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| NTRCDUCTI ON

According to the 1982 Census of Agriculture, 41 percent of the acreage
in Washington farns is leased [7] Wile leasing is commonly used by
Washi ngton farmers to finance control of land, it occurs in many
different fornms. Cenerally, cash | eases are nore conmon in western
Washi ngton and in the irrigated areas of central and eastern Washi ng-
ton. Crop-share |leases tend to be nore popular in the dryland areas of
eastern Washi ngton. There is also substantial variation in the terns
of both crop-share and cash | eases within each of these regions.

The wi despread practice of leasing |land, coupled with the | ack of
standardi zed terns, and recent wide swings in the price of |and and
nonl and i nputs and in commodity prices, suggests that many farners
will find the task of negotiating | ease terns an inportant and conpl ex
probl em

Thi s publication discusses the basic principles and procedures that
are widely recogni zed as instrunental to the devel opnent of appro-
priate farm and | ease ternms. The di scussion includes both crop-share

and cash | eases. Exagples and wor ksheets are used to illustrate the
use of key concepts.

PRELI M NARY CONSI DERATI ONS

Most | andowners and | essees want a | ease agreenent that is econom
ically sound and equitable to both parties. Consequently, a desirable
| ease is designed with two objectives in mnd: (1) obtaining optinmm
econonmic efficiency in the use of resources, and (2) equity in

al l ocating returns between the | andowner and | essee.

" Extensi on Economi st, Washington State University, Pullman, Washington
'Bracketed nunbers refer to references listed at the end of the publi cation
The worksheets are al so avail able as LOTUS 1-2-3 tenplates (IBMPC). Contact the

Bulletin O fice, Cooperative Extension, WU, Pullmn, WA 99164-5912 for additiona
i nformati on.
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A lease is defined to achieve opti mum econonic efficiency if there is
an equal econom c incentive to adopt the sane enterprises and
production practices under a | ease agreenent as in an owner-operator
situation. An exanple of a | ease that | eads to an econom cally

i nefficient production practice is one which requires the |essee to
buy all the fertilizer but entitles the | essee to only two-thirds of
the crop production. Cearly, this arrangenent results in an econom c
incentive for the |l essee to apply less fertilizer than in an owner-
operator situation. It follows that relative to the owner-operator
conmbi ned | andowner -1 essee profits fromfertilizer use are reduced
under this arrangenent.

For purposes of this publication, an equitable |ease is defined as one
t hat conpensates the | andowner and | essee according to their
contribution of resources to the business. If, for exanple, the

| andowner contributes one-third of the inputs and the | essee two-
thirds, then equity considerations woul d suggest that inconme should be
shared in the same proportion. Equity is highly dependent on the
appropriate valuation of input contributions.

Generally, there is a mutual desire by the | andowner and | essee to do
what is fair in negotiating a |andl ease agreenent. Often this neans
determining what is customary for the surroundi ng area. However,
customary rental practices may not accurately reflect the contribution
of resources made by the | andowner and | essee. This follows fromthe
consi derabl e variation often found between farnms in |and productivity,
| and val ue, production technology, and in | abor, managenent, and
operating capital contributions by the |andowner and | essee. Thus,
even though both parties may want a fair | ease, use of customary rates
may result in an unconscious transfer of inconme fromone party to the
ot her. The best way of resolving this potential problemis for the

| andowner and | essee to periodically determine their respective
contributions and adjust the | ease agreenent accordingly.

A 1980 survey of 235 Wiitman County farners who | eased | and found that
48 percent had | ease ternms based on customary practices and anot her 25
percent had terns specified by the I andowner. Only 14 percent had

| ease terns that were based on relative contributions of the | andowner
and | essee [4].

Bef ore di scussing the determ nation of equitable |ease ternms, it
shoul d be noted that regardl ess of the approach taken, |ease terns
will be determned within the |[imts established by the [ocal |and
rental market. If the | andowner offers a rental rate that is above the
mar ket rates on nearby and conparable | and, the owner w || have
difficulty in finding an interested | essee. On the other hand, a |es-
see unwilling to pay the narket rate will not find a willing | and-
owner. Consequently, the rent nust fall within the bounds of the |oca
mar ket .

