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EQUITABILITY OF FAXM LmASING SYSTLS IN MICLIGAN

AN ABSTRaCT
Loren ouglas Black

Farm tenancy has become a permanent part of the agricultural
economy of the United Stutes. Because farm tenancy is important to
American agriculture it is imperative that we have equitable lease
agreeuents between landlords and tenants.

Due to custom, landlord and tenant divisions of expense con-
tributione and income tends to remuin fixed year af'ter ycar despite
the fact that price and cost relationships, and production varies
from year to year and over a period of ycars. This results in many
lease agreenents that are not equitable.

It is the purpose of this study to test the equitability of
furm leases for a one year period, and to test the equitability of
the moet common type of lcase over a period of years.

It is reasoned thut an egquitable farm isase is one in which the
expense contributions are divided in the szme proportion as the
gross incomee.

A "balance sheet" listing the division of investments, expense
contributions and gross iuncome was used to test the equitapility of
the lease agreecment.

The 50=-50 Crop and Livestock Share Lcase was found to be the
most iuportant type of furm lease used in MHichigune Altiough adjust-
ments in espense contributions need to be made on several farms with

this type of lcase, this lease is still the wost satisfuctory for



Fage 2

Loren Douglas Black

Michigen farming conditions. On the av:ruge tne teaunts were provid-
ing more than tineir proportionate share of the exu.ense contributions.
Gross income wus divided aprroxumately on a 50-50 basis,

Tae 50-50 Crop and Livestock Share Lease wus found to be more
equitable a decade ago than it is toduye. The major reuson for this
situction is that the tenant's machinery and lubor costs have increased
more rapidly than the costs of the landlords.

The Cash Farm Lcase is second in importance in iichigen. The
farms in this study with this type of lease were smaller and less
productive than the average for all rented fzrmse. Neither the land-
lord nor the tenant fared too well under this type of lease. Iiost of
the farums were too small to have an adequate size of bu.iness to pay
the landlord a fair return on his investment ana give the tenant a
satisfactory standard of livinge.

The Crop=Share Cash Farm Lease is of lesser importance in Michigane
It is adapted better to the cash crop areas where only a few livestock
are kepte Only 8 percent of the ferms in this study operated under this
type of farm lesase.

The Landlord's 2/3 = Tenant's 1/3 Crop and Livestock Share Leuse
is not used very widely in Michigune The landlords on furms with this
type of lecase were in a wore favorable position than with some of the
other type of leaces. However, the landlord assumes a larger risk under
this type of lease, therefore, it can be reasoned that the landlord

should receive a larger proportion of the gross incoumse.
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In generzl, a large number of farm lease agreauents in iMichigan
ere not equitable. Some lease agreements are unfuir to the lanalord,
and others are unfuir to the tenant. Many of these leases need to
be appraised and adjustments made in the expense contributionse
Changing economic conditions and changing values requires adjust-
ments from time to time in our farm leuses to make them fulr to
both parties.

By the use of a "bulance sheet! similar to the one used in the
study, the approximate equitubility of a farm lease can be determined.

A more detailed analysis of this study is provided in the

thesise
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Fora tenancy rlsys an izvortant rart in the eccnouy of hAmerican
azriculture. It provides a meuns whereby a youns farxer with in-

sufficient capital can get startcd in farain

ze It zllows u farmer to
expund his size of businass so as to orerate more efficiently. It
providse an effective means of helping to keep the furm within the
family. It sllows older formers to retire and to pass their exper-
lences end wisdom to younger furmers. To have a healthy situation

<
in our agricultursal econoay probably as hign as one-fourth of the
farms in the United Stutcs can be ternnnt cperstaed, if the so-culled

r bl

"agricultural ladder" is to operute efficicatly.

Azmount of and Trends in Farm Tenancy

v

In ths rast, the percentzze ot farms that was tenunt operated
has fluctuated to some extent with changes in economic conditionse.
For examyr}e, during the devression of the 1930's farm tenancy in the
United Stutes reuched an all tims high of 42 pércent. When the busincss
cycle swung upward during Vorld War II, farm tenancy decreesed and in
1945 aversred only 32 purcent. The percentsge of furm tenancy in the
United St:tes from 1890 to 1945 is shown in Figure I. The trend of
farm tenancy in the United St.tcs hos been upward until about 19Z5.

Since this perlod the trend hus been downwarde
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The proportion of farm tenancy varies widely between the differsnt
farming areas in the United S5tztes as shown in Fijure 2. The southern
st:tes with their share-cropper systum hud the hizhest parceatzge of
farm tenancy in 1¢45. The cash crop ar=as cf the corn aad wheat belts
also show 2 relatively hizh rate of fura tenancye.

Farm tenency in iiichigun followed & similar trend as for the
Unitzd Statese The nercentuage of faras operated by teoaants in wichigun
has decreacsed from 19 percent in 1235 to 12 vercent in 15435, as chown
in Fizure 3. However, in 1945 zbout 26 percent, or one acre in four,
of all Michigun farm land wae cperuted by "non-owners" (i. e. tenants
and part owners).

