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L_ease Supplement for Investing Iin

Improvements on a Rented Farm

he purpose of this lease supplement is to
I encourage cooperation between tenants

and landlords to obtain needed improve-
ments, facilities, and buildings on a rented farm.
Often rented farms are in need of additional build-
ings, facilities, major repairs, or soil improvements.
Many of the additions and improvements that are
needed on a rented farm will not be made unless the
tenant pays for part or all of the cost. But a tenant is
not likely to make an important contribution toward
a farm improvement unless the tenant is sure of
repayment for any unexhausted value of his or her
investment in case he or she has to discontinue farm-
ing the property.

Procedure

First step: Agree on the improvements to be made:
what each party will furnish, rate of depreciation,
and estimated value of tenant’s investment in each
major improvement or addition.

Second step: Record and sign your agreements on
the form. Fill out one copy each for landlord and
tenant.

Suggested Rates of Depreciation
Straight-line depreciation is suggested for use here
because it is simple and because it is commonly used
for accounting purposes. For major improvements
such as a livestock building, machine shed, or live-
stock production facility, a depreciation period of 15
to 25 years is suggested. For minor improvements
such as fences or corrals, a shorter depreciation pe-
riod may be used. However, the two parties may use
any rate of depreciation they can agree upon. Farm
income tax depreciation schedules are not particular-
ly useful, though, because they often allow assets to
be depreciated more rapidly than their actual market
value decreases.
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Spreading Limestone

The rate of depreciation and value of limestone
varies with the type of soil, cropping system, the
amount of limestone applied and other factors. Un-
der average conditions, the value of limestone may
be assumed to last 3 to 5 years.

Commercial Fertilizers

The residual value beyond the year of application

of fertilizers depends on a number of factors includ-
ing nutrients applied, rate of application, soil, crops
to which applied, and seasonal weather conditions.
The level of these nutrients in the soil at the time of
the fertilizer application should also be considered.
On farms where the rate is designed to maintain the
present level of fertility, no allowance is usually
made for fertilizer residual. On farms where the fer-
tility level is low and the application rates are high
relative to anticipated annual use, it may be desirable
to specify a carryover value of fertilizers.

Farm Structures and Repairs

A tenant on a cash or crop-share lease sometimes
wants special improvements beyond what the
landlord will furnish for machinery storage, grain
storage, or livestock production. The landlord may
receive little, if any, direct return from such an
investment. If the landlord will not provide such a
structure, then the tenant might offer to make the im-
provement provided the landlord will guarantee pay-
ment for unused value in case the tenant has to move
before fully realizing use of his or her investment. If
it is a structure that fits in with the landlord’s im-
provement plan, the landlord might provide a part of
the investment and safeguard the tenant for a period
of years on the part the tenant provides.

William Edwards, extension economist
515-294-6161, wedwards@iastate.edu
original author E G Stoneberg
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Farm Drainage and Terraces

Farm drainage and terraces usually are the entire
responsibility of the landlord. If the tenant bears all
or part of the expense of tiling or ditching for drain-
age or constuction terraces, a suitable depreciation
period for the tenant’s investment should be used. In
some cases the tenant may provide labor and/or ma-
chinery for making such improvements. The lowa
Farm Custom Rate Survey can be used to value the
tenant's contribution in such a case.

Suggestion depreciation rates Years Annual Rate
Livestock production facilities 10-20 5-10%
Machinery storage, grain bins 15-20 5-7%
Tile lines 10-15 7-10%
Terraces 10-15 7-10%
Fences 15-20 5-7%
Lime 3-5 20-33%

... and justice for all

The U.S. Department of Agriculture (USDA) prohibits discrimination in
all its programs and activities on the basis of race, color, national origin,
gender, religion, age, disability, political beliefs, sexual orientation, and
marital or family status. (Not all prohibited bases apply to all programs.)
Many materials can be made available in alternative formats for ADA
clients. To file a complaint of discrimination, write USDA, Office of
Civil Rights, Room 326-W, Whitten Building, 14th and Independence
Avenue, SW, Washington, DC 20250-9410 or call 202-720-5964.

Issued in furtherance of Cooperative Extension work, Acts of May 8 and
June 30, 1914, in cooperation with the U.S. Department of Agriculture.
Jack M. Payne, director, Cooperative Extension Service, lowa State
University of Science and Technology, Ames, lowa.
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