Furthernore, equity as defined in this publication my not be a major
concern in some cases. A |lease nmay be intentionally designed so that
it does not reward participants in relation to contributions so as to
permt the transfer of incone fromone party to the other. This nay
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occur, for exanple, when parents are trying to help a son get started
in farmng. The use of a lease to transfer inconme will not be in-
cluded in the discussion to follow

CRCP- SHARE LEASE

It would be easy to allocate returns according to relative contri bu-
tions if all contributions by both parties were in cash. However,

si zabl e contributions occur in the formof |and, nmachinery, |abor, and
managenent - -i nputs that do not necessarily carry explicit nonetary

val ues. Problens are often encountered in placing a value on these

I nputs. Moreover, values expressed by the | andowner and | essee nay
differ substantially.

Two net hods are suggested for establishing an equitable crop-share
| ease [6]:

1. Fi xed Contri buti ons Approach.

Wth this approach, the percent of total fixed contributions nade by
the | andowner and | essee is determ ned and then crop recei pts and

vari abl e costs are shared according to the same percentage. Fixed
contributions refer to costs associated with resources already owned
or controlled by the | andowner and | essee (for exanple, |and, machine-
ry, buildings, [abor, and managenent). Variable costs are outlays for
I nputs to be purchased by either party and which vary dependi ng on
type and size of crop enterprise (for exanple, seed, fertilizer, pes-
ticides, customwork, insurance, etc.).

2. Fi xed and Vari abl e Contri buti ons Approach.

Thi s approach requires that the | andowner and | essee deternine the
percent conbi ned fi xed and non-shared variable contribution each makes
and split receipts and shared variable costs according to that sane
per cent age.

Simlar calculations are used for both nethods and either can yield an
equitable lease. The first nethod inplies that all variabl e expenses
are shared in the sane proportion as fixed contributions. The second
approach requires additional calcul ations, but does not require
sharing of all variabl e expenses.

The foll owi ng exanpl e and worksheets illustrate the use of both
met hods.

Exanpl e

The rented tract includes 640 acres of recrop (20 inches of annua
rainfall) ground. The rotation is 50 percent wi nter wheat and 50
percent dry peas. There are no buildings on the rented ground. The
prospective | essee contributes all of the nmachinery and | abor.
Managenent responsibilities rest solely with the | essee. The | essee is
farmng 460 acres of |and he owns.
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Fi xed Contri butions Approach

Thi s approach assunmes that the proportion of total annual fixed ex-
penses attributable to the | andowner and | essee is the basis on which
vari abl e costs and crop receipts are shared. Fi xed expenses are asso-
ciated with resources already owned by the two parties and which will
not vary with the cropping pattern used on the |eased property. In
the exanple, fixed expenses include: (1) interest on the I nvestnent
in land and machinery, (2) operator and full-tinme hired | abor, (3)
depreci ation, repairs, insurance, and taxes on machinery, (4) rea
estate taxes, and (5) managenent. Once the percent contribution nmade
by each party has been determ ned, all variable expenses and receipts
shoul d be split according to the same percentages.

As indicated in Wrksheet |, the |and has been val ued at $1, 600 per
acre, a total of $1,024,000 for the 640-acre tract. This value is
based strictly on the land's agricultural value. Since the land is
being valued to determne rent for agricultural use, any value attrib-
utabl e to nonagricul tural uses should not be considered. Furthernore,
where the [ andowner is concerned with alternative uses for the capital
tied up in the land, the land's val ue should be adjusted downward to
reflect selling costs and taxation of capital gains, if any. This ad-
justnment is necessary to insure that the resulting value is the anount
of capital that could be invested in an alternative use if the | and
wer e |iquidated.

The next choice the | andowner nust nmeke is the return on the |and

I nvestment needed to justify renting the land. As noted, the exanple

| andowner has chosen a rate of 4 percent. This rate was sel ected

after noting the return to land fromfarmng (not including capital
gains or | osses) that has been realized historically and adjusting
that return to reflect the current econom c environnment. Also, the
owner feels that a total return (return fromfarm ng plus capita

gai ns) of about 10 percent is needed for the |and investnent to com
pete with simlar risk alternative investnments. This 10 percent was
reduced by an expected 6 percent average annual capital gains, |eaving
a net of 4 percent to be realized fromrent. Miltiplication of 4
percent times the total investnent of $1,024,000 gives the | andowner's
desired return of $40,960, which is entered in the | andowner's col umm
on the Worksheet (line 1).

