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Irrigation Leases

An irrigation lease is a contract by which property is
conveyed for aterm of yearsfor aspecified rent. Thisguide
illustrates crop-share irrigation lease inputs and costs for
center-pivot and flood-irrigation systems.

L ease Contract

Thelease contract should beinwriting to protect all parties
in case of death, divorce, termination of thelease, etc. Written
leases clarify to each party (landlord and tenant) their specific
responsibilities as to furnishing resources, sharing expenses,
sharing receipts, and determining how each party is compen-
sated for unexhausted resources upon termination of thelease.

Equitable Lease

Sharing income and expenses varies from lease to lease.
Variation in leasing arrangements is expected because the
ownership of resources by landlords and tenants may vary for
different leases. The following examples illustrate different
landlord and tenant contributions toward production and the
resulting equitable crop share of each party. Generaly, vari-
ablecropinputssuchasfertilizer, irrigationenergy, and drying
should be shared in the same proportion asthe crop is shared.

Establishing a Crop Share Arrangement
Irrigated farming is a business involving the combina-
tion of land, irrigation equipment, machinery, labor, man-
agement and other inputs to produce crops. In a lease
arrangement, each of these inputsis owned or contributed
by different parties. Payment for the inputs should be
proportional to the value contributed toward production.
Equitable payment to each party isthereason for developing
alease. An equitable lease should be developed using some
basic rules or principles. Five important principles include:

1. Variableexpensesthat increaseyield should besharedin
the same percentage as the crop.
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2. Share arrangements should be adjusted to reflect the
effect new technology has on costs.

3. Landlord and tenant should share total returns in the
same proportion as they contribute resources.

4. Tenantsshould be compensated at thetermination of the
lease for the undepreciated balance of long-term invest-
ments.

5. Effectivecommunication should bemaintained between
landlord and tenant.

Irrigation Lease Worksheet and Examples
An irrigation lease worksheet is provided in Table 1
for calculating landlord and tenant expense contribu-
tionsand crop share percentages. Table 2 illustratesfive
center-pivot crop share lease situations according to the
irrigation components furnished by the landlord or ten-
ant. These scenarios show how landlord and tenant per-
centage contributions vary when landlords contribute a)
land only, b) land and well, ¢) land, well, pump and
gearhead, d) land, well, pump, gearhead and power unit,
and e) land, well, pump, gearhead, power unit andirriga-
tion system. In these examples, labor, crop machinery,
seed (less a technology fee), crop fuel, miscellaneous
and management costs are paid by the tenant. Given
these landlord-tenant expense contributions, to have an
equitable lease the remainder of the variable expenses
(lines25-33), the crop, and government payments shoul d
besharedinthe same percentagesasindicated onlines24
and 33 of table 2. Table 3 providesthe sametype of lease
analysisinformation for aflood irrigation system.

Additional Information

For more information on irrigation crop share lease
arrangements, see NCR Publication 148 Irrigation Crop
Share and Cash Rental Arrangements for Your Farm.
Additional information on lease arrangements and lease
forms can be obtained from county Extension offices.
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Table 1. Irrigation L ease Worksheet

Irrigation System Type Location
Value Rate | Per Acre Your Farm
Line Total Per Acre! orLife | Charge? Landlord Tenant
1. Land (Undevel oped) $ $ x| 055 |$ $ $
2. Land Real Estate Tax x| 005 |$% $ $
3. Land Development $ $ x| .055 |$ $ $
4. Development Real Estate Tax x| .005 |$ $ $
5. Well ( ft.) $ $ x| .06 $ $ $
6. Well Depreciation +| 15yr | $ $ $
7. Pump $ $ x| .06 $ $ $
8. Pump Depreciation +| 15yr | $ $ $
9. Gearhead $ $ X .06 $ $ $
10. Gearhead Depreciation =] 15yr | $ $ $
11. Power Unit/Meter/Connectors $ $ x| 045 | % $ $
12. Power Unit/Meter Depreciation | Tyr |'$ $ $
13. Irrigation System: $ $ x|.08+2|$ $ $
14. Irrigation System Depreciation +| 15yr | $ $ $
15. Irrigation Equipment Repairs® XXX $ x|.01-.02|$ $ $
16. Irrigation Equipment Insurance? x| .0025 | $ $ $
17. Irrigation Labor XXX hrs.| x|$_ /hr | $ $ $
18. Seed (lesstechnology fee)* x $ $ $
19. Custom Hire/Machine Expense $ + $ $ $
20. Other Non-machinery Labor x|$ /r|$ $ $
21. Miscellaneous Costs $ x $ $ $
22. Management Charge® XXX .02 $ $ $
23. Cost Subtotal (Lines1 - 22) $ $ $
24. Percent Inputs Contributed = Line 23 Landlord (Tenant) 100% % %
Line 23 Per Acre Charge
Other Shared Crop Inputs
25. Seed Technology Fee* It is suggested that expenses $ $ $
26. Irrigation Fuel on lines 25 - 33 are shared in the $ $ $
27. Herbicide same proportion as crop inputs $ $ $
28. Insecticide are contributed $ $ $
29. Fertilizer (asindicated on line 24) $ $ $
30. Crop Consulting $ $ $
31. Crop Insurance $ $ $
32. Drying $ $ $
33. Operating Interest $ $ $
34. TOTAL ALL COSTS (Line 23 plus lines 25-33) $ $ $
35. Percent Share of All Input Costs & Crop Share 100% % %
Percent Crop Share= Line 34 Landlord (Tenant)
Line 34 Per Acre Charge

