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Use of Amortization Tables


Many soil conservation practices require making a capital investment on land which will continue to yield conservation benefits over a period of years.  When making a cost evaluation of such a practice, it is necessary to spread the costs over the number of years that the practice will be effective.  The method used in the Natural Resources Conservation Service is to amortize costs over the life of the project by the use of amortization tables.  These tables supply factors which, when multiplied by the original cost, will yield an amount that would pay off a loan of the original cost in equal annual payments including the interest.  This is the average annual cost of the installation.  To this is added an estimate of the average annual maintenance cost.  The total is the average annual cost of the practice.

This section contains amortization factors for selected interest rates from 6 to 22 percent and from selected years from one to perpetuity (forever).  The interest rate to use in analyzing a conservation practice is one which is midway between the rate he/she could expect to receive if he/she were to invest the money elsewhere in the economy.  At the present time, the Flat Rate Schedule is calculated at 9 percent.

An example of the use of the amortization tables is as follows:

Assume that a farmer has an 80-acre field of sloping land which should be treated with terraces and waterways.  After making the proper surveys and developing a water disposal plan, the NRCS conservationist finds that 11,000 feet of terraces and 2.8 acres of grassed waterways are needed.  The terraces will cost $300 per thousand feet and the waterways will cost $750 per 
 acre.  

The installation cost of the system is:

Terraces 11,000 feet @ $300 per 1,000 feet = $3,300

Waterways 2.8 acres @ $750 per acre = $2,100

                              $3,300

                            +$2,100

                  Total    $5,400

The operation and maintenance costs are estimated to be 5 percent of the terrace construction cost and 3 percent of the waterway construction costs.  

The total annual operation and maintenance costs are:

Terraces       $3,300 x .05 =    $165

Waterways  $2,100 x .03 =    +$63

                                  Total     $228 

It is determined that the system will last 15 years before needing major reconstruction.  What is the average annual cost of the terrace system?

The amortization factor for 9 percent interest for 15 years is .12406

$5,400 x .12406 = $669.92

                            +$228.00  - Operation                   
                                        and Maintenance

                                                     Cost    

                                    $897.92 – Total average

                                        annual cost of 

                                        terracing 80 acres  

                                        of land, or an   

                                        average of $11.22

                                        per acre. 



If the farmer were to receive 50 percent 

cost sharing for applying the practices, 

then the average annual cost is:

$5,400 x .5 = $2,700

$2,700 x .12406 = $334.96

                           + $228.00

                              $562.96 Total cost or

                               7.04 per acre.
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