In addition to the I and, machinery owned by the | essee is a fixed

i nvest ment expense. To estimate the annual contribution made by the
machi nery, the | essee nust determ ne the capital investnent in ma-
chinery and the desired return on that investnent. As suggested with
| and, the approach to valuing the machinery is an estimte of the net
| i qui dati on val ue. The exanple | essee has estinmated his machinery
conpl enment woul d be worth $250, 000 on today's market, net of selling
costs, depreciation recapture, and recapture of investnent tax credit.
However, the machinery wll be used on both | eased and owned ground,
so it is unfair to allocate the entire investnent to the | eased
ground. The |lessee is farm ng 1,100 acres of |eased and owned ground
and therefore, allocates 640 | eased acresj 1, 100 acres x $250, 000 =
$145, 455 to the | eased property. After considering alternative uses
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WORKSHEET |

THE FI XED CONTRI BUTI ON' S APPRCOACH

TO ESTABLI SHI NG CROP- SHARE LEASE TERMS

Esti mat ed Annual Cost
Tot al Land-
Tot al I nt er est Bot h Omner’ s Lessee’s
Expense |tem Val ue Rat e Parties Shar e Shar e
$ % $ $ $
l. Fi xed Expenses
A Fi xed I nvest ment Expenses:

1. Land

(64 acres @ $1, 600) 1, 024, 00 .04 40, 960 40, 960 -
2. Far m bui | di ngs
3. Machi nery

($250, 000 x 640/ 1, 100) 145, 455 .13 18, 909 - 18, 909
4. Total Section A XXX XXX 59, 869 40, 960 18, 909

B. Fi xed Operati ng Expenses:

5. Labor

a. Qperator ........... i 3, 840 - 3, 840

b. Unpaid family....................

C. Landowner . ........... ... ... ......

d. Hred........ ... ... . ... ... ..... 8,727 - 8,727
6. Depreci ation

a. Buildings........................

b. Machi nery & equipnent ............ 14, 545 - 14, 545
7. Repairs

a. Buildings............ ... ... .....

b. Machinery & Equipment ............ 4,950 - 4,950
8. Real estate taxes .................... 3,744 3,744 -
9. Building insurance ...................
10. Machinery insurance & taxes .......... 7,000 - 7,000
11. Managenment . ....... ... . 9, 240 - 9, 240
12. Total Section B ...................... 52, 046 3,744 48, 302
13. Total Section | (4 + 12) ............. 111, 915 (a) 44,704 (b) 67,211 (

Percent contributed by:

Landowner ($44,704 13b ) $111,915 13a) = 40%
Lessee ($67,211 13c ) $111,915 13a) = 60%
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for this capital and the average interest rate he is payi nhg on na-
chinery | oans, the | essee chooses 13 percent as the desired return on
the machinery investnment. Multiplication of 13 percent tines the
$145, 455 investnment results in an interest cost of $18,909, which is
entered in the | essee's col umm.

The | essee is responsible for providing all of the |abor used to farm
the | eased ground. It is estimated the | essee will contribute 480
hours (= .75 hr. x 640 acres) of his own tinme at a desired wage of

$8. 00 per hour, a total cost of $3,840. Hired | abor for the 1,100 acre
unit wll cost $15,6000 per year. Since 58 percent (= 640/1,100) of the
1,100 acres is |leased, that proportion ($8,727) of the total hired

| abor cost is allocated to the | eased property and entered in the

| esseels col um.

Depreciation, repairs, insurance, and property taxes on machinery are
al so costs that are incurred by the | essee. Qutlays for these itens
were estimated using the | essee's records and all ocating 58 percent (=
640/ 1,100) of the total cost to the | eased ground. Real estate taxes
($3,744) are the responsibility of the |andowner and are, therefore,
entered in the | andowner's col um.