The proportion of fam tenancy also varies with the type of farm-

ing areas irn iichigan, a2s shown in Fi-ure 4. Farm tenuncy is highest

in the more productive corn and livestock areas of scuthern kiichigun.

Iaportonce of Study

It seems rsasonable to asswae that fsim tenuncy is & permz=nent
system in our agricultural econoxy, and for this rewson it is importunt
that we have equitable lease agreemcnts. Farming is a business and no
business can prosper unless everyone concerned mckes a fair profit.

A good lcuse must provide the lundlord with & fair return on his
investment plus the maintenance of the soil fertility and improvements.
It must also provide the tenant an opportunity to put his lubor and
knowledge to good advantage so they will return him a satisfactory

standard of living.
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Fige & FARM TENANCY IN MICHIGAN

Full owners, number in 1945 126,589
Part owners, " LA 27,096
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Trends in Farm Tenancy F;é; 'wnra wnm
A1l Tenant farms 5
Year | rarms [Number | Percent w,,,3
13 Ve
1920 | 196,LL7 | 3k,722| 18 4] T
1925 | 192,327 | 29,119 15 mm i b
1930 | 169,372 | 26,195 16 ( 8 4 SawILAC
1935 | 196,517 | 37,33L 19 v |21
1950 | 187,589 [ 31,800 [ 17 ! - 16
1915 | 175,266 | 20,536 | 12 8_,—""'7 17} 20 |10 gl 291
o]riuzm 19 |k i mg' 19 l 1% r”’“"’ié
10
; 8 17 | 18 1L
Kinds of Tenants “h“f;" i‘*;l _!'77,2‘"__“5”2“ ‘”"é"é rm_'!wwm j
Kind RN A o 1 | 1 llb i lh y
A1 temants  |31,800 | 20,536 T6 16y 2 %0 | WW'!W‘
Cash tenants |11,L40 [ 6,077 18 1
Share-cash ’861| 110 - «—é’ogw'-m? ';nunuu‘?muvn
Share tenants |15,078 | 11,358 12| ! P28 |2b
Other L2l | 2,891 &bt &LEL_?L‘_L_

Percentage of farms operated by tenants 1935, upper figure
Percentage of farms operated by tenants IJL5, lower figure
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Unsaticlictory rarm Lcases

Lendlord and tenant divisicns of expunse contributions and in-
come tends to remein fixed year aftcer year despite the fact thut
prices, costis and production vary from year to yeur and over a period
of yearse. This results in lease arrangezents thzt may not be equite
able. lNany dissatisfactions in farm tcernancy has been a direct result
of poorly planned and inequiteble furwm leuses. liany of the farm
leaeses are inadequate because they ere based on custom and do not
adjust to changes in economic conditions. Hence, we cannot expect
desireble landlord-tenant relutionships merely by using a estandard
farm lease without consideration of the vulue of the contributions of
each party and of all other factors involved. xZach farm represcnts

a different situation and must be considered individusliy.

echnological Developrcnts and d@quitable Leuses

Continually changing developments around which landlord and
tenant relations are founded requires an up=to-dute appraisal of
these changese. Innovations in agriculture such as the adortion of
mechanical power, combines, corn pickers, portible hay baiers and
field choppers require a substantially larger investment than was
true in the paste The increased importence that is now placed on soil
conservation, use of coumercial fertilizer, liming, contour farming
and other soil management pructices presents new problems in the farm
lecasee Chunging relationehips with respect to lubor costs and interest

rates require adjustments from time to time.
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Other factors such as increusing livestock numbers which require
more buildings, equirment and labor saving devices; changes in ferm
real estzte vulue, taxes, and the increasing costs of farm improve-
ments and maintenance on a rented farm; higher stundard of living on
the farm such as better housing, electricity and bathrooms; changes
in farming practices; and chanzes in the relative bargaining power of
landlords and tenants are a few of the factors that must be considered
in the anpraisal of our leuse egreements. Because the lease agree-
ment is so important in our landlord end ternant reiations it is
importint thet we give careful study and consideration to the principles

and fauctors that mzke the lezse equitable to both landlord and tenant.

The Probiem: To Deternine Zguitebility in Farm Leuses

In 1light of the situation as described in the introduction of this
report an attempt will be made to (1) determine whut constitutes a
fair farm leuse and (2) to test the equitability of the present Tarm
leases now used in Michigane. Faran leucse agreements will be tested on
several farms during the same ycar and on & few farms over a period of
years.

It is assumed in tnis study that the equitabiiity of farm leuses
depends largely on (1) the managerial skill und efficiency oi' the
tenant operator; (2) the productiveness of the soil; and (3) the
adequacy of the furm and facilities provided by the landlord. A
"balance sheet" showing a listing of both the landlord's and tenant's
investments, exponses and income distribution will be used as a

beusis for testing the equitability of the furm lease agrecments.
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CaAPTER II

THICAY OF Ali EQUITARLE Faili 12.0%

A farm lesse is a business agreement betwecn landlord and
tenant wiich serves as a memorandum of understanding betwesen the
two parties. It should contain the standard provisions of such legal
agreenents and state any special undersiundinz betwezn the lundlord
and tenant in regards to the operution of the furm. The landlord is
the owner of a relutively lurge amount of capital in the form of land,
buildings, fences, etc., wille the tonent is & pcrson with a more
limited aszount of capital but supposedly carable of providing the
labor and "know-how" to efriciently operate the furme The drawing up
of the leaée is essentially a bargaining process between the landlord
and tenant in an attenpt to arrive 2t an equitavle division or furm
income and contributions.

