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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

The lease contract should be in writing to protect all
partiesin case of death, divorce, termination of the lease,
etc. Written leases clarify to each party (landlord and
tenant) their specific responsibilities as to furnishing re-
sources, sharing expenses, sharing receipts, and determin-
ing how each party is compensates for unexhausted re-
sources upon termination of the lease.

Equitable Lease

Sharing crops and expenses varies from lease to lease.
Variation in leasing arrangements is expected because the
ownership of resources by landlords and tenants varies for
different leases. Thefollowing examplesillustratedifferent
landlord and tenant contributions toward production and
the resulting equitable crop share of each party. Generally,
variable crop inputs such asfertilizer, herbicides, and dry-
ing should be shared in the same proportion as the 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 inputs is owned or contributed
by different parties. Payment for the inputs should be
proportional to the value contributed toward production.
Equitable payment to each party is the reason for devel op-
ing alease. An equitable |lease should be developed using
some basic rules or principles. Five important principles
include:
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1. Variable expensesthat increase yields should be shared
in the same percentage as the crop.

2. Share arrangements should be adjusted to reflect the
effect new technology has on costs.

3. Bothlandlord and tenant should sharetotal returnsinthe
same proportion as they contribute resources.

4. Tenants and landlords should be compensated at the
termination of the leasefor the undepreciated bal ance of
long-term investments.

5. Effectivecommunication should be maintained between
landlord and tenant.

Irrigation Lease Wor ksheet and Examples

Anirrigation lease worksheet isprovided in Table 1 for
calculating landlord and tenant expense contributions and
crop share percentages. Table 2 illustratesfive center-pivot
crop sharelease situations according to the irrigation com-
ponentsfurnished by thelandl ord or tenant. Thesescenarios
show how landlord and tenant percentage contributions
vary when landlords contribute @) land only, b) land and
well, ¢) land, well, pump and gearhead, d) land, well, pump,
gearhead and power unit, and €) land, well, pump, gearhead,
power unit and irrigation system. In these examples |abor,
crop machinery, seed (less a technology fee), crop fuel,
miscellaneousand management costsare paid by thetenant.
Giventheselandl ord-tenant expense contributions, to bean
equitable lease both the remainder of the variable expenses
(lines 27-37 and the crop should be shared in the same
percentagesasindicated onlines26 and 39 of table 1. Table
3 indicates the same information for flood irrigation sys-
tems.

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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Tablel. Irrigation L ease Worksheet

For current recommendations, contact K-State Research and Extension.

Irrigation System Type Location
Value Rate | Per Acre Your Farm
Line Total Per Acret or Life | Charge? Landlord Tenant
1. Land (Undevel oped) $ $ x| .06 $ $ $
2. Land Real Estate Tax x| .005 |$ $ $
3. Land Development $ $ x| .06 $ $ $
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 $ $ x| 045 |'$ $ $
12. Power Unit/Meter Depreciation | Tyr | $ $ $
13. Irrigation System: $ $ x| 045 |'$ $ $
14. Irrigation System Depreciation +| 10yr | $ $ $
15. Irrigation Equipment Repairs? XXX $ x|.01-.02 | $ $ $
16. Irrigation Equipment Insurance® x| .0025 | $ $ $
17. Labor XXX hrs.| x| $_ /hr | $ $ $
18. Crop Machinery x| 045 |'$ $ $
19. Crop Machinery Depreciation* XXX $ +| 10yr | $ $ $
20. Machinery Repairs & Insurance x|.09-.14 | $ $ $
21. Management® XXX $ x| .02 $ $ $
22. Seed (lesstechnology fee)® $ $ $
23. Crop Fuel $ $ $
24. Miscellaneous Costs $ $ $
25. Cost Subtotal (Lines 1-24) $ $ $
26. Percent Inputs Contributed = Line 25 Landlord (Tenant) 100% % %
Line 25 Per Acre Charge
Other Shared Crop Inputs $ $ $
27. Seed Technology Fee? It is suggested that expenses $ $ $
28. Fertilizer on lines 27-37 are shared in the $ $ $
29. Herbicide same proportion as crop inputs $ $ $
30. Insecticide are contributed $ $ $
31. Irrigation Fuel (asindicated on line 26) $ $ $
32. Crop Insurance $ $ $
33. Custom Harvest $ $ $
34. Drying $ $ $
35. Custom Hauling $ $ $
36. Consulting $ $ $
37. Operating Interest $ $ $
38. TOTAL ALL COSTS (Line 25 plus lines 27-37) $ $ $
39. Percent Share of All Input Costs & Crop Share 100% % %