Managenent of the | eased property is done entirely by the |essee. The
value of this contribution was estimted by exam ning the market for
prof essi onal farm managenent services. The market rate was found to
be 7 percent of gross receipts. Under the yield and price assunptions
adopted by the | essee, gross receipts per rotation acre are $206. 25,
resulting in a managenent charge of $9,240 (= $206.25 x .07 x 640
acres) for the |leased tract.

The val ue of the annual conbi ned | andowner-| essee contributions is
estimated to be $111,915. O that total, $44,704 or 40 percent is
contri buted by the | andowner and $67,211 or 60 percent is contributed
by the | essee. Thus, the | andowner should pay 40 percent of all vari-
abl e costs and receive 40 percent of the crop production. Simlarly,
the | essee should pay 60 percent of all variable costs and receive 60
percent of the crop production.

Sharing in all variable costs may result in added recordkeeping for
both parties and conplicate managenent. For these reasons, nobst crop-
share agreenents in Washi ngton do not have cost sharing for al
variable inputs. Instead, sharing is typically limted to fertilizer
and crop insurance and occasionally chem cals and seed. Wen sharing
of all variable costs is not desired, an equitable | ease agreenent nay
be devel oped by using the fixed and variable contributions approach.

Fi xed and Vari abl e Contri buti ons

Wth this approach, the initial step is to identify the fixed contri-
butions made by each party in the sane manner as described for the
fixed contributions nethod. Next, each party should estinmate costs

for the variable inputs that will not be shared. Finally, the percent
of total fixed and non-shared variable input contributions nade by
each party is calculated. Crop production and the remaining (shared)
vari able inputs are shared according to these percentages.
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WORKSHEET | |

THE FI XED AND VARI ABLE CONTRI BUTI ON' S APPRCACH
TO ESTABLI SHI NG CROP- SHARE LEASE TERMS

Total Both Land- Omer’s Lessee’s
Parties Shar e Shar e
$ $ $
l. Fi xed | nvest ment Expenses
(Worksheet 1, Line 13) 111, 915 44,704 67,211
. Vari abl e Expenses
(unshared only)
1. Fertilizer ....... ... ... ... .. .......
2. Seed. ... ... .. 8,928 - 8, 928
3. Fuel & lubricants................. 8,415 - 8,415
4, Pesticides........................ 5,562 - 5, 562
5. Cropinsurance....................
6. Machine work hired................ 1, 363 - 1, 363
7. Interest on operating capital ..... 1, 315 - 1, 315
8.
9.
10.
11 e
12. Total Section | + Section I 137, 498 (a) 44,704 (b) 92, 794 (c

Percent contributed by:
Landowner ($44,704 12b ) $137,498 12a) = 33%
Lessee ($92, 794 12c ) $137,498 12a) = 67%
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An anal ysis of the exanple appears in Wrksheet 1. Before conpleting
the worksheet, the | essee and the | andowner have agreed that seed,
fuel and | ubricants, pesticides, custom machi ne work, and interest on
these outlays will be the |essee's responsibility. Both parties wll
share in fertilizer and crop insurance costs.

Wr ksheet Il starts by carrying forward the fixed investnent expenses
al ready summarized on Wrksheet I, Iine 13. The | essee nust now
estimate the costs he will incur for the non-shared variable inputs

and place those estimates in the total and | essee colums. Since the
| andowner will not be paying for all of any variable inputs, no
expenses are entered in the | andowner's col um.

As indicated on line 12, total fixed and non-shared vari abl e expenses
for the | eased ground are $137,498, of which $44,704 is contributed by
t he | andowner and $92, 794 by the | essee. These contributions repre-
sent 33 percent and 67 percent of conbined costs for the |andowner and
| essee, respectively. Based on this analysis, an equitable |ease

woul d split crop production and shared vari abl e expenses (fertilizer
and crop insurance) in the same 33 percent--67 percent manner. Such a

| ease woul d al so be economically efficient wwth respect to fertilizer
use, since for both parties the share of the increased production from
fertilizer use is the sane as the share of fertilizer costs.

