansas divided them by the average annual
hours of use over the life of the investment in order to
estimate an average annual cost per hour. Kan. Exh. 892
at 6. Estimates of well pumping capacities were used to
determine the number of additional hours of pumping
required to replace depletions, and hence, the added
fixed costs imposed by the depletions. Id. These fixed
costs were then combined with estimated variable costs
of pumping in order to estimate the total cost per hour to
pump groundwater in each of the ditch service areas. Id.
at 6, 20. Since the Stipulation established the amount of
additional groundwater pumping required each year dur-
ing 1950-94 to replace depletions, the cost of such pump-
ing could be determined by dividing the volume of
groundwater pumped to replace depletions by the flow
rate of the wells to determine the hours of additional use.
These added hours of use in each ditch service area were
then multiplied by the estimated average hourly cost of
pumping for each year. Id. at 20.

Finally, Kansas adjusted the annual cost to pump
additional groundwater for estimated federal and state
income tax payments, and then compounded such annual
costs to include interest through 1998. Id. at 21. The final
results of the Kansas procedure are presented in Kan.
Exh. 1092, Table A18.



20

B. Investment Costs.

By the conclusion of the evidentiary proceedings, the
states had agreed upon the original investment costs for
wells, pumps and motors for the period 1950-90. RT Vol.
210 at 9.4 However, while the differences among experts
had been narrowed, there still remained these issues:
(1) investment costs for the period 1991-98; (2) whether
the full costs of wells should be depreciated, or only one-
half thereof, and (3) whether electric motors should be
depreciated over 15 or 25 years.

With respect to well investment costs for the period
1950-90, the Kansas experts originally used estimates pro-
vided by A.A. Rauhut, the former sales manager of
Henkle Drilling and Supply Company in Garden City,
Kansas. Kan. Exh. 892, Section A at 8. Later, records
produced at deposition showed some significant differ-
ences between actual costs and Mr. Rauhut’s estimates.
Colo. Exh. 1108 at 10-13; RT Vol. 194 at 68-86. In response,
Kansas had Spronk Water Engineers compile cost data
from the actual Henkle records, and these data were
included in the October, 1999 Supplement to Kansas’
original expert report. Kan. Exh. 1001, Table A2. The
revised well investment costs were accepted by Colorado.
RT Vol. 210 at 9.

Professor Whittlesey understood initially that the
Henkle data extended only through 1990. RT Vol. 179 at
161; RT Vol. 204 at 61.5 Therefore, for the period 1991-98,

4 Revisions were made to the expert reports of both states.

5 This was incorrect. Henkle did have later records.
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Kansas used data from Kansas State University, Depart-
ment of Agricultural Economics. Id. These investment
costs had been collected through a survey of well drillers
and well development companies in western Kansas for
the purpose of establishing appraisal values. RT Vol. 179
at 161; RT Vol. 204 at 53-54, 71. Professor Wichelns, how-
ever, believed that the Kansas State University data did
not “coincide well” with the Henkle data for 1986-90. RT
Vol. 210 at 9. Accordingly, he adopted a different
approach for 1991-98. He took the 1986-90 values from
Henkle and adjusted them, using “price indices for irriga-
tion equipment” that were taken from the Kansas Cooper-
ative Extension Service. RT Vol. 210 at 9-10.

Colorado argues that the Kansas State University
values were “substantially” higher than the Henkle costs
for the years when they overlapped, and that Kansas
should have continued to rely on the Henkle data. Colo.
Closing Br. at 25. Professor Whittlesey recognized that the
KSU data were somewhat higher, and so he averaged the
1988-98 costs and used that result for the next three years
(1996, 1997 and 1998). Kan. Exh. 1001 at 2, RT Vol. 204 at
64-65. He believed that this was a “conservative”
approach. RT Vol. 204 at 54-55. In any event, the overlap
with Henkle 1986-90 data was brief, and any comparison
was much dependent upon the well depths selected. Col-
orado maintains that Professor Whittlesey could have
obtained additional Henkle data for the period after 1990,
but did not do so. Of course, Colorado did not do so
either. Instead, Professor Wichelns relied upon a price
index for irrigation equipment to adjust the 1986-90
Henkle costs. RT Vol. 210 at 9-10. There was no evidence
to support the view that an equipment index was an
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appropriate method of estimating construction costs of a
well.