! Per acre value are based on number of acresirrigated, which may be 125 acres for a center pivot.

2 Obtain “ Per Acre Charge” by multiplying, or dividing, per acre value by rate or life.

% Irrigation equipment repairs and insurance can be calculated using per centages of new cost or actual farm records.

4 Seed technology fee is the additional cost of genetically modified seed over regular seed.

5 Management charge based on average investment in land, land development, irrigation equipment, and crop machinery.
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Table 2. Center Pivot Irrigation Crop Share L eases (Example Corn)* Sample Landlord Tenant Share Arrangements

System A indicates landlord contributes only land—Col’s B, C, D, and
E indicate landlord furnishes additional items. L indicates Landlord's
share, T indicates Tenant’s share of expenses.
Alternative Scenarios A B C D E
Value! Per Ac.| Land Only® Add Well Add Pump Add Power Add System
Total Per Annual and Gearhead Unit

Line Item Acres  Acre| Rate? | Charge L T L T L T L T L T
Land Costs
1 Land (Undeveloped) $94,000 $752.00| 5.25% | $39.48 [$39.48 $39.48 $39.48 $39.48 $39.48
2 Land Real Estate Tax* 050% | 559 | 559 5.59 5.59 5.59 5.59
3 Land Development
4 Dev. Redl Estate Tax*
Irrigation Investment Costs
5 Wadll (300)° 17,185 137.48| 5.75% | 7.91 791 | 791 7.91 7.91 7.91
6 Well Depreciation 15yrs| 9.17 917 | 9.17 9.17 9.17 9.17
7 Pump 24,900 199.20| 5.75% | 11.45 11.45 1145 | 1145 11.45 11.45
8 Pump Depreciation 15yrs| 13.28 13.28 13.28 | 13.28 13.28 13.28
9 Gearhead 3541 2833 5.75% | 1.63 1.63 1.63 | 163 1.63 1.63
10 Gearhead Depreciation 15yrs| 272 2.72 272 | 272 2.72 2.72
11 Power Unit/Meter/Connectors| 7,885  63.08] 8.00% | 5.05 5.05 5.05 5.05 5.05 5.05
12 Power Depreciation 7yrs| 9.01 9.01 9.01 9.01] 9.01 9.01
13 lIrrigation System 48,330 386.64| 8.00% | 15.47 15.47 15.47 15.47| 15.47 | 15.47
14 Irr. System Depreciation 15yrs| 38.66 38.66 38.66 38.66 38.66 | 38.66
15 Irrigation Equipment Repaif 784 6.27 6.27 6.27 6.27 6.27 6.27 6.27
16 Irr. Equipment Insurance 2.04] 0.25% | 2.04 204 | 034 169| 084 120 107 097 | 204 0.00
17 lIrrigation Labor 050/ 10.00| 5.00 5.00 5.00 5.00 5.00 5.00
18 Seed (lesstechnology fee)® 8.96 8.96 8.96 8.96 8.96 8.96
19 Custom Hire/Machine Expense 100.62 100.62 100.62 100.62 100.62 100.62 100.62
20 Other Non-machinery Labol 0.50[ 10.00| 5.00 5.00 5.00 5.00 5.00 5.00
21 Miscellaneous Costs 10.00 10.00 10.00 10.00] 10.00 10.00
22 Management Charge’ 1,567| 2.00% | 31.33 31.33 31.33 31.33 31.33 31.33
23 Cost Subtotal 328.62 | 45.07 283.56 | 62.48 266.15 | 92.06 236.56(106.35 222.28 [161.44 167.18
24 Percent Inputs Contributed 14% 86% | 19% 81% | 28% 72%| 32% 68% | 49% 51%
Other Shared Crop Inputs
25 Seed Technology Fee® 3712 | 509 3203 | 7.06 30.06 | 1040 26.72] 1201 25.11 | 1824 18.88
26 Irrigation Fuel 63.46 | 870 54.76 | 12.07 51.39 | 17.78 45.68| 20.54 4292 | 31.18 32.28
27 Herbicide 3048 | 418 2630 | 580 2469 | 854 2194 9.86 20.62 | 1498 1551
28 Insecticide 3854 | 529 3326 | 733 3121 1080 27.74] 1247 26.07 | 1893 19.61
29 Fertilizer 5145 | 7.06 4439 | 9.78 4167 | 1441 37.04] 16.65 34.80 | 25.28 26.17
30 Crop Consulting 650 | 089 561 | 124 526| 182 468 210 440 | 319 331
31 Crop Insurance 000 | 000 0.00| 000 000| 000 0.000 000 0.00| 0.00 0.00
32 Drying 000 | 000 000 | OOO 000| 000 0.0 000 000]| 000 000
33 Operating Interest 6 mo. 8% | 14.18 125 7.85 173 1245 | 255 1163 295 1123 | 447 9.71
34 TOTAL ALL COSTS 570.36 | 77.66 488.63 [107.66 463.69 |158.64 412.72|183.25 388.10 [278.20 293.16
35 % Share of All Crop Inputs 14% 86% | 19% 81% | 28% 72%| 32% 68% | 49% 51%

