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Kevin’s assumption of your objective…

• Long-run profit maximization of crop enterprise
(recognizing long-run and short-run trade-offs exist)

• Objective of leasing arrangement
– Maximize returns to crop enterprise
– Share returns of crop enterprise appropriately
– Provides correct “signals” for optimal farming

• The terms of your lease should not interfere
with farming in a way that is optimal 
(i.e., profit maximization)

Goal/objective of farming?
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Producers using some rented land ...
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Percent of crop acres rented ...

• Producers in Kansas rely heavily upon rented land in 
their operations

Renting cropland in Kansas …

Almost everybody rents land… … and they rent the majority of their acres.

The result is that the market for rented land is very competitive, and 
thus our lease arrangements need to reflect market conditions.
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Source:  Schegel and Tsoodle -- 2007 KAS/KSU survey (2006 data)
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Producers tend to lease 
from the same landowner 
for a long time.

Long-term relationships 
can be good or bad…
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• Crop-share
– Landowner shares in annual revenues and 

typically in certain annual costs

• Cash rent
– Landowner gets a fixed annual cash payment 

for the use of their land

• Numerous variants around these two
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Source:  Schlegel and Tsoodle -- 2007 KAS/KSU survey (2006 data)

5.663.930.5State
4.958.936.2Southeast
9.654.336.0East Central
7.753.538.8Northeast
2.676.421.0South Central
4.564.630.9Central
4.660.534.9North Central
8.075.516.5Southwest
4.071.724.3West Central

3.9%59.8%36.3%Northwest
OtherShareCashRegion

Percentage of leases by type of lease
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Questions to ask:
1) What factors have been behind this trend?
2) Do we expect this to continue in the future?

Source:  KSU and KS Ag Stat – Non-Irrigated Farm Lease Arrangement Surveys

Crop share continues to be the most prevalent, but the trend has been 
a shift from crop share arrangements towards more cash rent leases.  
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How are cash lease rates or the terms 
of crop share leases established?

Tenant

Land
owner

Determining the terms of a lease... 
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Landowners and tenants in Kansas often 
claim to want a crop share or cash lease 
rate that is “fair” to both parties.

Determining the terms of a lease... 
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• How are cash lease rates or the terms of crop 
share leases established?
– Short answer is “the market”

• While landowners and tenants (i.e., the market) 
ultimately determine terms of crop share and 
cash leases, we use the equitable concept to 
arrive at a starting point for negotiations – and 
to better understand the market.

Determining the terms of a crop lease... 
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• Profit maximization (MR=MC)

• Economic profits (expected profit = 0)

• Opportunity costs

• Risk across lease types

• Equal rates of return on annual investment 
(if economic profit = 0, then rate of return = 0)

Principles embodied in an equitable lease …
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Equitable: Income is shared in the same 
proportion as the contribution of total inputs. 

Traditional: Income and shared expenses (if 
any) are shared in the same proportion as 
what has been done in the past.  Share rent 
based on tradition may, or may not, be 
equitable. 

Traditional = Equitable in the long-run
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• Land Use Value Project of the KSU Ag Econ 
Dept annually conducts one of four surveys 
(irrigated, non-irrigated, pasture, input costs)

• Kansas Agricultural Statistics (KAS) annually 
surveys landowners and producers regarding 
land values and cash rents

• Local and regional surveys of leasing practices

• With surveys there is often a trade-off between 
statistical validity and level of aggregation

Market established rates…
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Kansas county-level non-irrigated
crop cash rents…

Based on KAS state average reported value for 2009 ($46.50)
(county-level survey in August of 2009 data available in April of 2010)

Acreage-weighted average of counties 
equals $46.04 (KSU estimate of SE CRD)
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Source:  Schlegel and Tsoodle -- 2007 KAS/KSU survey (2006 data)

Crop share leases in SE KS…

33% Share 40% Share 50% Share Other % Share
43 0 0 0

100.0% No No No
79.1% Responses Responses Responses
46.5%
34.9%

32 2 1 1
88.8% 5.6% 2.8% 2.8%
87.5% 100.0% 100.0% 100.0%
25.0% 50.0% 100.0% 100.0%
21.9% 100.0% 100.0% 100.0%

14 0 0 0
100.0% No No No
85.7% Responses Responses Responses
42.9%
35.7%

21 1 1 0
91.4% 4.3% 4.3% No
85.7% 100.0% 100.0% Responses
81.0% 100.0% 100.0%
57.1% 100.0% 100.0%

* The percentages calculated in this table represent the percent of landlords sharing the same percent of costs as they share of 
the crop.  For example, 79.1% of landlords receiving 33% of the wheat crop paid 33% of fertilizer expenses.