With respect to depreciation, Colorado expert James
Slattery testified that the average age of wells within the
ditch service area was approximately 34 years (in contrast
to 20 years, revised to 25, used by Kansas). Colo. Exh.
1076 at 2, RT Vol. 191 at 27. Moreover, it was Professor
Wichelns’ initial view that the useful life of an irrigation
well did not vary with the number of hours pumped.
Colo. Exh. 1096 at 13. Hence, he concluded that it was not
appropriate to include depreciation or an interest charge
on well investment costs. Id. The average age of 34 years
was computed by Mr. Slattery from a well database
developed by the Kansas Division of Water Resources.
Colo. Exh. 1076 at 2. It became clear, however, that this
database did not record all re-drills of wells. It showed
only the last year “if replaced more than once.” Hence, in
the Colorado averaging process, one well was assumed to
be 85 years old, and more than 30 wells exceeded 60
years. Kan. Exh. 1043. Dale Book, a principal Kansas
expert during the liability phase of the trial, properly
concluded that the database did not include complete
information from which the useful life of wells could be
determined, and he did not use that evidence. RT Vol. 209
at 27-28. Based upon references in the literature, testi-
mony in the 1990 phase of the trial, and more recent
consultations with local well experts, Book testified to a
useful life of 25 years, and Professor Whittlesey extended
his depreciation period on wells from 20 to 25 years. RT
Vol. 209 at 28-29; RT Vol. 202 at 103-104. This is also the
well life that Professor Wichelns used in his original
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report for Colorado. RT Vol. 202 at 77-78; RT Vol. 210 at
12.

Professor Wichelns, in his surrebuttal testimony,
modified his position that wells wear out only with age,
and not by use. RT Vol. 210 at 24-25. As a “compromise”
with Kansas, he allocated 50% of the depreciation and
investment charge to irrigation wells. Id. at 24. There was
ample evidence, however, to support the consistent Kan-
sas view that wells do depreciate with use. RT Vol. 202 at
78, 101-03; RT Vol. 209 at 28-29; Kan. Exh. 1002 at 1-3.
Pumping affects the water table, and can cause problems
of cascading water and air, sanding, plugging of filters,
and casing deterioration. All of these impact the useful
life of a well, and when it may have to be re-drilled. RT
Vol. 209 at 28-29.

Professor Whittlesey depreciated electric motors over
15 years, although he acknowledged that there was some
general literature support for using 25 years. In this case,
however, after consulting with local people in the well
business concerning the type of electric motors actually
being used, and considering the fact that electric wells
were being replaced rapidly as natural gas became avail-
able, he concluded that 15 years was an appropriate life
to use in this case. RT Vol. 204 at 76-77. This was a
reasonable approach.

C. Variable Costs of Pumping.

In addition to capital or fixed costs, the variable costs
of increased groundwater pumping must be considered.
These are costs for repairs, fuel (electricity or natural
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gas), power unit maintenance, well operation labor, gear
oil, engine oil, and drip oil. Gear oil is used to lubricate
the gear box in gas engine systems. Engine oil is used in
natural gas engines. Drip oil is used for lubricating the
column that drives the turbine. These minor costs of
lubrication were adjusted downward by Kansas to accept
the values used by Colorado. Kan. Exh. 1001, Table A9;
Colo. Exh. 1096, Table CO-A9. Thus, the states are now in
agreement on these lubrication costs. However, the more
significant costs of repairs, fuel and labor remain in dis-
pute.

1. Repair Costs.

Kansas experts originally estimated repair costs from
records of the Garden City Company which included
total well expenses for the years 1971 through 1996. Kan.
Exh. 892, Section A at 10-12; Table A5. These were records
on 67 to 88 wells, depending upon the particular year
examined. Id. Professor Whittlesey’s procedure was first
to remove the annual variation in these repair costs, and
to extend the data over the entire 1950-96 period since
there were no records for the period 1950-70. Kan. Exh.
892, Section A at 11; RT Vol. 204 at 81. This was accom-
plished using a well cost index constructed from the
average total cost of well investment, normalized in 1998.
Kan. Exh. 892, Section A at 11, Table AS5, col. e. The index
transformed annual repair costs per hour to a 1998 value.
These costs were then averaged for the 1971-96 period,
and the average value ($1.38 per hour) was extended
back in time to 1950 using the well cost index. Id. at 11,
Table A5. The result of this procedure was to produce
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annual repair costs per hour for groundwater pumping in
the ditch service area.

However, as Professor Wichelns pointed out in his
report for Colorado, these “total well expense” data
included expenditures in addition to repairs. Colo. Exh.
1096 at 20. Although the Kansas experts had not under-
stood this when undertaking their original investigation,
they acknowledged during the trial that these data did
include costs for lubrication, power unit maintenance,
and well operation labor. RT Vol. 185 at 16-17. These
items had been separately estimated by Kansas as addi-
tional variable costs, and so they had to be removed from
the repair computations in order to eliminate double
counting. RT Vol. 204 at 117. The modified repair costs are
now shown in Kan. Exh. 1074, col. (b). Average per-hour
repair costs in 1950 show a reduction from 24 to 17 cents,
and in 1998 from $1.34 to 79 cents. Lubrication and labor
costs are shown separately in Kan. Exh. 1092, Table A9.