CASH LEASE

In the event it is decided to cash rent, there are at |east three
nmet hods which may be used to establish the rent [3]: (1) market, (2)
| andowner's cost or desired return, and (3) |essee's residual incone
or ability to pay. A brief discussion of these approaches. illus-
trated with an exanpl e anal ysis, appears bel ow

Mar ket Appr oach

Thi s approach rests on a know edge of the "going rate" in the |oca

| and rental market. The market rate reflects the supply of and demand
for typical rental properties in the area. Wile it my serve as a
useful reference point, the market will rarely take into account
factors that may be unique to a particular property. Exanples of such
factors include the quality of land, inprovenents, |ength of |ease,
timng of | ease paynents, nmanagenent capability of |essee, cropping
program and | essee managenent capability. Oten it is difficult to
obtain information on rental rates and to reach agreenent on what ad-
justnments should be made. For these reasons, the other two approaches
are often nore attractive and scientific nethods of rent determ na-
tion.

Landowner's Cost Approach

Thi s approach is based on the prem se that the | andowner w || want
sufficient rent to cover the costs of owning the property. The nmjor
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WORKSHEET | | 1

THE LANDOMNER S COST APPROACH TO CASH
RENT DETERM NATI ON

Esti mat ed
Tot al I nt erest Annual
Expense Item Val ue Rat e Cost
$ % $
A Fi xed I nvest ment Expenses
1. Land (64 acres @ $1, 600) 1, 024, 000 .04 40, 690
2. Bui | di ngs, fences, etc.
3. Equi prent
4.
5
6. Total Section A XXX XXX 40, 960
B. Fi xed Operating Expenses:
7. Labor (landowner only) . ...... ... .
8. Depreci ation
a. Buil ding, fences, etc ....... ... .
b. EQUI PN .
C. e e
d.
9. Repairs
a. Bui l dings, fences, etc .......... ... i
b. EqQUI PIMBNt .
C.
d.
10. Property TaXeS. ..o 3,744
11. L NS UN ANC . . . . e e e e
12, e
13,
14. Total Section B........ ... e 3,744
C. Total Costs
1. Entire Tract (A6 + Bl4) .. ... .. 44,704
2. Per Acre ($44,704 Cl1 ) 640 acres rented) .......... ..., 69. 85
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hurdl e to overcone with this nethod is figuring the appropriate return
on the | andowner's investnent. This requires specifying: (1) the

| and' s market value, and (2) the rate of return used to calculate the
cost or desired return.

The cost approach isillustrated in Wrksheet Il for the 640-acre

tract of land considered earlier. The previous discussion (see page
6) about procedures for estimating the |andowner's return on invest-
ment and ot her ownership costs applies and will not be repeated. As

i ndi cated, the | andowner would |i ke to charge about $70 per acre cash
rent. If that nmuch rent is received, all the | andowner's expenses

will be covered and a return of 4 percent on the $1,600 | and val ue
will be realized. O course, capital gains (losses) realized via | and
val ue appreciation (depreciation) will be earned (lost), in addition

to the cash rent.

Lessee’ s Residual | ncone Approach

Thi s approach takes the | essee's point of viewin determning the ap-
propriate cash rent. The | essee is concerned about the noney that

wi Il be available to pay rent after all non-Iland expenses have been
covered. Thus, in using the residual incone approach, the | essee wl]l
want to estimate the out-of-pocket variable expenses, depreciation on
machi nery, interest on investnent in machinery, and a return to | essee
| abor and managenent. These costs should then be subtracted from crop
receipts to determ ne the anount of noney avail able for making rent
paynents.

The exanpl e | ease problemis anal yzed using the residual incone
approach in Wrksheet IV. As indicated, the | essee has $24, 157 avail -
able for rent paynents, ich converts to $38 per acre. Under the
adopt ed assunptions, this is the nost the lessee will be willing to
pay. If nore than $38 is paid, the | essee nust accept a |ower return
on the capital invested in nachinery, or less for |abor and nanage-
ment, or fail to fully cover depreciation charges.

The Bar gai ni ng Process

More than one of the above approaches can be used to negotiate a ren-
tal paynment that is acceptable to both the | andowner and | essee. As
the exanple analysis indicates, differences between the two parties
can be expected. The | andowner wll be nore interested in the cost
approach and the | essee wll want to use the residual incone approach.
And it is unlikely that both approaches wll result in the sane rate.
Thus, it wll be necessary to enter into a bargaining process where
some conprom ses will have to be nade.