Percent Crop Share =

Line 38 Landlord (Tenant)

Line 38 Per Acre Charge

! Per acre value are based on number of acresirrigated, which may be 126 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 percentages of new cost or actual farm records.

4 Crop machinery depreciation is calculated using both original and salvage value and assuming a 10 year life. Original valueless salvage
value divided by 10 years equal s the annual machinery depreciation charge. In K-Sate crop enterprise budgets machinery salvage value

is assumed to be 35% of original value.
5 Management charge based on average investment in land, land development, irrigation equipment, and crop machinery.
6 Seed technology fee is the additional cost of genetically modified seed over regular seed.




This file is for historical purposes only and may not reflect current practices. For current recommendations, contact K-State Research and Extension.

Table2. 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 Tenants 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
1. Land (Undevel oped) 86,562 687.00| 6.00% | 41.22 |41.22 41.22 41.22 41.22 41.22
2. Land Redl Estate Tax* 050% | 5.02 | 502 5.02 5.02 5.02 5.02
3. Land Development
4. Dev. Redl Estate Tax*
5. Wdll (300)° 18,995 150.75| 6.00% | 9.05 9.05 | 9.05 9.05 9.05 9.05
6. Well Depreciation 15yrs| 10.05 10.05 | 10.05 10.05 10.05 10.05
7. Pump 17,431 138.34| 6.00% | 8.30 8.30 830 | 830 8.30 8.30
8. Pump Depreciation 15yrs| 9.22 9.22 922 | 922 9.22 9.22
9. Gearhead 3570 28.33| 6.00%| 1.70 1.70 1.70| 170 1.70 1.70
10. Gearhead Depreciation 15yrs| 1.89 1.89 1.89 | 1.89 1.89 1.89
11. Power Unit/Meter 5950 4722 450% | 212 212 212 212 212 212
12. Power Depreciation 7yrs| 6.75 6.75 6.75 6.75| 6.75 6.75
13. Irrigation System 45,234 359.00| 4.50% | 16.16 16.16 16.16 16.16 16.16 | 16.16
14. Irr. System Depreciation 10yrs| 35.90 35.90 35.90 35.90 35.90 | 35.90
15. Irr. Equipment Repair 832 6.60 6.60 6.60 6.60 6.60 6.60 | 6.60
16. Irr. Equipment Insurance 1.79] 0.25% 1.79 179 | 037 142 0.79 1.01] 090 0.89 1.79
17. Labor 245 10.80| 26.46 26.46 26.46 26.46] 26.46 26.46
18. Crop Machinery® 236.00] 4.50% | 14.34 14.34 14.34 14.34 14.34 14.34
19. Crop Mach. Depreciation® 10yrs| 15.34 15.34 15.34 15.34 15.34 15.34
20. Machinery Repairs & Ins. 25.59 25.59 25.59 25.59 25.59 25.59 25.59
21. Management” 1,647| 2.00% | 32.93 32.93 32.93 32.93 32.93 32.93
22. Seed (lesstechnology fee)® 38.72 38.72 38.72 38.72 38.72 38.72
23. Crop Fuel 10.16 10.16 10.16 10.16| 10.16 10.16
24. Op. Interest + Misc. Costs 12.54 12.54 12.54 12.54] 12.54 12.54
25. Cost Subtotal 331.85 [46.24 285.60 | 65.71 266.13 | 87.24 244.61] 96.22 235.62 [155.77 176.08
26. Percent Inputs Contributed 14% 86% | 20% 80% | 26%  74%| 29% 71% | 47% 53%
Other Shared Crop Inputs
27. Seed Technology Fee?
28. Fertilizer 3410 | 475 2935 | 581 2354 | 619 1735 503 1232 | 578 654
29. Herbicide 37.22 519 3203 | 634 2569 | 6.75 1894 549 1345 | 6.31 7.13
30. Insecticide 4215 | 587 3628 | 718 2909 | 7.65 2145 6.22 1523 | 715 8.08
31. Irrigation Fuel 59.84 | 834 5150 [1020 4130 10.86 30.45/ 8.83 21.62 | 1015 1147
32. Crop Insurance
33. Custom Harvest®
34. Drying 1700 | 237 1463 | 290 11.73| 308 865 251 614 | 283 326
35. Custom Hauling
36. Consulting 650 | 091 559 | 111 449| 118 331] 09 235 110 125
37. Operating Interest
(lines 27-36) 8.86 1.23 7.62 175 710 | 233 653 257 629 | 416 470
38. TOTAL ALL COSTS 53751 |74.90 462.61 [101.01 409.08 [125.27 351.27|127.83 313.01 |193.30 218.50
39. Percent Share of All
Crop Inputs & Crop Share 14% 86% | 20% 80% | 26% 74%| 29% 71% | 47% 53%