Colorado, on the other hand, relied upon three
studies of irrigation pumping costs for the early years,
and after 1982 upon detailed records maintained by the
Garden City Company for each of its wells and engines.
The results of its work appear in Colo. Exh. 1096, Table
CO-AS5. From the three studies, Professor Wichelns had
repair values for 1950, 1961 and 1966, and then in 1982
from the Garden City Company records. Colo. Exhs. 1114,
1115, 1201. Intervening annual values were calculated by
interpolation among these data points. RT Vol. 195 at
55-56. From 1982 forward, the Garden City Company data
were used. Id. at 56. A side-by-side comparison of Kansas
and Colorado repair costs appears in Kan. Exh. 1074, col. (b).
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Neither state is exempt from valid criticism about the
accuracy of its results — which may not be surprising
considering the historic time period involved. The final
revisions to the Kansas data were not made until after
both Kansas and Colorado had completed their cases in
chief. Kan. Exh. 1074 cf. to Kan. Exh. 1001; RT Vol. 204 at
102-03. Even then, Kansas did not take advantage of
specific repair records that had become known during
depositions. Colo. Exh. 1113 at 21-24, Deposition Exh. 9.
Rather, Professor Whittlesey used an oblique approach,
calculating repairs as the residual of certain expenses.
This approach involved using the IEES model to calculate
lubrication and certain labor expenses, and then deduct-
ing those costs from the Garden City Company’s “total
well expenses” to get repair costs. RT Vol. 204 at 117.
These costs were then extended over the 1950-70 period
using the well cost index. One of the problems with this
use of the well cost index is the assumption that repair
costs are roughly proportional over time to total well
investment costs. However, by 1971, all but one of the
Garden City Company wells were powered by natural
gas engines, whereas in 1950 almost half had electric
motors. Kan. Exh. 892, Table A7; RT Vol. 204 at 91-92,
96-97. And there was substantial evidence indicating that
repair costs for electric motors were much less than repair
expenses for natural gas engines. Kan. Exh. 1065 at 15; RT
Vol. 204 at 84, 87; Colo. Exh. 1115 at 51-52.

Looking to the Colorado repair costs, Professor Whit-
tlesey in his rebuttal testimony pointed to certain defi-
ciencies in the three studies on which Colorado relied for
values during the 1950s and 1960s. RT Vol. 202 at 105-117.
The 1950 data point does appear weak. However, there
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are strong data in the Sirohi and Trayer Studies which
Professor Whittlesey did not appear to consider. Colo.
Exhs. 1114, 1201. On rebuttal, Professor Whittlesey essen-
tially recognized these anchor points. RT Vol. 203 at
13-14; Kan. Exh. 1074. The Trayer thesis was based on a
survey of 75 Kansas Farm Management Association mem-
bers in southwest Kansas in 1966. Colo. Exh. 1201 at
26-27. The survey included 158 irrigation wells, most of
which were powered by natural gas. Id. at 38. It is true
that some responses were given in round numbers, indi-
cating less than complete accuracy. But despite Kansas’
doubts, the repair cost estimate from this study (20 cents
per hour) was not much less than the final revised esti-
mate of the Kansas experts (24 cents per hour).

For the year 1982 and forward, Colorado used indi-
vidual well record sheets produced by the Garden City
Company on deposition. Colo. Exh. 1113, Deposition Exh.
9 and 26. The general manager of the company testified
that these records showed “all costs for repairs.” Id.
21-24. These sheets described each item of repair work
done, the date, and the cost. It is true, as Professor
Whittlesey pointed out, that some work seemed to
include capital items rather than mere repairs. But that
only increased the “repair” costs, to the advantage of
Kansas. It is also true that some sheets show repair work
done without a cost, or without accounting for shop
labor. The vast majority of the sheets, however, are
extremely detailed and complete.

The Colorado approach is more straightforward, and
while the early data are sketchy, I find that the weight of
the evidence supports the use of Colorado’s repair costs.
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2. Electricity Costs.

Rates paid for electricity to pump groundwater origi-
nally represented a significant cost difference between
the states. Kan. Exh. 892, Table A8; Colo. Exh. 1096, Table
CO-A8. The Kansas experts at first used electricity prices
obtained from Rodger Funk, a farmer in the ditch service
area who is a member of the Kansas Farm Management
Association, and who maintained detailed records of his
farm expenses. RT Vol. 182 at 49. Kansas had attempted to
obtain records from the local power company, Wheatland
Electric Cooperative, Inc., but had been told that such
records did not exist. RT Vol. 182 at 51.

As the experts found out later, the Funk records were
for tailwater pumping, not for irrigation wells. Tailwater
pumps have shallow lifts and use a relatively small
amount of electricity. Since Wheatland employed a
declining block rate system of pricing, i.e., the greater the
use, the lower the rate, the Funk rates for tailwater
pumping were high. They substantially over-estimated
the electricity costs for irrigation pumping generally. RT
Vol. 194 at 153-54. It was also learned that the Wheatland
Electric Cooperative had actually filed reports with the
Kansas Corporation Commission showing all of its rates,
including irrigation rates, from 1949. RT Vol. 182 at 52.
These data from the Kansas Corporation Commission
were supplied by Kansas to Colorado in April, 1999, and
were used by Professor Wichelns in his report. Colo.
Exhs. 1133, 1134; RT Vol. 194 at 154-55. Kansas subse-
quently revised its electricity rates in the October, 1999
Supplement to its primary report. Kan. Exh. 1001, Table A8.
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There remain minor differences for electric rates in
the expert reports for the two states, but the overall
impact of the differences is not consequential. After the
mid-1960s, virtually all wells were powered by natural
gas engines, and electricity costs ceased to be a factor in
assessing additional pumping costs. Kan. Exh. 1092, Table
A7. Professor Wichelns in his report held electricity prices
constant at one cent per kWh from 1950 to 1974. Colo.
Exh. 1245E. The rates finally used by Kansas were some-
times slightly under, and sometimes slightly over, one
cent per kWh. Kan. Exh. 1001, Table A8. The variation
depends upon the differences between summer and win-

ter irrigation rates, and on that basis the Kansas schedule
should be used.