The landlord-tenant relationship is ueually beneficiel to both
parties. The landlord possesses a reiatively lurge awount of caritel,
which along with the tensnt's luoor, managezment eand limited capital

constitutes a proaiucing unite.

Determinine Zouitebhilits in Ferm Leuses
. o B huind

One of the objectives of a farm leuse is to proviue lor an equit-
eble division of the furm iucome cnd erpense contributlons betwzen the
landlord eni tenante An equiteble division of incouc und expense
contributions may be considersu te mezn a division in which the expensas

are shared in the saue proportion as the recsiptse.
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There are two weys of securing equitability in a faru ehors
leczes One is to essume & fixed division of income between lanalord
and tenznt, ard to adjust the division of expenses so they will be
in the same proportion as the division of the inceme. For exaxrle,
in a 50-50 Crop and Livestock Shure Leuse the income would be divided
on a 50-70 busis and the ex:crnse contributions shared in the swme
rroportion. The other method involves the division of the inccme in
the same proportion as the expense contributions proviued Ly s«ch
party. For example, in a 50-50 Crop and Livestock Share Lezse if the
expense contributions were divided 55 percent for the tcnent and 45
percent for the larndlord, ths income would be divided on the same busise

In either ccse, the essunption us2d in this study is that an
equitable farm lezse is one in which the landlord and tenant cortribute
to the farm oper:tions in the same proportion as they share in the in-
come. It seems that the most satisfzctory method would be to hold the
divisicn of the incowe constant and to viry the proportion of expense
contributions provided by the landlord and tenant, in the same pro-
portion as the incoue received.

Whut is an equitable division of capital investmentis, sxpense

-~

contributions and income in a 50-50 Crop end Livestock Shuare Lease
The answer depends largcly upon each individual cuse, because equitabile
ity will depend upon the terms of the agreeaent as a whole and the

a2lue of the contributions of both parties. It hes been the custom in
the pest in leasing farms that the landlord furnishes the farm and all

fixed improve:cnts, while the tenant furnishes the major pertion of the

nachinery, equipment, and lubor to overate the furme The tendency for
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this custom to carry over to present duy conditions requires an
appraisal of the contributicns by landlord and te:aant, to determine
if the eystem of sharing exrenses ead income is an equituble arrange-
ment to both parties.

Cn the same size of farm the landlord whose farm is worth ¢200
per acre, tives mcre when he contrilutes his farm then dces the lund-
lord whose farm is worth only {100 per acre. The type of feruing must
also be coneidered, because the terant who orerctes a deiry farm
usually contributee more in the wey of lubor than does the tenant on
a corn or wheatv farme A dairy farm also raquires a larger investment
in building and equipuent by the landlorde It is for this rewson that
rental agreements vary from one area to another where they huve been
influenced by the productivity of the land and the cost of opersting
the farme These variations in incore from ferm to farw, even in the

same community, makes custom an inadequate guids in developing a

lease for an individuel farme

Mothod of Testing gquitebility of the Farm Lecse

The equitebility of a perticular farm lecse can te tested by the
use of a "balance sheet" on which is listed the division of expense
contributions and income of both parties. Many of the expense con-
tributions will be estimated items. Certain items such as the vuaue
of the farm, the operator's labor chuarge, the laundlord's charge for
manazement, the vilue of the personal property, and the interest rate
are items upon which an estimated vulue must be placede It is important

that the value placed on these iteus be on a comparakle basis, in so
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far as present values and prices are concerned, so as to be fair to
both landlord and tenant.

I” farm account records are availabtle, certain cash expense
items are alreudy availuble. Hewever, if farw account records are
not availeble the estimates of cash expense contributions may not be

accurute, but they still can serve to give sowne idea aes to whether

a prcpoced l:ase is equitable to toth nurties,

m2jor Contributions

1
T

The msjor contribution of the landlord is the land and fixed
improveuentss The valuation placed on the farm and the rute of interest
to be used will be important fuctors in detsm:ining contributions of
the landlord.

The tenant furniches his own lebor, plus that of his family upon
which a value st be placcde In placing such an estimute on the
operator's lebor the question will arise as to whetiher the use of the
house and products used from the furm should be included as incowme to
the tenante If the above are considered as income to the tensnt, the
tenant's wage allowance would have to be incinuded at a corresponding
hifher rate. However, in most inctunces the wege rete for the tenant is
based on the assumption that in addition he will receive his house rent,
garden end other privilezes without coet to him.

The interest rate on sihort term loans such as fcr purchuse cf live-
stoclk, mecninecry, feed and other operuting capital is usually valued et

about one percent more than the rute on long term locns such as for real

eetate.