It is suggested that each party independently conduct their own

anal ysis and then neet to identify and di scuss areas of agreenent and
di fferences. Bargaining can be equitable and effective only if each

party knows what his contributions are worth, the value of the other

party’'s contribution, and | ocal |easing practices.
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WORKSHEET

IV

THE LESSEE’ S RESI DUAL | NCOVE APPRCOACH
TO CASH RENT DETERM NATI ON

A G oss Receipts from Rented Property

Tot al Price per Gross
Crop Acr es Yield Pr odn. Uni t Recei pts
$ $
1. \Wheat 320 70 bu 22,400 3.75 84, 000
2. Peas 320 1, 500 480, 000 0.10 48, 000
| bs
3.
4.
5 Govt. Pay. XXX XXX XXX
6 Total RecCei pts. .. ... . e 132, 000
B. Lessee Expenses
1. Vari abl e Expenses

Vari abl e Cost

Total Vari abl e

Crop Acr es per Acre’ Cost
$ $

a. Wheat 320 100 32, 000

b. Peas 320 70 22,400

C.

d.

e. Total Variable Expenses, Al Cops .............. 54, 400
2. Fi xed Expenses $

a. Depreci ati on on machi nery ($25,000 x 640/1,100) . ... ... 14, 545

b. I nterest on machinery investnent (.13 x 250,000 x 18, 909

640/ 1, 100) « . v v e e e e e e e e e

C. Taxes and i nsurance on machinery ................ 7,000

d. Lessee | abor (480 hrs x $8.00 per hr.) ... ... ... 3, 840

e. Lessee managenment ($132,000 22222 X 7% .« v oo v v v e v i e v 9, 240

f

o

h. Total Fixed Expenses .......... ... ... ... 53, 443
3. Total Variable and Fi xed Expenses (1e + 2h) ........... 107, 843

C. Resi dual | ncone $

1. Entire Tract (A6 — B3) ... ... . 24,157
2. Per Acre ($24,157 Cl1 ) 640 acres rented) .............. 37.75

“I'ncludes fertilizer, pestici des, seed, fuel, power, lubricants, machinery and
custom work, and interest on

equi prent
operating

repairs, crop insurance, hired |abor,
capi tal .
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Fl exi bl e Cash Rent

Increased fluctuation in crop prices in recent years has stimul ated
interest in varying or flexing the cash rent. The | essee is concerned
that a sharp drop in prices will make it difficult to neet a fixed
rent ﬁaynent. Simlarly, Iandowners are likely to think it is unfair
for the lessee to gain full benefit froman unexpected sharp increase
in prices.

Met hods of Fl exing

There are several nethods of varying cash rent; however, the nost
common involve: (1) flexing according to comodity price changes

only, and (2) flexing with variation in both conmodity price and yield
[2]. Three common variations of the price only approach are outlined
bel ow.

1. Base Rent Multiplied by Ratio of Current Year's Price to Base
Price.

Wth this approach, it is necessary for the | andowner and | essee
to agree at the beginning of the | ease period on a base rent (as
di scussed earlier) and a base price. They m ght, for exanple,
agree that the base rent will be $60 per acre and the base price
for wheat is $3.75 per bushel.

Accordingly, if the "current year's price" (for exanple, the

average daily closing price at elevator "X' during the period
August 1 to Cctober 1) is $4.00 per bushel, the calculation is:

Adj usted rent =

$60 (base rent) x $400«M”a“ya¥3pnﬁﬂ
$3.75(baseprice)
= $64
2. Base Rent with Adjustnments for Prices Qutside a Predeterm ned

Range.

This nmethod requires that the | andowner and | essee agree on a
base rent that applies as long as the current year's price stays
within a predeterm ned range. For exanple, the base rent m ght be
$60 per acre, provided wheat prices fall within a $3.50 - $4.00
range. However, the rent would increase or decrease by $5 per
acre for each 25~ per bushel variation in wheat prices out- side
of the price range. Thus, if the current year's price turned out
to be $4.25, the adjusted cash rent would be $60 + $5, or $65. A
decrease in the current year's price to $3.25 would result in a
cash rent of $60 - $5, or $55.

