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The first and most important leasing decision you make is WHO.  After you have 
decided who the rest of your decisions are smaller in importance and if you did 
not select the BEST operator available you may have less than desirable 
success in the care and earnings of your investment the land.  This may be what 
you want if a relative is involved, but you have to realize that it is very very hard 
to change operational style.  So if it is not the best, it is not likely to suddenly 
become the best, but it may improve.  Key Point #1 Fill In WHO and BEST. 
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Earnings on land are only exciting when the stock market and even the bond 
market are in the tank.  Land is a long term investment.  It is a relatively safe 
investment, but relatively hard to jump in and out of.  Land asset value gain has 
been approximately 2.5% per year with three reversal periods since the 1930’s.  
Skill and a genuine interest are required to manage your land asset well.  A 
typical after tax and bill earning on land is 4% of land value.  Example my land 
would have a value of about $1050 per acre.  I rent 151 of the 160 acres for $75  
per acre or earn a gross rent of $11,325.  The taxes were $2725 and other 
expenses were $1450.  My earnings after tax were 4.27%.   Key Point #2 mark 
4% in cash and 2.5% in long term asset gain. 
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Earnings on land are only exciting when the stock market and even the bond 
market are in the tank.  Land is a long term investment.  It is a relatively safe 
investment, but relatively hard to jump in and out of.  Land asset value gain has 
been approximately 2.5% per year with three reversal periods since the 1930’s.  
Skill and a genuine interest are required to manage your land asset well.  A 
historic after tax and bills earning on land is 4% of land value.  Example my land 
would have a value of about $4200 per acre.  I rent 151 of the 160 acres for 
$150  per acre or earn a gross rent of $22,650.  The taxes were $5120 and 
other expenses were $1450.  My earnings after tax were 2.6%.   Key Point #2 
mark 4% in cash and 2.5% in long term asset gain.  Today land value escalation 
and returns don’t quite match the 4%. 
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I have been using the average gross income and a 30% factor for dryland and 
33% factor for irrigated with system owned by the landlord.  My reasoning is 
this:  If we had a net share lease 33% on dryland and 35% on irrigated would be 
fair shares.  While cash rents are guaranteed, cash rents have also been quite 
aggressive.  So I used a small discount.   This method is very flexible for 
accounting for land of very different productivity. 
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The only risk the landlord has in a cash lease is getting the 2nd half of the 
payment and the harm a tenant may do to the land.  Since risk is low reward 
usually will be slightly below other lease options.  Share lease could be net 
share leases where the landlord only puts in the land and taxes, pays no share 
of annual production costs and gets a share of the crop equal to that share of 
input.  This would be 33-35% of the crop for Southeast Nebraska dryland crops.  
If the landlord share is 40% then enough expenses are going to be shared to 
equal about 7% of expenses plus the 33% for land.  50% -17%, 60% - 27% etc.  
Purchasing all inputs and just having the farmer perform the operations for a set 
fee would be custom farming.  It represents the greatest risk and the highest 
potential for income when averaged over a 10+ year period.  Key Point #3 your 
greatest RISK and your greatest REWARD will come from your investment in 
the land.  
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My grandfather had this saying on his wall and I think it puts a solid and simple 
foundation on the way we should conduct ourselves in owning, managing, and 
operating our land resource.  
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A frequent question is how to consider rent for farm buildings like bins, lots, 
barns, etc. 
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Key Point #4 is the DIRTI FIVE.  The investment in grain bins or livestock barns 
has five main parts.  D-Depreciation which is the slow deterioration of the 
building which is about 6% per year.  I-Interest on the amount of your investment 
which is about 6%.  R-Repairs on buildings amounts to about 1% per year.  T-
Taxes can vary by area, in Southeast Nebraska they amount to about 1.5% of 
building value per year. I-Insurance would be about 0.5%.  Your desire is to get 
15% of the building value per year.  Prospective tenants start by suggesting 
3.0% which would only cover yearly real expenses. If you don’t get the RTI from 
me you will not get it from anyone.  So 3% to 15% a wide bargaining range.   
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If we are going to use the DIRTI FIVE we need to value the building to be 
rented.  I use $1.25 per bushel for older bins with full aeration floors and fans in 
place.  A bin construction company lists local costs of $1.20 to $1.75 depending 
on bin size.   
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If we had a 10,000 bushel bin on the farm to be leased @ $1.55 per bushel it 
would be worth $15,500.  The yearly lease would be $2325 at 15% and $465 at 
3%.  Our pricing bargaining arrives at 8% and adds 1% for electric use as the 
electric meter serves the entire farmstead not just the bins.  So $1395 per year 
which would equal about 3.5 months rent in commercial storage.  A good choice 
for both landlord and tenant.  The tenant isn’t trying to get the bin empty as 
quick as possible to stop expenses and can even leave it in longer for market 
option choices.  The landlord has a better chance of having the bin full during 
March to June tornado season and is able to recover part of their interest and 
depreciation.        
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Production agriculture can be tight margin business.  The average returns 
excepting government farm program payments is near zero with wide 
fluctuations in both the best and worst years.  The five years from 2010-14  were 
the best in history.  Significant downturn since 2015 is challenging managers. 
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Yields also show a wide fluctuation.  Note that the lowest yields are much closer 
to the average than the losses in those years were to the average.  You do not 
have to drop yield very much to remove the profit.  In the worst year some 
farmers are still making money.  You could put some  farmers on a iceberg and 
they would find a way to make money.  Those are the WHO we should be 
seeking.  
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Production agriculture can be tight margin business.  The average returns 
excepting government farm program payments is near zero with wide 
fluctuations in both the best and worst years.  The past five years have been the 
best in history.  One can expect change. 
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Net farm income has to first pay taxes, second pay long-term principal 
payments, and third supply family living.  There is a reason why 85% of farm 
spouses have an off farm job, and why nearly 35% of farm operators also have 
part-time off farm employment.  Note the trend of rising cost of inputs which has 
really had a dramatic effect on net oncome in the post rally years 2013-2016.  
Net farm income broke the 4 year downturn in 2016 , but not by much. 