(Equitable % Crop Share) LL Tenant LL Tenant LL Tenant LL Tenant LL Tenant

* |nformation obtained from MF-836, “ Irrigation Capital Requirements and Energy Costs,” and MF-585, “ Center Pivot Irrigated Corn
Cost-Return Budget.” For other crops, change labor and variable cost values.

! Total and per acre values are based on 125 acre center pivot. These values assume the other 35 acreswill have dryland crop production,
and thus be produced under a dryland crop lease.

2 Interest charge of 5.75 percent against investment in land and land development. An interest charge of 8 percent against the average
investment cost spread over the useful life of the well, pump, gearhead, power unit, and center pivot sprinkler irrigation systemequalsan
effective interest charge of 4 percent against total new investment cost.

% Lease arrangement feasible only for a tenant with long-term written lease.

4 Real estate tax is computed on the value of land, land devel opment, well, pump, and gearhead. In above example, landlord is assumed to
pay all real estate taxes.

5 Well depths vary from 100 to 600 feet, which will affect pumping costs.

6 The extra cost of genetically modified seed corn relative to regular seed cornisclassified asa “ seed technology fee” , and designated as
aninputtobeshared. Thisisdoneto compensatepartiesfor changesinherbicideor insecti cideexpensesassociated with theuseof genetical ly
modified seed.

”Management fees are cal culated as a per centage of total capital managed. In thiscasetotal capital managed includesinvestment in land,
land development, and irrigation equipment.
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Table 3. Flood Irrigation Crop Share L eases (Example Corn)* Sample Landlord-Tenant Share Arrangements

System A indicates landlord contributes only land—Col’s B, C, D, and
E indicate landlord furnishes additional items. L indicates Landlord's
share, T indicates Tenant’s share of expenses.
Alternative Scenarios A B C D E
Valuet Per Ac.| Land Only® Add Well Add Pump Add Power Add System
Total Per Annual and Gearhead Unit

