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Overview

» What does a “good” lease look like?

» What types of pasture leases are available?

» How should | set my rate?

» Where can | go for more information?
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Disclaimer

With respect to any opinions, findings, conclusions,
or recommendations, neither the United States
Government nor Montana State University makes
any warranty, express or implied, or assumes any
legal liability or responsibility for the accuracy,
completeness, or usefulness of any information,
apparatus, product, or process disclosed, or
represents that its use would not infringe privately
owned rights. Users bear the sole responsibility for
decisions affecting program participation and may
want to consult other resources.
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What makes a good lease?
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What makes a good lease:
What to include

* Who is responsible for what, and when
e Detail on persons involved and the property itself

e Clearly states duration of lease, terms of renewal,
rate or how it will be calculated
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What makes a good lease?
Once you’ve decided what to include...

 Written
 Terms are understood and agreed on by both parties

e An appointment with your lawyer and/or accountant
is advised.

e Filed at County Clerk and Recorder’s office

e Note: different states have different lease laws!

/)
M MONTANA | Extension
STATE UNIVERSITY



Who is responsible for what?
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Who is responsible for...
the expected?

* Management practices

 Monitoring? Landlord right to enter and inspect?

e Government program and disaster assistance
e ARC and PLC (crops only), EQIP, etc.

e Infrastructure and improvements: describe it!

e Water access and quality, fencing, corrals, salt blocks...

e Compensation for long-term improvements
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Presentation Notes
Mgmt practices include weed control, grazing mgmt plan
Insurance is liability insurance
Monitoring is esp important if landowner out of area


Who is responsible for...
the expected? (continued)

e Hunting access (and/or revenue)?
 Mineral rights and extraction, windpower

e Risk management: livestock and liability insurance
e Talk to insurance agent to make sure covered
e Other risk management (buying puts, etc.)
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What about
the unexpected?!
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What about
the unexpected?!

e Drought

* Flooding
* Fire

* Late payments
e Death of landowner or tenant

DO (Abnorma lly Dry) D2 (Severe Drought)
D1 (Moderate Drought) . D3 (Extreme Drought)
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Presentation Notes
Drought map from Dec 2015 drought monitor


Why put the lease in writing?

 Expected:
— Better understanding of expectations by both parties

— Documentation for tax purposes

 Unexpected:

— Serves as a legally enforceable reminder of agreed
upon terms

— Statute of frauds: must be written if more than one
year to be enforceable
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http://leg.mt.gov/bills/mca/70/20/70-20-101.htm


Overview

» What does a “good” lease look like?

» What types of pasture leases are available?
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Types of Pasture Leases

* Fixed cash
e Per acre, per head, per cow-calf pair, per AUM
 Most pasture leases in MT are cash

e Share of gain/value of gain
e Tenant pays landlord for gain or value of gain
e Landlord shares in price and/or production risk

e Flexing on price or gain
* Fixed base rate is adjusted to reflect current condition
e Landlord shares in price or production risk
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Presentation Notes
88% of pasture leases are cash, according to George’s survey
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What is an AU?

A mother cow and calf
One, 1,000 |Ib animal
920 Ibs of forage/month
790 Ibs of forage/month
None of the above

All of the above
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What is an AU?

Table 2. Animal unit equivalents

Type of Animal AUM
Mature cow 1.0t0 14
Bull 15
Yearling steer/heifer 0.7t0 0.9
Two-year-old heifer 1.0 to 1.2
Calf 04

Ewe 0.20 to 0.28
Replacement ewe lamb 0.13 to 0.17
Horse 0.9to 1.2

https://www.extension.iastate.edu/agdm/wholefarm/html/images/c2-23tbl2.gif

(/
M MONTANA | Exrension
_ STATE UNIVERSITY



Table 2 A-
TABLE 1
Animal Unli Equwa\ems (AUE )

Domestic Animal Kind-Class AUE wildlife ANIE nd-Class AUE
Cow — 41y 1.00 Antelope 0.10
Cow with calf 1.00 Bis 1.00
Bull - mature 1.25 Deet — whltetaﬂ 0.13

Calf - weaned 0.60 Deer — mule 0.17
Stearfﬂexfe\: .2 Years 0.80 EIK 0.43
sheep — mature SW¢ or ram 0.20 Goat — mountai 0.14

sheep — yeaﬂing 15 Moo0s® 0.83
Goat 0.17 gheep ~ bighotn (eWe) 0.14
Horse — mature 1.25- 00 gheep — bighotm (ram 0.18
v.1310 0.17
0.9 to 1.2
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What is an AU?