Ey the usz of the above metiiod it is possitle to quite accurztely
determine the totzl contrivutions of both the lundlord and ternant.
If the contrilutions are not equitible, aijustments can be made in
certain ol the exzense iteas. For exzarle, the lundlord mi ht pey
more than his usual share of the cost of the cowmcrcial fertilizer,
gress seed, and slso make other contributions so as to miéke the con-
tributions or euch party more equitible. as was susgested eurlier iv
seems mors satisfuctory to muke the a2djuctments on the expunse itews
and to nold the divirion of the inccme cons%arnt, rather than to divide
the incorze on the husis of contributions by the lundlord and tencnte.

The cbove method of testing the equitability of farm leecses is no
better than the judzment of +the pecple who meke the estimates, nowever,
it does provide one meuns of testing; the apnroximste equitubility of
the fum l.asee. The recl tuest ¢ a furm Loase nowsver, is now it werks
out in actucl prictice after a yeur's trisle. Doss it divide exgense
contritutiocns ana income eqiitably? Jocs it provide for efrvicacnt znd
harmponious oper.tion of the firw? Joes 1t really vork out to the sztis-

o
-

fzction of beoth pertics?

i

vieion of ainensc Con*ribvutions

L |

Agreencrts on

The lundlord and tenant must rcuch an agrecuent on the division of
souwc expcnse itamse If the faru is run down end badly depleted when the
tenant moves onic the furm, the landlord ueuslly asswies the cost of
lime tc bring the furm up to 2 higher level of productlone. however, if

o form is highly productive it mi-ht be reuscncble to assuue taat the

. D) 4

tenant suould contribute his siwre towsrd muint2ining ths scil productivity.
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Usuzlly the costs cf most comcerciul Tsrtilizer is shirod bty the land-

lerd and tenent in proportion to ths sherirg ou the cronse iicwever,

pde

n certzin inet nces the lundlosd 2oy poy -zore than lis proportionate

shurs in order to ndie the snuring of emrenses wore equitlsbles

The chzring ol ths cost of tructor fuel between lunalord and
tenant oreserts carti.in problems. Yihen the power wus furnilhoed by
horsces they ware usw 1lly fed from undivided feed from the farme The
landlord furniched halfl of the fesd even tliou h the horscs ware cwned by
the tenante It muy now b2 reuconuble to sxrcct the lunalord to con-
trivute towzrd rurt ci' the expense ol the tructor fuel to olfset the
eaving on feed norazlly fed to horsese. 1.05t landlords under a 50=50
Cro: and Livestcck Leuse do contrituts half of the tructor fucl. 4
few landlords allow the tenants to kecp maybe 100 hens to Le Jed frem
undivided feed from the farw, and the tenant than peys zll the tructor
fuel exrense.

2y
vile

In some cuges the ternant mi _ht mzke ceotuin imprcevecenis on
ferm. t misht be roisonad that the coots of these iwprovencnts eaould
be borne principally by the tecrant when he 1s the one wio gzins frou the
improvensnte For example, the tenant mcy build a brooder house, rance
shelters, hog houses, fences, etc. liowever, errun_ezents saculd be
mede 8o if the leuse is terminuted, the tenant will be coupensated for
unexhaucsted improvements furnished ty the tenant.

With moet of the furm leuses the ca2sh exrense of lmprovemuntis,
such as& repw.ir and maeintesznce on buildinz, feices, and druins, are

borne lurgely by the landlorde Houwever, in most situutions the landlord

pr-ovides the actual cost c¢i the improvement while the tenant provides
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the labor tc make such an innroveacute Feor esnayle, the lendlord may
rrovide the fencing moteriel and ths ten=snt vould provile ihe lodor
to put it ur.

Whatever e roeaeoints arc ude regarding the division of exnonse
items siiorld be cleorly det'insd in the leusc, ana agreed urcn by coti
lendlord and tcnante The lease susuld wiwsys be in writinge It is easy
to forget nromises, and for_otten promiscs by eitucr purty sy woin the
+

terzination of an otierwise mutually pleusunt and rrofitabtle fara

lese agreeuente

Geel of Farm Lecse

The goeal of any farm rentel azreecent should be a euccessful end
profitable farm conerwtion, and a fuir division of the income depunding
on the @iount of contribution by euch purtye This oiften reguires a
certiin azount of tolerance and "-iva end t.ke" by bcth rarties. =macu
paerty should be willing, at timces at least, to go morce thca half way

to meke the furm operation a successe.
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FACCZDULD ALD LITIHCDS

Selection cf Saurle

The sample useé in this study was a couzbinztion of both randem
end judgment. The semple was randem in so far as it wes token from
the farm account reccrds kert at liicnigun 5tute College with no partice
ular effort to get a samnle from any one type of farming area in
¥ichigune Forty eijht fara accounts on rentzd farms were tiken from
the 1950 files. Through a process of eliminution end judgment, records
that were not complete or records on forms that were not fully rented
were reuwoved {rom the ss=uple. For exauple, some farms were father and
son arrangements in winich the son was just getting started in farming
and the father was furnishing a largcr proportion of the exrense con-
tritutions than would noraeslly be donee It was assumed thet these re-
cords wore exceutions and not reprresentative, so they were eliminetud
from the sauple.