Line Item Acres  Acre| Rate? | Charge L T L T L T L T L T
Land Costs
1 Land (Undevel oped) $126,945 $819.00| 5.25% | $43.00 |$43.00 $43.00 $43.00 $43.00 $43.00
2 Land Red Estate Tax* 050% | 562 | 562 5.62 5.62 5.62 5.62
3 Land Development
4 Dev. Redl Estate Tax*
Irrigation Investment Costs
5 Well (300° 17,185 110.87| 5.75% | 6.38 6.38 | 6.38 6.38 6.38 6.38
6 Well Depreciation 15yrs| 7.39 739 | 7.39 7.39 7.39 7.39
7 Pump 23,399 150.96| 5.75% | 8.68 8.68 8.68 | 8.68 8.68 8.68
8 Pump Depreciation 15yrs| 10.06 10.06 10.06 | 10.06 10.06 10.06
9 Gearhead 6,600 42.58| 5.75% | 2.45 2.45 245 | 245 2.45 245
10 Gearhead Depreciation 15yrs| 2.84 2.84 284 | 284 2.84 2.84
11 Power Unit/Meter/Connectors| 6,975 45.00| 8.00% | 3.60 3.60 3.60 3.60| 3.60 3.60
12 Power Depreciation 7yrs| 6.43 6.43 6.43 6.43| 6.43 6.43
13 Irrigation System 5258 33.92| 8.00% | 1.36 1.36 1.36 1.36 136 | 136
14 Irr. System Depreciation 15yrs| 226 2.26 2.26 2.26 226 | 226
15 Irrigation Equipment Repair 684 441 441 441 441 441 4.41 4.41
16 Irr. Equipment Insurance 0.96] 0.25% | 0.96 09| 028 068| 065 030| 087 0.08| 09 0.00
17 Irrigation Labor 1.00/ 10.00| 10.00 10.00 10.00 10.00 10.00 10.00
18 Seed (lesstechnology fee)® 8.96 8.96 8.96 8.96 8.96 8.96
19 Custom Hire/Machine Expense 106.38 106.38 106.38 106.38 106.38 106.38 106.38
20 Other Non-machinery Labor 0.50{ 10.00| 5.00 5.00 5.00 5.00 5.00 5.00
21 Miscellaneous Costs 10.00 10.00 10.00 10.00 10.00 10.00
22 Management Charge’ 1,202| 2.00% | 24.05 24.05 24.05 24.05 24.05 24.05
23 Cost Subtotal 269.82 | 48.61 221.20 | 62.66 207.16 | 87.07 182.75| 97.31 172.50 |101.02 168.80
24 Percent Inputs Contributed 18% 82% | 23% 77% | 32% 68%| 36% 64% | 37% 63%
Other Shared Crop Inputs
25 Seed Technology Fee? 3712 | 669 3043| 862 2850 | 11.98 2514|1339 2373 | 1390 23.22
26 Irrigation Fuel 61.32 | 11.05 50.27 | 1424 47.08 | 19.79 4153|2212 39.20 | 22.96 38.36
27 Herbicide 3048 | 549 2499 | 7.08 2340 | 9.84 20.65|10.99 1949 | 1141 19.07
28 Insecticide 3854 | 694 3160| 895 2959 | 1244 26.10| 13.90 24.64 | 1443 2411
29 Fertilizer 5145 | 927 4218 1195 39.50 | 16.60 34.85| 1856 32.89 | 19.26 32.19
30 Crop Consulting 6.50 117 5.33 151 499 | 210 440| 234 416 | 243 407
31 Crop Insurance 000| 00O 000| OO0 000| OO0 0.00[ OO0 0.00| 000 0.00
32 Drying 000 | 000 000| 00O 0.00| 000 0.00/ 000 000]| 000 0.0
33 Operating Interest 6 mo. 8% | 1445 | 260 1185| 336 1109 | 466 979| 521 924 | 541 9.04
34 TOTAL ALL COSTS 509.68 | 92.01 418.67 [118.59 392.09 [164.79 345.89[184.19 326.49 [191.19 319.49
35 % Share of All Crop Inputs 18% 82% | 23% 77% | 32% 68%| 36% 64% | 38% 63%

(Equitable % Crop Share) LL Tenant LL Tenant LL Tenant LL Tenant LL Tenant

* |nformation obtained fromMF-836, “ Irrigation Capital Requirementsand Energy Costs,” and MF-578, “ Flood Irrigated Corn Cost-Return Budget.” For
other crops, change labor and variable cost values. * Total and per acre values are based on a 155 acre gated pipeirrigation system. 2 Interest charge of
5.75 percent against investment inland and land devel opment. Aninterest charge of 8 percent against the average investment cost spread over the useful life
of the well, pump, gearhead, power unit, and center pivot sprinkler irrigation system equals an effective interest charge of 4 percent against total new
investment cost. SLease arrangement feasible only for a tenant with long-term written lease. “Real estate tax is computed on the value of land, land
development, well, pump, and gearhead. In above example, landlord is assumed to pay all real estate taxes. ° Well depths vary from 100 to 600 feet, which
will affect pumping costs. 6 Theextra cost of genetically modified seed cornrelativetoregular seed cornisclassifiedasa*“ seedtechnologyfee” , and designated
asaninput to be shared. Thisis done to compensate parties for changesin herbicide or insecticide expenses associated with the use of genetically modified
seed. 7 Management fees are calculated as a percentage of total capital managed. In this case total capital managed includes investment in land, land
development, irrigation equipment, and crop machinery.
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