3. Rent Based On Val ue of Fi xed Vol une of Crop.

If this approach is used, the | andowner and | essee agree that the
rent will be equivalent to a fixed quantity of production tines
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the current market price. An exanple agreenent woul d be the cash
rent shall be equal to the value of 16 bushel s of wheat based on
the average daily closing price at elevator "X' during the period
August 1 to October 1. Thus, if the average price is $3.75 per
bushel, the rent is 16 bushels x $3.75 = $60 per acre. O

course, a higher wheat price increases the rent and a | ower price
reduces the rent.

When variation in both price and yield can be expected and the

| andowner and | essee wish to share the risk associated with that
variation, the cash rent can be flexed according to changes in
yield and/or commodity price. To inplenment this approach, both
parties nust agree on a base rent that will apply for a given
yield and price. They may, for exanple, agree that the rent wl|
be $60 per acre if the wheat price is $3.75 per bushel and the
yield is 70 bushels. Next, they nust agree on a nethod of deter-
m ning the actual market price and actual yield. This should be
spelled out in detail and included in the | ease agreenment. |f
the actual price and yield are $3.50 and 60 bushels, respective-
ly, the adjusted rent is calculated as foll ows:

N $3.50 actual price . 80 bu. actua yield

$60 (base rent) : :
$3.75baseprice 70 bu. baseyield

Adj ust ed rent

= $48

GET YOUR LEASE AGREEMENT I N WRI Tl NG

Once agreenent has been reached on rental terns, it is a good idea to
get themin witing. According to a 1980 survey of 245 Wi tman county

farmers with crop-share and cash | eases, about 40 percent did not have
a witten agreenent [4]. Wile a witten agreenent doesn't guarantee

a successful |ease, it does offer several advantages [5]:

1. More thought is generally given to witten agreenents. Details of
production practices and busi ness procedures that m ght go un-
noticed in an oral agreenent are attended to. Both parties wll
general ly study the agreenent before signing it.

2. The privileges and responsibilities of each party are outlined in
a wll-witten | ease agreenent.

3. A concise witten agreenent prevails through tinme. Wen any of
the parties' nenories gets fuzzy on a point, the witten agree-
ment clears up the matter and prevents a m sunderstandi ng that
could lead to a broken relationship. Furthernore, a witten
agreenment prevents "sel ective recall syndrone," whereupon an in-
di vidual "forgets" what was agreed to on issues that are to his
di sadvant age, but has excellent recall on those matters advanta-
geous to his position.

4. The | essee's chances of securing a loan to operate on |eased
property are increased by a witten | ease agreenent.
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5. In case one of the parties should die or beconme nentally incapa-
citated, a witten | ease agreenent provides a directive for those
accepting the responsibilities for the "absent"” party.

6. A witten | ease agreement serves as a rem nder of the end of the
| ease term It provides a nutually agreeable procedure for ter-
m nating or renewi ng the | ease agreenent.

It is suggested that in addition to the obvious itens to include in a
witten | ease, agreenent should be formalized on the foll ow ng issues:

1. Period of tine the |lease will be in effect.
2. Provi sions for renewal of one-year | eases.
3. A cancellation notice delivered at a nutually agreed upon tinme in

advance if the | ease contract is to be term nated.

4. A provision that outlines a nethod for conpensating the | essee
for such unused investnents as sumrer fallow, fertilizer applied
for next year's crop, fall plow ng, etc.

5. Agreement shoul d al so be reached on how to handle capital im
provenents (for exanple, drainage tile, grassing-in of waterways,
and buil ding construction and mai ntenance). It Is a good idea
fromthe standpoint of maintaining |long-run productivity of the
| and to have a | ease agreenent that encourages and rewards the
| essee for naking inprovenents that may | ast |onger than the
terns of the |ease.