The finel szmple was composed of 37 fully rented farms locuted in
20 counties in Michigane Approximately 50 percent of the cases in the
cample were from the grain end livestock regions ol the lower ccunties
in Michizun where the parcentuge of farm tenancy is highest. The dis-

tribution of the sample can be seen on the mup of iichigan in Fizure S

Limitetions cf Sauple

The limitationes of the sauple used in this study arse fully realizede.

In the first place, the sauple is smell and may not be representative
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Corn and Livestock
Small Grains and Livestock
Southwestern Fruit and Truck Crops
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of all rented ferms in Michigwune Usually the larger the s_.ple the
more representative it will be. Ancther limitation is thet the mutcrisal
used was tuken from farm accocunt reccordse The genercl criticism of a
sauple t.en from farm account records ie that the swaple tends to bé
nade ug of larger and ncre successful farms than the average for the
universe.s It is reasored that only the better-thzn-aver.ze firuers are
willingz to keepr farm account recordse This meuns that we are not likely
to includs a representztive portion of low-income faruse

However, for the purroses cof tiuis study the essuwaption is mude
that the sazuple will be representative ernouzh to show whether or not
farm leasing systems in lichizan are equit:ble. If the larger and more
successful faruers do not huve equitible leuse ajgreements, it is not
beyond the scope of recason to expect thet similur inequities exist with
the smaller znd less succeseful formers. This study could well be
followed and supplemented by additional date to check the validity cof

the sample and the information tuken frou the fzrm account recordse.

lethod of Testing Equitability of Faru Leuse

The method of testing the equitability oi farm l2.s8e agreements
in this sample was by the use of a "balunce sneet" showing; the total
contributions of capital, labor, cash expensee, and the division of
farm income of both landlord and tenant. Reccrds ol investments, ree
ceipts and expenses were tualkken from the farm account recordse Several
estimat=d items aprear on the balance sheect and every effort was made
to place a fuir and impuartial velue on the items estimatede any
estimate of tiis kind is always subject to the judgment of tnose that

make the estimatese.



Fage 19

The method of eveluating the equit:bility of a ferm leuse is
illusirated by the bal.nce sheet on Faze 20 wiiich is an actual record
of a rented furm in a gererel farming area.

In the illustration, the vilue placed on the feim is 24,297,
This value is bused on the current farm re.l cst.te price index, which
for 1920 was 199, All the real estate values in this sauple were ad-
justed to current real c¢st-te price index values. The rezson for ithis
adjustment was thut fazrms on wiaich farm account records huve been kept
over a period of ycars, have not adjusted the recl estute values to the
current price levele 1In other words, in the firm account project a farm
on which recorus have been kept since 1938 is still using the 1928 farm
real estute velue, plus or minus depreciation and improveacntse. Labor
end other expense items have been aajustcd upw.rd with the infictionary
spiral, so it oniy seems logicel thut the Ltendlord's wajor contritution,

which is his farm, should be adjusted to current recl estute valuss.

adiusting geal dstute Valucs

The method that wos used to deterxine the current recl estate
vaiues wos as follows: First we detsruinedin whet year farm account
recorcs were first kept on the furm. The next step wus to get the ratio
of the current furm reul estute index and the furm recl estute index
for the ycar when the valuaction wus first pluced on the farmes For exwnople,
if the valuzation wes Tirst pluced on the furm in 1928, the present
valuation on the farm will vory oanly in the wnount of the deprsci:tion
eubtructad from, or improvemzont added to the furme The fiurm account
rccords mey siiow the farm in 1030 vilued at §12,000. The farm real estcte