3. Natural Gas Costs.

Based upon the records of the Garden City Company,
the numbers of natural gas and electric wells used in the
ditch service areas were about equal in the early years.
However, by the mid-1960s, virtually all irrigation wells
had been converted to the use of natural gas engines.
Kan. Exh. 892, Table A7. At first, the experts disagreed
sharply over natural gas costs. Kan. Exh. 892, Table AS;
Colo. Exh. 1096, Table CO-A8. However, the Kansas
experts subsequently revised their gas costs downward,
close to the rates used by Professor Wichelns for Colo-
rado. Some small differences still remain. Kan. Exh. 1092,
Table A8.

Professor Whittlesey initially had relied upon the
natural gas prices paid by commercial customers. Kan.
Exh. 892, Section A at 15. He stated in his report for



30

Kansas that while farmers had faced a range of natural
gas prices over time, he thought that the rates used
adequately represented “the average gas prices faced by
study area farmers from 1950 to 1996.” Id. However,
Professor Wichelns, the Colorado expert, pointed out that
these natural gas prices were substantially higher than
those reported by farmers in their 1990 testimony during
the liability phase of the trial. Colo. Exh. 1096 at 16-17; RT
Vol. 33 at 28-30. One reason for lower prices in the trial
testimony is the fact that southwest Kansas overlies a
large gas field. Many farmers have natural gas wells in or
near their farm fields, and can purchase gas at “well-
head” prices which are much lower than those charged to
commercial customers for “pipeline” gas. Colo. Exh. 1096
at 16-17. Professor Wichelns, therefore, constructed an
alternate series of natural gas prices based upon the
earlier trial testimony of farmers, the records of the Gar-
den City Company, and the records of Rodger Funk,
taking into account the availability of wellhead gas. RT
Vol. 195 at 19-46, Colo. Exhs. 1121, 1123A and B, 1124-26,
1128-30.

In response to Colorado’s criticisms, Kansas under-
took a further investigation of gas prices. The work was
done by Dale Book, who has been involved in consider-
able data collection and analyses since commencement of
the trial in 1990. He received and tabulated information
on both wellhead and pipeline prices, and developed a
weighted annual price series. RT Vol. 209 at 35. Pipeline
rates came from filings with the Kansas Corporation
Commission by the Kansas-Nebraska Company, the larg-
est supplier in the area. Id. at 36. Prices paid for wellhead
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gas vary from farm to farm depending upon lease condi-
tions, and are not reported. A further complicating factor
is the increase that has occurred in more recent years in
the price of wellhead gas as production from some gas
wells declined. Book, however, had some specific data
points from the Garden City Company records, and from
prior trial testimony by farmers. RT Vol. 209 at 36-40. He
prepared a weighted prices series which represents the
use of 65 percent wellhead gas and 35 percent pipeline
gas. Kan. Exh. 1092, Table A8.

The apportionment between the use of wellhead and
pipeline gas became the principal difference between the
costs used by the respective experts. Book was aware that
farmers in the 1950s and 1960s used both wellhead and
pipeline gas, but there were no records evidencing the
split between the two sources. RT Vol. 209 at 56-57. How-
ever, between 1981 and 1988 the records of the Garden
City Company showed that pipeline gas comprised from
35 percent to 45 percent of the total gas used. RT Vol. 209
at 36, 51. Thereafter, according to David Brenn, manager
of the Garden City Company, the ratio remained rela-
tively constant at 60-40. Id. at 51. Brenn further stated that
this ratio would be representative for other users in Fin-
ney County. Id. at 52. Mr. Book finally adopted a 65-35
percent ratio for the whole ditch service area, and
extended that back in time over the earlier years. RT Vol.
209 at 56-57. Colorado suggests that the ratio of pipeline
gas was less in the early years, but there is no good
evidence to show that the ratio changed over time. Colo-
rado cites the testimony of six farmers who testified
earlier in the liability phase of the trial. They appear to
have used only wellhead gas, but that is not to say that all
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farmers had wellhead supplies available. Colo. Exh. 1121.
I find that the weight of the evidence supports the con-
clusion reached by the Kansas expert.