17 

The University of Nebraska publishes yearly land value and rental rate updates 
available at Extension Offices or online at www.agecon.unl.edu .  It is important 
to understand that there is a wide variation in land values and rental rates.  A 
rule of thumb is that – Key Point #5 cash rent would be 6-8% of land value.  
Cash rent and pasture rent are paid only for the actual cropland or pasture 
acres, not the total acres.  In Gage, Saline, Seward and Johnson Counties you 
can go to (Gage County Online) on the internet go to the assessors office and 
click on property tax valuations.  You can find how your land and land in your 
area are assessed.  Currently land is supposed to be assessed at 70% of actual 
value. Key Point # 6 the true value of the lease is the land, you need to protect 
and nurture it. 
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Net Share lease would mean the landlord is putting in the land and taxes only.   
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Getting paid has to always be a concern.  You could ask possible tenants for a 
prospectus.  A guide to how they farm, including acres, recent yields, bank 
references, services offered, farming methods, etc.  Your attorney could get an 
assignment for the last half of the cash rent or the share rent, i.e. you would be 
in the same position as the bank or John Deere Credit Services, etc.  I have 
sometimes argued if this is necessary you may have missed Key Point #1!  
Some cash rents have been paid up front.  An example would be a $150 cash 
lease paid $75 in March and $75 after harvest.  Now paid up front as $75 + $75 
– ($75x.07%interest/8 months) = $146.50 
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Many landlords and tenants have questions when problems arise and say we 
really don’t have a contract.  This is not true.  A handshake or oral agreement  is 
a legally binding contract, though there may be some misunderstanding about 
what the terms are.  The terms can be defined in court or better yet anything 
which is agreeable to both parties can be changed at any time.  A written lease 
is recommended.  If family members are involved a written lease is vital.  Key 
Point # 7.  I can site numerous stories both glad and unfortunately sad in terms 
of family effects on asset leasing. 
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A written lease, usually a one year lease, needs to be signed each year.  If it is 
not signed it becomes an oral lease loosely based on past tenets of the written 
lease. 
Do lease signing and business at business meetings and not at family gathering.  
There is too much risk of misunderstanding and family discord during key family 
bonding times.  Key Point # 8, keep it business. 
I recommend that business meeting be conducted twice per year.  Once at lease 
signing, usually in late February prior to March 1 and once in late August or 
early September pre-harvest at the farm to discuss the crop and updates that 
must be addressed in the winter or future years. 
Most farmland and/or building leases can be drawn up by your attorney for 
about $100 to 125.  The same lease can be signed and be updated with signed 
adjustments for many years. 
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When the terms of oral leases are debated in court, the court would generally 
say that if the tenant is not notified in writing before August 31 of this year then 
they have the lease for next year.  This protects the tenants interest in wheat 
and post harvest fertilizer and other preparations for next year’s crop.  Again 
anything which can be agreed on can be changed at any time. 
Lime and manure applications containing multiple years of phosphorus fertility 
can be worrisome whether the expense is shared or all the tenants cost.  It is 
helpful to write a little 5 year agreement to protect the tenants interest in case 
the lease is changed in the next five years.  For example the liming cost $50 per 
acre and in this case the tenant bore all the cost.  After three years, the landlord 
sells the property and pays the tenant 2/5 or $20 per acre for the long term lime 
investment.  The $20 would usually be recovered from the new tenant or in the 
sale price of the land. 
Discussions of leases and inheritance issues and future plans are best kept to 
the immediate family.  Let your children share the info with the in-laws when 
they get home. 
Land requires interest and effort.  To protect your investment if you have little 
interest then either sell it or hire a land manager.  If you do hire a manager they 
earn 10% of gross, so make them earn their salt.   