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

1 Total and per acrevaluesarebased on 126 acrecenter pivot. Thesevaluesassumetheother 34 acreswill havedryland crop production, and thus
be produced under a dryland crop lease.

2 Interest charge of 6 percent against investment inland and land devel opment. Aninterest charge of 4.5 percent against total new investment cost
isequal to aninterest charge of 9 percent againgt the averageinvestment cost spread over the useful life of thewel I, pump, gearhead, power unit,
pivot, and crop machinery.

8 Leasearrangement feasible only for a tenant with long-termwritten lease.

4 Real edtatetaxiscomputed on the value of land, land development, well, pump, and gearhead. In above example, landlord isassumed to pay all
real estate taxes.

5 Wl depths vary from 100 to 600 feet, which will affect pumping cogts.

8 Cropmachineryinvestment includesharvesting and grain hauling equipment. If grainharvestingand haulingiscustomhired, includevalueunder
the tenant if the cost is not shared. Crop machinery depreciation assumes 35 percent salvage value.

7 Management fees are calculated as a percentage of total capital managed. Inthiscasetotal capital managed includesinvestment in land, land
devel opment, irrigation equipment, and crop machinery.

8 Theextra cost of genetically modified seed cornrelativeto regular seed cornisclassified asa“ seed technology fee” , and designated asan input to
be shared. Thisis doneto compensate partiesfor changesin herbicide or insecticide expenses associated with the use of genetically modified seed.
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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 Tenants 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
1. Land (Undevel oped) 120,640 754.00] 6.00% | 45.24 | 45.24 45.24 45.24 45.24 45.24
2. Land Real Estate Tax* 050% | 5.02 | 5.02 5.02 5.02 5.02 5.02
3. Land Development
4. Dev. Red Edtate Tax*
5. Wdll (300)° 19,000 118.75| 6.00% | 7.13 713 | 713 7.13 7.13 7.13
6. Well Depreciation 15yrs| 7.92 792 | 7.92 7.92 7.92 7.92
7. Pump 17,440 109.00| 6.00% | 6.54 6.54 654 | 6.54 6.54 6.54
8. Pump Depreciation 15yrs| 7.27 7.27 727 | 727 7.27 7.27
9. Gear Head 3560 22.25) 6.00% | 134 1.34 134| 134 1.34 134
10. Gear Head Depreciation 15yrs| 148 1.48 148 | 148 1.48 1.48
11. Power Unit/Meter 5950 37.19] 450% | 1.67 1.67 1.67 167 167 1.67
12. Power Depreciation 7yrs| 531 5.31 5.31 531 531 531
13. lrrigation System 5,258 32.86| 450% | 1.48 1.48 1.48 1.48 148 | 148
14. Irr. System Depreciation 10yrs| 3.29 3.29 3.29 3.29 329 | 329
15. Irr. Equipment Repair 672 4.20 4.20 4.20 4.20 4.20 420 | 4.20
16. Irr. Equipment Insurance 0.79] 0.25% | 0.79 079 029 050| 062 017 071 0.08| 079
17. Labor 305 10.80| 32.94 32.94 32.94 32.94 32.94 32.94
18. Crop Machinery® 239.00] 4.50% | 14.52 14.52 14.52 14.52 14.52 14.52
19. Crop Mach. Depreciation® 10yrs| 1554 15.54 15.54 15.54 15.54 15.54