Professor Wichelns, on the other hand, included no
weighting for the use of pipeline gas during the first 20
years. RT Vol. 209 at 39-40. For all of the years after 1973,
Professor Wichelns relied wholly on the records of Mr.
Funk. RT Vol. 210 at 15-16. Apparently these records
included the purchase of some pipeline gas, although it is
not clear how much, and Mr. Book believed that it was
less than 35 percent. RT Vol. 209 at 42. There are several
problems in placing sole reliance upon the Funk records.
First, the sample was very small. He had only 7 wells out
of a total of 618 wells in the ditch service areas. RT Vol.
209 at 42; Colo. Exh. 1076, Table 2. Secondly, some of the
prices in the Funk record were apparently off by a factor
of ten. The decimal points were misplaced, seriously
underestimating the prices. RT Vol. 209 at 60-64. Mr. Book
examined the Funk records and found the discrepancies,
and his previous work in this case in analyzing and
tabulating complex sources of data leads me to rely upon
his testimony. Finally, beginning in the early 1980s, well-
head gas was affected by substantially higher prices on
“stripper wells,” and this is not reflected in the Funk
records. RT Vol. 209 at 37-38.

The weighted natural gas price developed by Mr.
Book for 1990 corresponds closely to prices actually paid
by farmers at that time, according to their earlier trial
testimony. RT Vol. 209 at 42. Mr. Book’s weighted price
for that year was $2.35 per mcf, while in contrast the
Funk records showed only $1.24. RT Vol. 209 at 43.
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I find that the natural gas prices to be used should be
those tabulated in Kan. Exh. 1092, Table A8. The 1998
price of $2.19 mcf is significant because that value is used
to estimate future regional pumping costs. In that cate-
gory of Kansas” damages, the price of natural gas is held
stable at the 1998 level for the next 50 years. RT Vol. 209
at 70-72, Kan. Exh. 1014, Table 4.

4. Pump Lifts Within The Ditch Service Areas.

The “pump lift,” as the term is used in this case,
represents the number of feet required to raise ground-
water to the surface of the ground. Pump lifts were
calculated by Kansas as the average static groundwater
level for each canal service area, at 5-year intervals,
added to a constant drawdown caused by pumping. Such
pump lifts were used in the calculation of the cost of
additional pumping to replace reduced farm deliveries
due to depletions. Kan. Exh. 1014 at 3. Colorado did not
object to the static water levels used in the analysis, but
recommended some modifications in the pumping draw-
downs. Changes were made in the data used by both
states, and Mr. Book and Mr. Slattery, Colorado’s expert,
came to agree upon the appropriate pump lifts to be used
in the cost analysis. RT Vol. 191 at 43-44; RT Vol. 209 at
29-30; RT Vol. 210 at 14. The revised and agreed-upon
data now appears in Kan. Exh. 1014, Table 2; Kan. Exh.
1092, Table A6; Colo. Exh. 1245D, Revised Table CO-A6.
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5. Agricultural Wage Rates.

As part of the labor costs incurred by additional
pumping, Kansas first relied upon average wage rate data
published by the United States Department of Agricul-
ture for the Great Plains States. Kan. Exh. 892, Section A
at 19; RT Vol. 184 at 140-41. These data covered the period
from 1950 to 1974. Beginning in 1971, Kansas had data
available from the Kansas State University Extension Ser-
vice. These data covered the period from 1971 to 1996,
excluding the years 1972-73 and 1995. Kan. Exh. 892,
Section A at 19. A comparison of the national data with
the Kansas State University data for the two years when
they overlapped, namely, 1971 and 1974, showed that the
national data were approximately 30 percent lower.
Accordingly, Kansas adjusted each of the national values
for 1950-70, multiplying each by the scale factor 1.3. For
the remaining years, 1973-94, the Kansas data appear to
be quite gross, reported in even numbered dollars sus-
tained for several years, with an occasional significant
jump, e.g., $4.00 to $6.00 per hour wage. Wage rates used
by Kansas in its analysis are found in Kan. Exh. 892, Table
A9, and Kan. Exh. 1092, Table A9.

Colorado, on the other hand, relied upon data from
annual reports known as the “Kansas Farm Facts,” and
upon Kansas Statistical Abstracts. RT Vol. 193 at 129-32.
The Kansas Farm Facts were reports published annually
from the 1930s by the Kansas State Board (since 1995 the
Department) of Agriculture for the Kansas State Legisla-
ture. RT Vol. 193 at 101; Colo. Exhs. 1158-1165. Data in the
Kansas Farm Facts reports were collected on a county-by-
county basis, including Hamilton, Kearny and Finney
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Counties, and included comprehensive statistics on acre-
age irrigated, crop yields, revenue, etc. RT Vol. 193 at 103.
In some years, these reports also included a section on
“Farm Labor and Wage Rates.” RT Vol. 193 at 117. Pro-
fessor Wichelns used these data for most years from 1950
to 1974. For the period 1975-94 he relied on the Statistical
Abstracts published by another Kansas state agency.
Colo. Exh. 1152; RT Vol. 193 at 131. As he noted, it was
not necessary to use and adjust national statistics when
specific local information was available. RT Vol. 193 at
118. I agree with Professor Wichelns, and find that the
Colorado data on labor costs should be used in the dam-
age analysis. When used in the pumping cost analysis,
the lower Colorado labor costs decrease Kansas’ dam-
ages. However, I see no reason why the same labor costs
should not apply to Section VII on crop production
losses. In that situation they will act to increase Kansas’
damages.