% of Leases Sharing Insecticide Costs
% of Leases Sharing Herbicide Costs
% of Leases Sharing Fertilizer Costs
% of Total Leases in Lease Arrangement

Multiple Crops (23 Leases)
% of Leases Sharing Insecticide Costs
% of Leases Sharing Herbicide Costs
% of Leases Sharing Fertilizer Costs

% of Leases Sharing Herbicide Costs
% of Leases Sharing Fertilizer Costs
% of Total Leases in Lease Arrangement

% of Total Leases in Lease Arrangement
Sorghum (14 Leases)

% of Leases Sharing Insecticide Costs

Corn (36 Leases)
% of Leases Sharing Insecticide Costs
% of Leases Sharing Herbicide Costs
% of Leases Sharing Fertilizer Costs
% of Total Leases in Lease Arrangement

Wheat (43 Leases)

Table 13. Southeast-90 Nonirrigated Crop-Share Arrangements

Crop
Landlord's Percent of Crop Received (or of Costs Paid)*
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A good crop share lease should follow 
five basic principles …
1. Yield increasing inputs should be shared

2. Share arrangements should be re-evaluated as 
technology changes

3. Total returns divided in same proportion as 
resources contributed

4. Compensation for unused long-term 
investments at termination

5. Good landlord/tenant communications
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Examples of yield increasing inputs

• Fertilizer

• Irrigation water

• Seed ???

• Herbicides ???

Yield increasing inputs should be shared

x

y
Px

Py

x*

y*

Principle #1
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Examples of technological change

• Reduced-/no-till

• New crops and/or rotations

• Center pivot irrigation

• Hybrid seed

• Bio-technology

• Precision agriculture (GPS)

Technology may affect share arrangements

Principle #2
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• Why do people adopt new technologies?

• What happens as “new” technologies become 
common practice?

• How does this impact relative contributions?

Impact of new technologies …
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… then crops should be divided in the same 
proportion that inputs are provided, regardless 
of whether or not a particular cost is shared or 
not.

What is most important is communication.

If the goal is to have an “equitable” lease …
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Impact of adopting technologies that 
increase returns (either higher yields or lower costs)…

… “profit” associated with new technology is 
bid out of the market over time.

… as profit is bid out of the market (typically 
through higher land costs), relative 
contributions change.

… equitable lease is “dynamic” as market 
adjusts to new technologies.
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… tends to cause problems because traditional 
arrangements or rules-of-thumb are often not 
appropriate.

… should not be a problem if we follow basic 
principles of a good lease.

… if problems persist as to what is equitable, 
can lead to alternative leasing arrangements 
(e.g., cash lease).

Adoption of new technologies …
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Returns divided in same proportion as 
resources contributed.
This requires annual contributions of 

both parties to be identified 
(budgeting type approach).

Base input values on expectations 
consistent with the time-frame of the 
lease (if expectations end up being 
significantly off, be willing to make 
adjustments).

Principle #3
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Rent-to-Value Ratio, Non-irrigated Cropland

Land contribution …

The land contribution has typically been based on 
an “average market value” for the land along with an 
historical average return to land.

As cash leases 
become more 
common, the land 
contribution can 
be set equal to 
the cash rent.
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1. Machinery investment approach - annual 
contribution is based on depreciation, interest, 
repairs, fuel and oil, and labor.

2. Custom rates approach - annual contribution is 
based on reported custom rates and the typical 
operations. 

Machinery contributions …

Machinery contribution should be based on average 
costs.  Two methods for estimating the machinery 
contribution:
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The value of contributions for input expenses 
such as seed, herbicides, insecticides, fertilizer, 
etc. are generally valued at current market prices 
and represent “typical” production practices. 

How do we deal with input prices if they deviate 
significantly from historical averages (e.g., 
fertilizer, fuel)?
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Returns divided in same proportion as 
resources contributed.

Tenant’s

contributions

($$$)
Landowner’s

contributions

($$$)

Shared

contributions

($$$)

Tenant’s

contributions

($$$)

Landowner’s

contributions

($$$)

Shared

contributions

($$$)

Total non-
shared costs

Total costs

Determine 
relative 
contributions 
of non-shared 
costs (e.g., 
1/3 – 2/3)

Equitably 
shared inputs 
are shared 
1/3 – 2/3

Annual contributions (i.e., costs) 
identified through budgets

Principle #3
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Compensation for unused long-term 
investments at lease termination. 