-

index for 12328 was 92, while in 1950 the frrm real ecstiuts ingex had ine



CHECKING ON INVESTMENTS, EXPENSES AND INCOML DiSTRIBUTION IN FARW LEASES
Name John Doe Year 1270
Type of Lease 50=50 Cron and Livestock Share Leazse Acres 220
INVESTMENTS Values In;:z:st Int.chgsffor the yr.
I Total |Tenant's |Landlord's Tenant's |Landlo:d
Farm (ince dwelling) o o $ 24,2¢7(8  _—_ [ 24 z07 A I $ 1,008
Machinery and equipment. 3,050 2. 050 — S5 168 -
Livestock: Cows and bulll 6,060 2,070 3,070 i 167 167
Young cattle. ‘
HOgS o o o 806 448 448 5% 25 5
Skeep o o o &
Poultry « « o 22 19 19 X 1 1
Feed « ¢« o« ¢ 6 o ¢ o o @ 6,678 3,279 3,329 5L 184 184
Totals o o o o ¢ o o o & 41,120 9,886 31,233 545 1,475
Operating expenses for the year
OPFRATING EXPENSES
— - Total | Tenant's|Landlord's
1. Management and labor: Operator . Jamonths. . .| $ 1,560 | % 1,560
Unpaid family labor . . «
Hired 1abor + « o o« o « & 566 566 $ - -
Cash cost board, hired
1abor o o ¢ o o s o ¢ o o !
2. lanagement and services provided by the landlord. 2o | ) 250
3. Power and machinery: Depreciation and maintenance 02 Gli2 % 160
Fuel and 011l o o o ¢ o o + & ;
Machine work hired « « « « 437 ]glf 258
Le Improvements: Depreciation, repairs and upkeep
and maintenance. Include dwelling and all othen
buildings; also fences, water suprly and drains 699 —— (99
S5« Feed: Purchase and grinding and pasture rent . . 2,434 1,21 1.217
6. Crop expenses: Purchased seed, fertilizer, etce. 1,185 533 595
7« Livestock exp. (vete bills,D.HeIeA.,breed fees) . 226 113 113
8. Taxes: On real estate and farm personal property 266 18 248
9« Miscellaneous; telephone, electricity, dues, etce 168 84 84
10. Totals: Operating expenses, lines 1 t0 9 « o o o [$ g agy |8 5,274 | ¥.3,410
11, Interest charges from investe section .+ |$_ 2,020 |$ 545 | $ 1,475
12, Total Contributions, lines 10 and 1le o « o « o o | $ 10,504 |8 5,810 & 5.0

- -

;"; C th
2






Checking on the farm lease, continued

Ta o 21
by ov <+

Name John Loe Year 1C50
Type of Lease 53=50 Crep end Livestciilf Share Lc.se
T Incaome for the year
INCOLE ITES¥ Total Tenant's share Landlord's share
Pzrcent __Pollars Percent Dollars
le Crops o o o o o o « oo o|$ 2,862 50 | $__1,421 50 B8 3 43)
24 e o o o
3. e o o o
Le Dairy product sales . . » 6,958 50 3,479 50 3,479
5. Cattle, net increase*¥*. , 3,058 50 1,529 5Q 1,529
6. Hogs, net increase¥**, . . 2,004 50 1,002 50 1,002
7. Sheep and wool net incr#®*
8. Poultry, net increase®™ ., 14 5Q e 50 v i
9« Egg salesS o ¢ o o ¢ o o o 22 50 11 5 11
10e Custom WOrk o« o « « > o o 15 __100 75 — —
11, Labor off farm « « « « &
12, Woodlot products « « o &
13. Others o« o« ¢ ¢ ¢« o ¢ o o
lhe PMA payment o o o « « o o 128 50 G4 50 &4
15. Total Income o« o « « « «|$ 15,121 300K $ 75081 o $ 7,523
16. Income, percent. to each. xxx 50 | X 50 XX

*Value of use of the farm dwelling and other perquisites received by the tenant were
not added as a part of tenant's lacor charge and thus are not entered as income to
the tenant in this secticn.

*¥#Net increase: To determine the net increase in caitle (1) add the cattle inventory
vaiue at the beginning of the year to the purchases of cattle during the year. Then,
(2) add the cattle inventory value at the end of the year to the sales of cattle dur-
ing the year. If the sum resulting from (2) exceeds the sum resulting from (1) the
result is called a "net increase", It is rezlly the gross income from cattle. Net
increases for hogs, sheep and poultry are determined in the same manner.
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creaced t0 10¢. 156 § S2 w 2.16 x 100 w 216. In cther words, the

* Sy N .
cerrected f.1um re-l est.te index for 1950 weuld be 2l16e The veluaticn

1€ p:ireznt since 1333, or 12,000 x 2.16 &

[

on the f.rm has incre.zed to

% 5,920, the new adjustcd vuluation pluced on the Iurme

Interest Hdete Usad

The interest rate cn the real estute is estim2tod at & percent,
which 13 the contribution mace by the landlord euch yeur. This rate is

bzsed on the

'y

revailing rute of interest for zood farw mortgages.
An interest rate of 5} rercent was used for the rcrsonul property.
This rzte was ueed because the rate of interest on money borrowed for

operating capital usually costs about orie percent more thun lon, tern

carital.

Creratcr's Lavor Ch.r;e

The operator's labor charge was estimated at a totul of 4i,560e
This is equivalent to 4130 per month for his lubor and wanegement. The
tenant alsc receives his house rent, rlus such procuce which he uses
from the ferm free, along with other privileges as mi~ht bec provided in
ths leases It is reasoned that if a higher operutor's lubos churge were
to be alloved we should then consider the value of the homs grown farnm

prcduce used by the tenant's fumily and the house rent ae income to the

tenante It does not meke much difter:ance wnich method is usede.