D. Federal Income Taxes.

After estimating the annual costs to pump additional
groundwater to replace depletions of usable surface
diversions, the Kansas experts adjusted the costs to
account for payment of federal income taxes. Kan. Exh.
892, Section A at 21. Professor Whittlesey reasoned that if
well owners in the ditch service areas had not been
required to incur additional costs to pump groundwater,
they would have realized additional net farm income.
However, this additional income would have been subject
to both federal and state income taxes. Id. Kansas, there-
fore, reduced its damage claim by the amount of federal
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income taxes that would have been paid, since they were
not losses to the State of Kansas. State income taxes,
however, were computed separately, since they were
direct losses to Kansas on the additional net farm income
that would have been realized, except for the surface
water depletions.

Professor Wichelns, Colorado’s expert, agreed that it
was appropriate to adjust the estimates of annual pump-
ing costs to account for federal and state income taxes.
Colo. Exh. 1096 at 23. Moreover, the experts for both
states agreed on the use of average “effective” marginal
tax rates.¢ Kan. Exh. 892, Section A at 22-23. The specific
tax rates to be used are discussed in Section IX of this
Report.

E. Conclusions.

The additional costs of pumping groundwater to
replace depletions of Arkansas River water are appropri-
ate damages to be included in the Kansas claim. The
methodology followed by the Kansas experts in estimat-
ing these costs is proper. These costs should be recalcu-
lated using the Kansas capital and variable costs, as
revised (Kan. Exh. 1092), except for repair and agri-
cultural wage rates. Colorado data should be used for
these costs.

6 Professor Whittlesey reduced the marginal tax rates by
15% to account for the tax management opportunities available
to farmers. Initially, Professor Wichelns did not agree, but later
accepted this adjustment.
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SECTION VI
REGIONAL GROUNDWATER DAMAGES

The second category of injury to Kansas results from
a regional decline in groundwater levels. The states
agreed in their November, 1998 Stipulation that the total
loss of groundwater in the region for the period 1950-94
amounted to 324,866 acre-feet. Stipulation, Table 4B. This
amount represents the loss of groundwater recharge from
the Arkansas River, as well as from the increased pump-
ing required to offset depletions of usable flow. The
region affected comprises about 790,000 acres, in portions
of Kearny and Finney Counties, which were studied by
the U.S. Geological Survey in USGS Water Supply Paper
2253. Jt. Exh. 140; Kan. Exhs. 872, 873 and 874.

Kansas analyzed its damages resulting from the
lower static groundwater levels throughout the region in
terms of increased costs of pumping. Historic water level
declines for the period 1950-94 are shown in Kan. Exh.
892, Table B1. Since these lower water levels will continue
in the future, absent a water remedy, the Kansas experts
also estimated future pumping costs for the next 50 years,
from 1998 to 2048. Future additional pump lifts due to
compact violations are shown in Kan. Exh. 892, Table B6.

In estimating these additional regional pumping
costs, Kansas experts followed much the same procedures
they used in the ditch service areas, discussed in Section
V. However, they included only variable costs, and from
these they also excluded repair costs. Kan. Exh. 892,
Section B at 7. Capital investment costs and repair costs
were not included in the damage analysis since they were
considered to be functions of the amount of time a well is
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used, rather than the depth from which water is pumped.
RT Vol. 184 at 37-39. Professor Wichelns, for Colorado,
agreed with the basic Kansas approach, although he dis-
puted certain estimates of variable costs as discussed in
Section V, and these differences also apply to regional
pumping. Colo. Exh. 1096 at 38. Colorado, however, did
not contest the revised pumping estimates used by Kan-
sas, nor the changes in groundwater levels. RT Vol. 209 at
30-31; RT Vol. 191 at 43-44. In projecting future pumping,
Kansas assumed that it would be equal to the average
pumping for the period 1991-96, adjusted to climate con-
ditions for the period 1950-96. RT Vol. 178 at 108-111. The
Kansas analysis was based upon the assumption that
there would be no further compact violations after 1994.7
Kansas experts also made the conservative assumption
that the declining groundwater levels would not reduce
well efficiencies, nor affect the amount of time required to
pump an acre-foot of water. RT Vol. 181 at 58.

As a result of its analysis, the Kansas experts con-
cluded that additional regional pumping costs, imposed
by lower groundwater levels for the historic period
1950-94, amounted to $4,515,590. Kan. Exh. 1092, Table
B5. These damages included adjusting actual historic
costs for the time value of money. Such an adjustment
includes inflation and prejudgment interest, or in eco-
nomic terms, “opportunity costs.” As to additional future
costs of pumping, Kansas experts estimated damages at

7 This assumption, we know now, is not correct. Depletions
for the period 1995-96 were determined to be 7935 acre-feet.
Any additional depletions have yet to be considered.
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$2,061,354. Kan. Exh. 1092, Table B8. This figure repre-
sents the present value of future costs, which were esti-
mated to be $6,576,944 in 1998 dollars. A 3 percent
discount rate was used to adjust the total future costs to
present value. The purpose of discounting future dam-
ages to a present value is to allow a court to award
damages as a lump sum, rather than ordering a defendant
to pay damages in the future as they occur. Jones &
Laughlin Steel Corp. v. Pfeifer, 462 U.S. 523, 536-37, 76
L.Ed.2d 768, 103 S.Ct. 2541.