It is generally recommended that landowners 
make long-term investments such as terraces, 
irrigation well, lime, alfalfa seed, etc.  

If the tenant pays for long-term investments, or 
shares their cost, he should be compensated for 
his share of any value that remains when the 
lease is terminated

Lime, soil fertility (P), alfalfa stands, even no-till soil building (organic matter)

Principle #4
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Good communications between the 
landlord and the tenant.

Because so many of the terms of a lease are based 
on negotiation between the landowner and the 
tenant, good communications are critical.

A lease is a legal contract in Kansas, thus it is 
suggested that terms of the lease agreed upon by 
both parties be put in writing.  This becomes more 
important as the complexity of leases increases –
or as the volatility of crop and input prices 
increases.

Principle #5
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• Are yield increasing inputs shared?

• Does it have flexibility to deal with change?

• Does it promote optimal management?

• Is income shared in same % as contributions?

• Is it written?

• Will it be reviewed periodically?
– Keep the automatic rollover clauses out!

• Do all parties agree that lease is “fair”?
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• A what-if spreadsheet to analyze rents

• Delineates relative contributions

• Allows considering cash vs. crop-share
– Can deal with a risk premium

• Very flexible; can handle
– Net share leases

– Fixed bushel rents

– Cash transfers

• Important purpose is to allow people to move 
beyond traditional leases when they need to 
change (and to analyze impact of cash rent)
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Using “KSU-Lease.xls” to determine 
equitable crop share and cash leases…

Information/data required:
1. Crop rotation/mix
2. Income information
3. Production inputs
4. Machinery costs
5. Land value
6. Irrigation equipment
---------------------------------
7. Contributor of input
8. Risk adjustment
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• KSU-Lease is extremely flexible and can be used to 
generate leases with terms that are quite simple to 
extremely complex

• For example equitable percentages for …
-- net share lease (i.e., no inputs shared)
-- fertilizer shared equitably (i.e., same % as income)
-- fertilizer shared equitably, herbicides shared in some 

other proportion
-- different inputs shared differently for each crop
-- combination of crop share and cash rent Various tabs



37

Agronomy
Institute

Projected crop budgets are available on 
agmanager.info (serve as a good starting point)
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91 x 0.240

= $21.84 /ac

+   0 x 0.440

+ 32 x 0.430

+ 27 x 0.500

+ 333 x 0.01

$52.47/ac
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Non-machinery 
costs have been 
estimated to be 
10-13% of total 
machinery costs 
for non-irrigated 
crops in Kansas.

Up to three price 
scenarios can 
be entered,  
“Pick” one or 
more using 1/0.

Land “cost” is 
often determined 
based on what 
“works” in the 
budget.

Prices reflect current 
bids (had a “1” been 
entered in all three 
rows, this would be an 
average of the three).

Entering a number 
between 0-100% (or a 
-100%) by crop and 
by input provides 
flexibility to handle 
most any situation.

What is the interpretation 
of inputs and calculated 
share in this example?

Impact on shares from 
changing…

fertilizer prices?
seed prices?
herbicide prices?
diesel fuel prices?
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What happens if corn seed 
cost is increased from 
$48.48/ac (24K x $2.02/K) to 
$84.84 (24K x $3.54/K) – all 
else equal?

What happens if corn seed 
cost is increased from 
$48.48/ac (24K x $2.02/K) to 
$84.84 (24K x $3.54/K) – all 
else equal?

Corn returns go from 
+$29.73/ac to -$7.99/ac 
and returns per tillable 
acre drop from $12.11 to 
$2.68 ($9.43/ac)

But, if land values 
(i.e., cash rents) do not 
change, the equitable 
share terms remain 
unchanged!

If corn and soybean 
seed costs are not 
shared in this example, 
the equitable lease is 
closer to a 75% / 25%.

If corn seed cost 
increases from $48.48 
to $84.84/ac, the 
equitable shares 
change from 73.3 / 26.7 
to 74.4 / 25.6.

Would the terms of the 
lease change?
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When thinking about how changing input prices will 
impact lease arrangements, we need to ask the 
following questions…
– Is the input in question already being shared?

– Will this impact the use and costs of other inputs?

– What affect does this have on overall profitability?

– How important is this input to the entire farming operation?

– If lease arrangement is not modified, will this change my 
farming practices?

Answers to these questions will determine if the 
lease arrangement should be modified.

Summary... 
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Questions ??? 

www.agmanager.info