20. Machinery Repairs & Ins. 24.93 24.93 24.93 24.93 24.93 24.93 24.93
21. Management” 1,313| 2.00% | 26.26 26.26 26.26 26.26 26.26 26.26
22. Seed (lesstechnology fee)® 38.72 38.72 38.72 38.72 38.72 38.72
23. Crop Fue 10.20 10.20 10.20 10.20 10.20 10.20
24. Op. Interest + Misc. Costs 12.81 12.81 12.81 12.81 12.81 12.81
25. Cost Subtotal 27457 | 50.26 224.31 | 65.59 208.98 | 82.54 192.03| 89.62 184.95 | 98.67 175.91
26. Percent Inputs Contributed 18% 82% | 24% 76% | 30% 70%| 33% 67% | 36% 64%
Other Shared Crop Inputs
27. Seed Technology Fee?
28. Fertilizer 3410 | 624 2786 | 666 21.20| 637 1483| 484 999 | 359 640
29. Herbicide 3722 | 681 3041 | 726 2314| 696 16.19| 528 1090 | 392 6.98
30. Insecticide 4215| 772 3443 | 823 2621 | 7.88 1833| 598 1235 | 444 791
31. Irrigation Fuel 50.82 | 930 4152 | 992 31.60| 950 2210/ 721 1489 | 535 954
32. Crop Insurance
33. Custom Harvest®
34. Drying 1700 | 311 1389 | 332 1057| 318 739 241 498 | 179 319
35. Custom Hauling
36. Consulting 650 | 119 531| 127 404| 121 283| 092 190 | 068 122
37. Operating Interest
(lines 27-36) 845| 155 6.90| 202 643| 254 591| 276 569 | 304 541
38. TOTAL ALL COSTS 470.81 | 86.18 384.63 [104.26 332.17 |120.19 279.60|119.03 245.65 [121.47 216.56
39. Percent Share of All
Crop Inputs & Crop Share 18% 82% | 24% 76% | 30% 70%| 33% 67% | 36% 64%

* Informetion obtained fromMF-836, “ Irrigation Capital Requirementsand Energy Cogts,” and MF-578, “ Flood I rrigated Corn Cost-Return Budget.” For other crops,
changelabor and variable cost values. * Total and per acrevaluesarebased on 160 acresfloodirrigation. Per acrechargesrounded.? Interest chargeof 6 percent against
investment inland and land devel opment. Aniinterest charge of 4.5 percent againgt total new investment cost isequal to aninterest charge of 9 percent againg theaverage
investment cost spread over the useful life of thewell, pump, gearhead, power unit, pivot, and crop machinery. ® Lease arrangement feasible only for a tenant with long-
termwrittenlease.* Real estatetax computed ontheval ueof |and, land devel opment, well, pump, and gearhead. Inaboveexample, landlordisassumed to pay all real estate
taxes.> Wel depths vary from 100 to 600 feet, which will affect pumping costs. ¢ Crop machinery investment includes harvesting and grain hauling equipment. If grain
harvestingandhaulingiscustomhired, includeval ueunder thetenant ifthecostisnot shared. Cropmachinery depreciation assumes 35 per cent salvageval ue. ” Management
feesare calculated asa percentage of total capital managed. Inthiscasetotal capital managed includesinvestment inland, land devel opment, irrigation equipment, and
crop machinery. & The extra cost of genetically modified seed corn relativeto regular seed cornisclassified asa* seed technology fee” , and designated asan input to be
shared. Thisis done to compensate partiesfor changesin herbicide or insecticide expenses associated with the use of genetically modified seed.
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