26 

Key Point # 10 is for the tenant to help you increase profits and share those 
increases with you as per your arrangement.  As we saw in a previous slide 
USDA programs represent a very important part of production agricultural 
income and insurance coverage.  Add to that from 1 to 8 licenses and permits 
required for various operations.  It could badly damage your property value to 
have livestock lots closed or herbicide spills or illegal dump sites traced to your 
property.  Cost share opportunities can both increase the speed at which 
conservation improvements can be made and can also reduce costs. 
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Rent is only paid on cropland acres.  As the fence row expands the crop acres 
diminish.  
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Can the combine get by these trees?  How much yield reduction would you 
expect 30 feet our from tree competition? 
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Again trees are in the way, but wait maybe you would like to use this property for 
hunting and your wife enjoys bird watching.  We could put a 20-30 foot buffer of 
native grass to this tree line and enjoy the Baltimore orioles nesting in the tree.  
The income from the buffer could come from CRP and we might also be about 
to lease hunting rights.  Make sure you wishes are communicated to the tenant 
and again combine your wishes for the best profit for both of you.    
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Southeast Nebraska soils are low water intake rate soils.  Combine that with 
bare soils and heavy summer rains and you have gullies and Mississippi River 
Delta fill instead of productive Nebraska cropland.  Terraces, Contour farming 
and no-till are very important.  
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This tenant is doing a great job of farming on the contour, maintaining terraces 
and no-tilling. 
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This tenant has fixed the terrace end as part of taking care of details. The next 
step should to start cover crops on these repair spots to begin the healing 
process immediately. 
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This tenant has let this waterway erode and become infested with trees. 
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There are several concerns here.  This tenant has nearly destroyed this 
waterway.  A ditch is opening to the fore right.  Just why is this tenant having so 
many ins and outs.  Is there a trash dump on your land?  Is there a meth lab or 
marijuana growing operation back over the rise?   
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This water way has been mowed, but even here a hole has developed.  
Waterways require quite a bit of maintenance which is one of the reasons more 
land is moving to tile outlet terrace systems..  
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Several Counties require or request that land owners/operators mow the 
roadsides.  This one is done quite nicely. 
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This roadside has not been cared for and seven young locust trees are growing 
in the grass between here and the trees.  It will not be long before routine 
mowing is replaced by expensive bulldozer costs.  
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Quality tenant has no-tilled for the past 8 years.  Great soil protective cover. 
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High yielding milo provides good habitat, soil protection, and a great place to 
start the next soybean crop using no-till methods. 
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Excellent soil cover. 



41 

Corn planted into standing wheat stubble will out yield this field by 25-28 
bushels per acre.  Over $90 in lost income and soil erosion making sure the 
future doesn’t get any better.  
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The first rain will destroy this exposed surface soil and cut and wash. 
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Lack of good weed control costs money in both share leases and cash leases. 
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This landlord has a visible sign of poor weed control!  Cockleburs are one of the 
most costly yield robbers. 
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Tile Outlet terrace systems need to be designed well and need maintenance 
attention.  Taking out backflow diaphragms can risk the loss of the entire system 
during heavy storm events.  A past incidence saw a 6-7 inch rain in an hour 
creat an 8 foot water sprout in the second terrace down and it washed out the 
terraces and the line all the way to the bottom of the hill.   
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Crushing road tile ends, leaving open pipes to the underground water supply, 
wells baring gas lines, and allowing trash to have babies is not the way to 
protect your investment in land. 
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Well maintained tube. 
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NRD cost share is available ot decommission wells.  Get the tenant to help get 
the tower down and you will both be winners. 
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Gas markers have to be avoided and soil shaping on terraces and even in 
livestock lots have to be designed to maintain proper gas line cover. 
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Parent trash pile, if left it just attracts more. 
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This must be the baby.   
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Here the tenant has dumped trash on the field for an unknown reason. 
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Keeping trespasses off is usually wise.  Generally speaking posting leased for 
hunting signs is more effective than keep out or no hunting.  Don’t be surprised 
is someone entirely unknown to you our your tenant is outraged as they feel 
they have a right to your land and its wildlife. 
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Drive access closed for winter. 
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Protecting and caring for irrigation equipment is vitally important to protect the 
investment.  
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This no till tenant has filled the pivot tracks. 
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This pivot track is filled in the field, but is deepening the track through the 
waterways. 
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This landlord paid for the rock which the tenant placed in the track lines. 
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Pasture land also requires maintenance attention. 
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This tenant is not controlling the trees and is over grazing this pasture. 
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This CRP is not very useable for emergency hay harvest which means 
increased cost and lower returns. 
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Well maintained and poorly maintained fence in the same line. 
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There are some good water development cost share options.   
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Look about ¾ of the way to the telephone pole.  There is a small cedar down in 
the grass.  Not much to worry about. 
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It has gotten a bit worse. 
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Well a few more. 
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There ought to be a government program to overcome my lack of interest in 
caring for my land! 
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Don’t hesitate to drop me an e-mail with your thought positive or negative  and 
any questions. 