Lower courts have observed that awarding prejudg-
ment interest “is just the flip side of discounting” future
losses to present value. Matter of Oil Spill by the Amoco
Cadiz, 954 F.2d 1279, 1332 (7th Cir. 1992); In re Air Crash
Disaster Near Chicago, Ill. on May 25, 1979, 644 F.2d 633
(7th Cir. 1981); Moore-McCormack Lines, Inc. v. Richardson,
295 F.2d 583 (2nd Cir. 1961). Colorado discounted, and
thus reduced future regional damages, but did not add
interest to past damages.

Colorado also estimated damages for additional
pumping costs in the regional area. For future costs,
Colorado experts estimated the present value ot such
additional costs at $1,323,719, using a 4 percent discount
rate. Colo. Exh. 1245N. For higher regional pumping
costs during the historical period of 1950-98, Colorado
estimated the tax adjusted loss at $1,068,460, in what
Colorado described as “nominal” dollars. Colo. Exh.
1245K. Colorado used the term “nominal” dollars to rep-
resent actual costs in the year incurred, without adjust-
ment for inflation or prejudgment interest. Colorado then
converted its nominal dollar estimates to constant 1998
dollars, using a consumer price index. The result of this
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calculation for historic higher costs was $1,751,187. Id.
This value did not include any interest. In Professor
Barry’s judgment, the Colorado procedure merely con-
verted “past dollars into dollars today of comparable
purchasing power,” but did not account for the “oppor-
tunity costs” that farmers historically had. RT Vol. 208 at
33.

The disagreements among the experts stem from:
(1) their differences over variable costs, the adjustments
for federal and state income taxes, and whether a further
adjustment should be included for lost social security
benefits; and (2) whether such losses should include pre-
judgment interest, or merely be brought to 1998 values.
These issues are all discussed elsewhere in this Report,
and the recommendations made in such sections apply to
higher regional pumping costs caused by depletions of
usable flow. The data in Kan. Exh. 1092, Tables B1, B2, B3
and B6 should be used in the analysis. The loss due to
higher pumping costs in the future, however, involves a
separate dispute over the appropriate discount rate to be
used in converting estimated future costs to a present
value.

A. Discount Rate for Future Regional Damages.

In determining an appropriate interest rate, both for
compounding past losses and discounting the additional
future costs of pumping in the region, Professor Whit-
tlesey consulted Professor Peter J. Barry at the University
of Illinois. Professor Barry is preeminent in his field of
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agricultural finance.? In 1998, Professor Whittlesey, in the
preparation of his expert report, asked Professor Barry
for the “most appropriate” interest rate to bring both past
and future effects to a present value. RT Vol. 189 at 71-72,
74. In regard to discounting and compounding, Professor
Barry testified that both were “part of the process of
adjusting for the time value of money, either bringing
values ahead to a value of present or bringing future
values back to a present value.” RT Vol. 208 at 26.

Kansas projected future additional pumping costs in
constant 1998 dollars, that is, without any adjustment for
inflation. Kan. Exh. 892, Section B at 7-8; RT Vol. 189 at 61.
In “economic jargon,” these costs are considered “real
values.” RT Vol. 181 at 65-66. Real values must be dis-
counted using a “real rate” of interest, that is, a rate
which does not include inflation. RT Vol. 181 at 61, 73; RT
Vol. 208 at 27-32; Kan. Exhs. 1005, 1009, 1013. O’Shea v.
Riverway Towing Co., 677 F.2d 1194 (7th Cir. 1982). In this

8 His qualifications are contained in Kan. Exh. 973. He
holds an endowed chair at the University of Illinois and has
been a Professor of Agricultural Finance since 1979. He is a past
editor of the American Journal of Agricultural Economics, a
past president of the American Agricultural Economics
Association, and current Chair of the Council on Food,
Agricultural and Resource Economics. He is the recipient of
numerous awards, the author or a contributing author of a
number of books, and his qualifications list some 14 pages of
publications, including many peer reviewed journal articles,
book chapters, periodical articles, technical reports, and
conference papers. The book “Financial Management in
Agriculture,” of which he is the principal author, is in its fifth
edition and is a widely used undergraduate textbook in about
50 universities.
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case, Kansas experts selected 3 percent as an appropriate
discount rate. RT Vol. 189 at 61-62; Kan. Exh. 892, Table
BS.