Table 1. Animal Units (AU) equivalent for each class of
livestock and livestock types.
Animal
T bl ? A Livestock Class and Type  Unit (AU) Number/AU
a E value lJE
Cattle: - A-Class AL=
| Kind=222= 510
1,000 Ib beef cow/calf pair 1.00 1.00 :
. 1.00
1,100 Ib beef cow/calf pair 1.10 0.91 N 13
estic Animal K38 1,200 b beef cowical pair 1.20 083 |, 0 7
Domt 1,300 Ib beef cow/calf pair 1.30 0.77 ’
/ . Eﬁf 1,400 b beef cow/calf pair 1.40 0.71
Co e Calves by themselves over 3 0.30 333 .
Bu\l _ maty months ' ' [ain 0.83
Calf — Wﬁaﬂad _ | Weaned calves to yearlings 0.60 1.67 0 14
. [ O , )
St@@ffﬂelfﬁf -2 Xw Yearling cattle (600-800 Ibs) 0.70 1.43 norn (‘ewe\) 018
_mature €Y 2.yearold dry cattle (800- m
Sheep — ™ ding | 1000 bs) 0-90 11 hom (ram)
Sheep — 3 ¢ Mature Bull 1.30 077 11t 0.1/
oat Sheep:
G _ mature | 0 1.2
Horse Mature ewe with lambs 0.20 5.00
Weaned lambs to yearlings 0.12 8.33 http://onpasture.com/wp-
Mature ram 0.25 4.00 content/uploads/2015/02/AUM-
M STATE UNIVERSITY Goats:




What is an AU?

e A mother cow and calf?
e One, 1,000 Ib animal

e 920 Ibs of forage/month
e 790 Ibs of forage/month
e Something else

e All of the above

:> Define it in the lease.
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Cash Leases: Advantages

* Simple
e Common
 Predictable

e Less decision-making for landowner
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Cash Leases: Disadvantages

» Landowners
> No “good year” windfall profits
o Lower payment compared to share leases

» Tenants
o Have all yield and price risk
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Flexible Arrangement Advantages

 Reduced production or price risk for tenant
* Both parties see benefits in a good year

e More communication
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Flexible Arrangement Disadvantages

* Income for landowner becomes variable
e Self-employment tax considerations

e More measurement, record-keeping, and/or trust

 More communication: transactions costs




Share of Gain

Landowner charges per pound of weight gained by
calves.

Example:
Final weight: 500 Ibs S/Ib gained = $0.50
Initial weight: 150 lbs
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Share of Gain

Landowner charges per pound of weight gained by
calves.

Example:
Final weight: 500 Ibs S/Ib gained = $0.50
Initial weight: 150 lbs
Gain: 350 |bs
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Share of Gain

Landowner charges per pound of weight gained by
calves.

Example:
Final weight: 500 Ibs S/Ib gained = $0.50
Initial weight: 150 lbs
Gain: 350 |bs
350lbs*$0.50/1b=5175 per calf

/)
M MONTANA | Extension
STATE UNIVERSITY



Share of Value of Gain

e Calculate the change in value of calves during
their time on pasture

e Calculate contributions of landowner and
tenant

* Divide proceeds according to contribution
e This approach requires a bit more work
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Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Share of Value of Gain

e Example:
— Initial value: 150 Ibs at value of $1.75/1b=5262
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Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Share of Value of Gain

e Example:
— Initial value: 150 Ibs at value of $1.75/1b=5262
— Final value: 550 Ibs at value of $1.50/Ib=5825

/)
M MONTANA | Extension
STATE UNIVERSITY



Presenter
Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Share of Value of Gain

e Example:
— Initial value: 150 Ibs at value of $1.75/1b=5262
— Final value: 550 Ibs at value of $1.50/Ib=5825
— Value of gain=5825-5262=5563
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Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Share of Value of Gain

e Example:
— Initial value: 150 Ibs at value of $1.75/1b=5262
— Final value: 550 Ibs at value of $1.50/Ib=5825
— Value of gain=5825-5262=5563

— Landowner tallies costs: $80/calf

— Livestock owner tallies costs: $120/calf
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From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Share of Value of Gain

e Example:
— Initial value: 150 Ibs at value of $1.75/1b=5262
— Final value: 550 Ibs at value of $1.50/Ib=5825
— Value of gain=5825-5262=5563

— Landowner tallies costs: S80/calf (40%)
— Livestock owner tallies costs: $120/calf (60%)
— Total operating costs: $200/calf
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Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Share of Value of Gain

e Example:
— Initial value: 150 Ibs at value of $1.75/1b=5262
— Final value: 550 Ibs at value of $1.50/Ib=5825
— Value of gain=5825-5262=5563

— Landowner receives 40% * $563=5225/calf
— Livestock owner receives 60% * $563=5338/calf



Presenter
Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Flexing on price

e Base rate fixed for term of lease

e Adjusted based on current prices relative to
historical

/)
M MONTANA | Extension
STATE UNIVERSITY



Presenter
Presentation Notes
From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.