Cherce for Landlord!s services

by

It is also assumed that the landlord either hires a munajer to look
after his interest in the furm, or that he mzkes frequent visits to the

farm to meke settisuents, maintcin tho real estate and to pcerform other
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functions necessary for efficient farm cperztion and muintenancce
It i: estimated thit a cuarge of 20 per month, or 240 for the year
would be rezconable for the munacement and ssrvices on the part of

thse landlorde

]

[}
@

Livieion of Cther dxpoen

The other expcnscs were taken dircctly from the farm account
bookse In this particular illustration, the rundlord puid for 50 per-
cent of expense for tractor fuel and oile He also paid the tenant for
one-hulf the cost of coabininz, inasmucn as the tenents owns the cimbine.
This then tecocuwes incowe to the tenant and experse to the landlord.
Cther custom work hired was divided fifty-fifty between landlord and
tenant. The iandlord also raid for onse-half the farc share for clec-

tricity and telephone.

zouitability of Farm Leuse

In the exauple used, it is shown that the tenant's totzl expense
contributions were asout 53 percent of the farm total, while the land=-
lord's total erpcnse contributions were zbout 47 percent. When the
total contributions of voth landiord end tenant are¢ as close to being
equitzble as in this illustration, oniy & minor adjustnsnt would be
requircd to maske a 50=50 division of expensess. The landlord misht pay
more than 50 percent of the crop ex.c¢nse, if needed in order to attain
an equal division of the totul expenses. However, in scme cuses the
prorortion of expensecs ccntrituted by the tenant will be higher than
they wers in this illustration. Under such circumstances other adjust-—
ments must be made in the division of expense contributions to make the

lease fa2ir to toth parties.
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Linitetions cf j.othed Ueed

It is realized thsat this method of testing equitability cf
farm lease ecreezents and the attewunt to talunce the exrense contri-
butions, or to cnange the divieion of incowme between landlord and
tenant, is not without =rrore The mcthod ie of no wmore value than
the judgmsnt ol the peorle evalucting the contributions of the land-
lord and tenante. However, it does serve as an eftective mcans of
testing out l:.ves to see if they are ervroximately eauitazble in the

divizicon of income and exienses.
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CiPTix IV
TIFZ5 CF Fadliu LEWOCS Usdo I wICilcldv

The principle farm rental agreements uscd in jichigan aro the
share lz.ces end the cash leases or a cowbination cl the twoe. Tie shsre
rental egreonents inciudes the various crop ond livestock shure leuses
which are the most importunt und the moet widely used in i{ichigan. The
crop and livesteck sihiare lezses are ol three types as follows: (1) 50-50
Crop and Livestock share Lease; (2) Tne Landlori's 2/3 = Tenant's 1/3
Crop end Livestock Share Leasc; (3) The Landlord's 1/3 - Tenant's 2/3
Crop and Livestock Share Lszases. The usuzal proviecions for tiese ijpes of
leases are found in Table la.

Another type of rental agrcement is the Crop-chure Cash Ferm Lease,
whiich is a combination of tiie cash and chare reatal sgreezsntse It is
not as importunt and as widely used in kicalizun as some of the other type
of leusess The other reitul agreement meationed was the Cash Leuse wanich
is used on about 30 porcent of the rented farwe in ilicni une. Zach t,re

of rental egreement will be discusszd on the following pages.

yrs

TAZLE 1 = T/pes of Leuses on the 37 rented farms in liichijan, 195
which were included in the studye.

Type of Lease Number of Percentage of
Farms Total
Cash 8 22
Crop-share cash 3 8
50=50 crop and livestock 22 59
Landlord's 2/3 crop and livestock 3 8
Landlord's 1/3 crop and livestock 1 3

- Totals 37 100



cormon crop and livestock share form le=ses.

20-50

Lease

Landlord's 2/3

endlord's 1/3

Tenant

Tenany Landlord
Investiments
Farm 0 all o A1l 2
Machinery All All 0 0 all
Milk house equipm Bargain all c Bergain |Bargain
Cattle, hogs & sheep 1/2 A11 0 0 Al1
Poultry* Bargain [Bargain| Bargain | Bargeinf rgai Bargain
Feed 1/2 1/2 2/3 1/3 7 2/3
Bxpenses
Labor o all 0 All o 411
Tractor fuel and oil BargaimfBargairry All 0 [¢] All
Machinery expense and
repairs 0 All All 0 o 411
Electricity, farm share 1/2 1/2 All o] 0 All
Combining, baling,
silo filling 1/2 1/2 All 0o o] All
Corn Picking bergain(Bergain All 0o o All
Crop expenses such as
seed, fertilizer,etce. 1/2 1/2 2/3 1/3 1/3 2/3
Livestock expenses 1/2 1/2 all oF o All
Feed, feed grinding,
pasture rent 1/2 1/2 2/3 1/3 1/3 2/3
Buildings, fences, tile
drains linor repairs |laterial| Labor | Materiel | Lebor | Materiel | Labor
Hajor repairs Al o All o All 0o
Incoue
Cropss:
Usual field crops 1/2 1/2 2/3 1/3 1/3 2/3
Cattle:
Increase 1/2 1/2 2/3 1/3 1/3 2/3
Products 1/2 1/2 2/3 1/3 1/3 2/3
Poultrys
If owned in common 1/2 1/2 2/3 1/3 1/3 2/3
If owned by tenant ) All o All o All
Hog increase 1/2 1/2 2/3 1/3 1/3 2/3
Sheep increase and wool 1/2 1/2 2/3 1/3 1/3 2/3
#Such as milk cooler, water heeter, washing tanke and can reck. In some

instances the tenant is permitted to keep a specified number of hens and
receive all the income from thene

t1In wost cases, however, tractor fuel and oil ex

each partye.