6. In situations where crop shares are not equal between crops or
rental paynents are tied to the cash val ue of some crops but not
ot hers, there nmay be di sagreenents between the | andowner and
| essee about the selection of enterprises. This potential for
di fferences should be anticipated and a nechani sm worked out so
that the cropping program can be jointly determ ned.
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APPENDI X

WORKSHEET |

THE FI XED CONTRI BUTI ON' S APPRCACH
TO ESTABLI SHI NG CROP- SHARE LEASE TERMS

Esti mat ed Annual Cost
Tot al Land-
Tot al I nt er est Bot h Owner’ s Lessee’s
Expense Item Val ue Rat e Parties Shar e Shar e
$ % $ $ $
l. Fi xed Expenses
A Fi xed I nvest ment Expenses:
1. Land
2. Far m bui | di ngs
3. Machi nery
4. Total Section A
B. Fi xed Operating Expenses:
5. Labor
a. Operator ....... ... . i
b. Unpaid family....................
C. Landowner ............ ... ... ......
d. Hred....... ... .. ... ... .. ... .....
6. Depr eci ation
a. Buildings............ ... ... .....
b. Machi nery & equipnent ............
7. Repairs
a. Buildings........................
b. Machi nery & Equipnent ............
8. Real estate taxes ....................
9. Building insurance ...................
10. Machinery insurance & taxes ..........
11. Managenment ............ ... .. ... ...,
12. Total Section B ......................
13. Total Section | (4 + 12) ............. (a) (b)
Percent contributed by:
Landowner ($ 13b ) $ 13a) = %
Lessee ($ 13c ) $ 13a) = %
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WORKSHEET | |

THE FI XED AND VARI ABLE CONTRI BUTI ON' S APPRCACH
TO ESTABLI SHI NG CROP- SHARE LEASE TERMS

Total Both Land- Omer’s Lessee’s
Parties Shar e Shar e
$ $ $
l. Fi xed | nvest ment Expenses
(Wbrksheet 1, Line 13)
. Vari abl e Expenses
(unshared only)

1. Fertilizer ....... ... ... ... .. .......

2. Seed...... ... .. ..

3. Fuel & lubricants.................

4, Pesticides........................

5. Cropinsurance....................

6. Machine work hired................

7. Interest on operating capital .....

8.

9.

10.

11 e

12. Total Section | + Section I (@) (b) (c

Percent contributed by:
Landowner ($ 12b ) $ 12a) = %

Lessee ($ 12c ) $ 12a) = %




THE LANDOMNER S COST APPROACH TO CASH
RENT DETERM NATI ON
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WORKSHEET | | 1

Esti mat ed
Tot al I nt erest Annua
Expense Item Val ue Rat e Cost
$ % $
A Fi xed I nvest ment Expenses
1. Land
2. Bui | di ngs, fences, etc.
3. Equi prent
4.
5.
6. Total Section A XXX
B. Fi xed Operating Expenses:
7. Labor (landowner only) . ...... ... .
8. Depreci ation
a. Buil ding, fences, etc ....... ... .
b. EQUI PN .
C. e e
d.
9. Repairs
a. Bui l dings, fences, etc .......... ... i
b. EqQUI PIMBNt .
C.
d.
10. Property TaXeS. ..o
11. L NS UN ANC . . . . e e e e
12, e
13,
14. Total Section B......... ... .
C. Total Costs
1. Entire Tract (A6 + Bl4) .. ... ..
2. Per Acre ($ Cl )  acresrented)............. ...
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WORKSHEET |V

THE LESSEE’ S RESI DUAL | NCOVE APPRCOACH
TO CASH RENT DETERM NATI ON

A G oss Receipts from Rented Property

Tot al Price per
Crop Acr es Yield Pr odn. Uni t Recei pts
$
1.
2.
3.
4.
5. Govt. Pay. XXX XXX XXX
6. Total Receipts. . ... ...
B. Lessee Expenses

1. Vari abl e Expenses

Vari abl e Cost Total Variable

Crop Acres per Acre’
$

a.
b.
C.
d.
e. Total Variable Expenses, Al Cops ..............

2. Fi xed Expenses

Depreciation on machinery .......................
Interest on machinery investnment ................
Taxes and i nsurance on machinery ................
Lessee labor . ... ... ... . . ...
Lessee management .. ....... . ...

SQ@TmeancoTo

3. Total Variable and Fi xed Expenses (1e + 2h) ...........
C Resi dual | ncone

1. Entire Tract (A6 — B3) ... ... .
2. Per Acre ($ Cl) acres rented) ..............

“I'ncludes fertilizer, pestici des, seed, fuel, power, lubricants, machinery and
equi pment repairs, crop insurance, hired | abor, customwork, and interest on

operating capital
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