Flexing on price

e Base rate fixed for term of lease

e Adjusted based on current prices relative to
historical

Example 1:

e Base rate: S5/acre

e 10-year avg steer calf $1.50 per pound

e October 2016 futures contract 51.60/Ib

* Indexed rate = S5 x (1.60/1.50) = S5.33/acre
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Flexing on price

e Base rate fixed for term of lease

e Adjusted based on current prices relative to
historical

Example 2:

e Base rate: S5/acre

e 10-year avg steer calf $1.50 per pound

e October 2014 futures contract 52.20/Ib

* Indexed rate = S5 x (2.20/1.50) = S7.33/acre
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From http://quickstats.nass.usda.gov/; 10-year average based on values deflated with implicit GDP deflator.
Futures price s from Eric’s LMIC pull—search gmail for file. Oct 2014 contract placed in Jan.  


Overview

» What does a “good” lease look like?

» What types of pasture leases are there?

» How should | set my rate?
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Montana Cash Pasture Rental Rates
($2015)
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Montana Cash Pasture Rental Rates
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Lease Rates per Acre, by County
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Lease Rates per Acre, by County
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E-mail Kate
e Grazing Leases (MSU Extension MontGuide) MT201601HR, January 2016.
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msuextension.org/aglease

Choose your county here:| PowderRiver |

L%buny
Nominal ﬁﬂﬁlﬂn
Year | Pasture | Irrigated Cropla McCone :d Cropland
2008 © - - - Nt A Micous .
2009 | $3.30 | N/A prusselshell
2010 | $3.10 | N/A Petroleur
2011 | $4.70 | N/A ponipe
2012 | $5.00 | N/A
2013 | $4.50 | N/A Prairie
Ravalli
2014 | $4.20 | N/A el
2015 - = = = Not A Roosevelt I -
Rosebud
Sanders
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msuextension.org/aglease

2014 | $4.20 N/A N/A
2015 - = = = Not Available - - - -

1
Graph: Pasture g Irrigated Nonirrigated F
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Lease rates, cont’d:
What is affecting these averages???

e Time: new and old leases

* Productivity: quality, quantity of forage
 Improvements: fencing, corrals, water, etc.
 Non-market values:

— Good tenant relationship
— Want to keep the land in ag
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Overview

» What does a “good” lease look like?

» What types of pasture leases are there?

» How should | set my rate?

» Where can | go for more information?
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Resources

msuextension.org/aglease

One-stop shop for many leasing resources:
* NASS rates
agleasel0Ol.org

National Ag Law Center
* FairRent

Montana Agricultural Leasing Law webinar
MontGuides
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FairRent.umn.edu

FairRent

. Welcome Back!
Welcome to FairRent.

Quickly and easily evaluate land rental
decisions.

kate.fuller@montana.edu ‘

Password Forgot password?

Your login attempt was not successful.
Please try again.

At home, or on the go —
use FairRent on your PG, tablet or
smartphone.

New to FairRent? [SEEFRREans
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Agleasel01l.org

AG LEASE 101

AG LEASE 101

Ag Lease 101 helps both land owners and land operators learn
about alternative lease arrangements and includes sample
written lease agreements for several alternatives. Ag Lease 101
was created by and is maintained by the North Central Farm
Management Extension Committee.

GETTING STARTED...
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msuextension.org/aglease
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Kate Binzen Fuller
Extension Specialist
Montana State University
Extension Economics
P.O. Box 172800
Bozeman, MT 59717-2800

Tel: (406) 994-5603
E-mail Kate

Keri Hayes

Publications Assistant
Montana State University
Extension Economics

P.O. Box 172800
Bozeman, MT 59717-2800

Tel: (406) 994-3511
E-mail Keri

Agricultural Land Leasing

Webinars:

* Montana Agricultural Leasing by Terry Schaplow, Agricultural Law Instructor
for Department of Agricultural Economics and Economics

o Part 1: Overview and Part 2: Legal Requirements for a Lease (16:37 minutes)

o Part 3: Notable Montana Cases and Part 4: Agricultural Leases (38:18 minutes)

Publications

e Grazing Leases (MSU Extension MontGuide) MT201601HR, January 2016.

» Agricultural Leasing Study (Agricultural Marketing Palicy Center) Policy Paper 48, July 2015

¢ Pasture Grazing Leases: Put It in Writing (2012 Big Sky Small Acres article by Jeff Mosley, MSU Extension Range
Management Specialist)

Resources:

¢ Montana Cash Lease Rates, by County

* NASS Montana Average Grazing Rates

* NASS Federal Lands Grazing Fees

* Agleasel101.org: General Information, sample leases, and guidelines

» FairRent: An evaluation tool for crop share and cash leases

» NRCS Soil Surveys: Helpful in determining the productive capacity of the land




~ Questions?
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