Professor Wichelns, in his expert report prepared for
Colorado, first used a discount rate of 7.23 percent. Colo.
Exh. 1096 at 41, Table CO-B8. During the trial, he
acknowledged that this was a mistake. RT Vol. 195 at
119-20; RT Vol. 210 at 30-32. He misread the fact that
Professor Whittlesey had estimated future pumping costs
in real dollars, absent inflation, and hence a real discount
rate was appropriate. RT Vol. 195 at 119-20. Accordingly,
he reduced his discount rate to 4 percent. He acknowl-
edged that the Kansas discount rate of 3 percent was
correct, but he added a 1 percent risk premium to account
for the uncertainty in future agricultural prices and pro-
duction conditions. RT Vol. 195 at 120-22.

Professor Wichelns cites three publications concern-
ing uncertainty in the future of agriculture. Colo. Exhs.
1166, 1167 and 1168. These data, however, were not
recent, and only Colo. Exh. 1166 relates specifically to the
Kansas high plains area. That paper is a theoretical study
on the impact of prices and energy costs on agricultural
production. Not surprisingly, it concludes that produc-
tion levels are “sensitive” to changes in energy and com-
modity prices. Colo. Exh. 1166 at 10. Indeed, with
sufficiently low crop prices and high natural gas prices of
$7.00/mcf, it found that agriculture in western Kansas
“was essentially eliminated.” Id. at 10. These were late
1980 projections, and it is worth noting that 1998 natural
gas prices were only $1.20/mcf according to Colorado
evidence, and $2.19/mcf in the Kansas analysis (com-
pared to $7.00 in the study). Colo. Exh. 1096, Table
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CO-AS; Kan. Exh. 1092, Table A8. But using a scenario
that projected increases in both commodity prices and
energy costs, the study showed little change in acreage.
Id. Professor Barry, asked about the future of family
farms, thought that the outlook was “bright” for well
managed operations, and that they will “find niches in
which they can continue to thrive and compete suc-
cessfully.” RT Vol. 189 at 88-89.

Professor Wichelns did not link the claim of uncer-
tainty in future agriculture to any degree of probability.
Nor did he support or explain his specific use of a 1
percent risk factor added to the discount rate as opposed
to any other figure. The 1 percent increase, of course, has
the effect of decreasing the Kansas claim. RT Vol. 181 at
76. Colorado cites Douglass v. Hustler Magazine, Inc., 769
F.2d 1128 (7th Cir. 1985) for the inclusion of risk in a
present value analysis. There the court rejected an econo-
mist’s opinion of future earnings because he failed to
adjust the discount rate for the “extreme riskiness” of the
future earnings stream. Colo. Closing Br. at 67. While this
case perhaps offers a refreshing departure from economic
journals, the uncertainty associated with the future earn-
ings of a nude model suing Hustler Magazine may have
limited relevance in assessing the future of agriculture in
Kansas. The Seventh Circuit in the Hustler case also noted
that a discount rate, without risk and without inflation,
might be as low as 2 percent. 769 F.2d at 1143.

While certainly there can be legitimate disputes over
the selection of a particular discount rate, I believe that
the weight of the evidence here supports the 3 percent
rate used by the Kansas experts. Professor Barry, as well
as Professor Whittlesey, testified that the discount rate
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used was “fair and appropriate.” RT Vol. 189 at 87; RT
Vol. 181 at 75. Many of Professor Barry’s publications
deal specifically with the issue of risk. Kan. Exh. 973.

B. Conclusion.

Increased regional pump costs, both historic and
future, are appropriate damages suffered by Kansas.
Future cost estimates should be discounted at the 3 per-
cent rate used by Kansas. Pumping costs should be calcu-
lated in accordance with Kansas’ evidence except, as may
be relevant, for any adjustments included in Section V.
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SECTION VII
CROP PRODUCTION LOSSES

The largest component of the Kansas damage claim is
based upon the regional loss of farm income due to
surface water depletions. The claim relates to those lands
irrigated by surface water only, that is, those lands within
the ditch service areas that did not have supplemental
wells. In 1950 those lands included approximately 29,000
acres out of a total of some 50,000 irrigated acres. By 1994,
the surface water only lands had decreased to 8709 acres.
Kan. Exh. 892, Section C at 4; Table C1. The number of
wells increased from 282 in 1950 to 618 in 1988. Colo. Exh.
1076 at 3-4, Table 2. For the period 1950-94, Kansas asserts
damages for crop losses due to depletions of Stateline
flows in the sum of $45,106,973. Kan. Exh. 1092, Table
C10. This total amount consists of tax adjusted on-farm
losses of $4,378,342 in nominal dollars, namely, the actual
dollar value of the losses in the year incurred, from 1950
to 1994, together with $40,728,631 in prejudgment interest
which includes both inflation and lost investment oppor-
tunities.

Colorado did not dispute the fact that depletions of
headgate deliveries to lands irrigated only by surface
water “caused some reduction in income,” and that crop
production losses were an appropriate category of dam-
age. Colo. Closing Br. at 98; RT Vol. 193 at 72. The amount
of loss, however, was vigorously contested. Colorado
estimated the actual year-to-year farm losses, adjusted for
taxes, at one-third of the Kansas claim, namely $1,321,220.
Colo. Closing Br. at 13. Adjusted for inflation only, Colo-
rado put these losses at $4,091,464. Colo. Ex<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>