pense is paid one-half by

FExcept that euch party would pay for their share of breeding fees, and also
for veterinary end medicine for young stocke.
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E0=50 Crow and Livestock chure Leacse

Iorortance of Lease: The 50-50 Crup and Livestock Share Lezse is

probably the most important and the mcst widely used of all the different

Ve

[y

leusing sgreements in Michigene Approximutely 50 percent of all the
rented furms in Michigun are operestod under this type of lewsee In this
study, 59 perceat of the farms were operited under this type cf leuse
(Table 1)

Usual Provieions: With the usual provisions of the 53-50 Crop and

Livestock Share Lezse the landlord furiishes the furm plus one-hzlf the
livestock and possibly soms equipment such as a mechanical milk cooler.
He also pays all the taxes and insurance on the resl estutce The tenant
rrovides the labor, one-half the livestock, the uachinery and moct of
the equipment needed to efficicntly operate the farm. Nanageanent de-
cisions ars olten shared equally. The loeuse also stutes the duties of the
tenant as to weed control; labor for minor repairs to buildings, fences,
and drains; ctce. The operzting expenses such as for custom work, and
for feed, crop, livestock and miscellaneous exucnses are usucliy divided
on a 50-50 basise. The machhery expenses and regairs are pald by the
tenant. However, the bargzining between landlord and terant may muke
modifications in the contract, such as ownersnip of poultry, division
of gus and oil expense, miscellaneous expense and otherse

Modificetions of Lexses in this Studys In tais study however, the

actual averzyes showed that the tenants owned €1 percent ot the poultry
end received a similcr share of the poultry incomee The tenunts ulso
contributed 73 percent of the miscellaneous expsnsees however, the lund-

lord proviced 52 percent of the crop exgense and 57 perccut of the live-



stcck expenses.
In some instunces when the tenant owns all tie poultry, and rc-
sives all the poultry ircumse, he elso provides all the tructor fuel and
0il exrcnsee. For inst.nce, in thie study the teranis owned €1 purcent
of the poultry, end contributed €0 percent of the gus and oil expensce
Other modificutions ol the leuse agreeient can also be fcund de-
pending on euch individuesl situcztion and the borgwinins between lanalord
and tenante However, the income is usuclly diviaed cn a 90;50 buaeis,
with certcin exce_tions such as poultry irccuee Q{ustom werk and labor
off farm incoume, i it is pormitted in the leise, is usuully ret.ined
by the terant.

Advaniazes of the 50-50 Lecsey The D0-00 Crop and lLivectock Share

Lozse has nuny advantiges to both lendlord and tenante To the lanZlord
it provides en opportunity to share in the managuasent ana to help in
deciding whzt enterprises ehall be kept on the lurme He can olten help
to develop & system of foruing wiiich leads to grecter incoume and muin-
teiance ol the soil fertility. The terant has the advent:ige of assuming
less risk than he would be rcquircd to do urndsr eome other leuuee arrange-
ment, for the chances ol a poor c¢rov yuer eaand poor prices arc shared
equally with the landlorde

2o

tability of Leuszs The 50=50 Crep and Livestock Chure Leuse iz

re

prcbalbly the most werkuble end dessirable type of le.sse In oot instences

it is equitoble and involves a closar working arrangcnent between the

landlord und tenante However, it shonld neu ke considured as a full purt-
Al

rnership, and this yrrovision ehould be clearly etatid in the leass

coreacnis



Irncrinvce ¢f Lewes:  The Cach Farw Lowse is second ia Liyostence

in kichi_an farm rental s resicentse aprroximately 20 porcent of the
rented f2rus are rentzd cn a caesn basise Thils percennuu
nest in the northern nurts ol the state, 50 to 100 rercent, and low-
est in most of the southeran ccunties with 10 to 25 percents. In ayng,

-

wecoub, and Ca2kland counties, howcver, 63 to 80 percent ol ths tenants
ent farms on a cash busis.&/

1is Studys  In genersl, in this study the farms that wers

rented cn & czsh lazase busis were farms that were too suzll or where
the landlord lacked sufficient capital to rent on 2 23-70 bcsise. The
averace tillable acres on cash rent fzarmne was 84 as couzpared to 141 for

Tariie rented on a 50-50 busise The farm caritel resources of the land-
lord were also much smaller for cush rented furms than for feru rental
cn a 90-50 basise

Lffsct on Coil Ccenservaticin: The cash lusse is probably an important

factor in scil conservatione In renting on a cuash busis, the tenant pays
a certuin sum of money for the use of the [larm and improvemects. This
type of lezse contains more risk for the tonant, who guarsntees the lend-
lord a definite sun of money for the use of the furm, rezardless of
whether the profits from the furw will be suflicient to cover his opercte
ing expcenses.

Under this system, the tenant assumes complete mansgenent and

resronsibility for the furm, and has the opportunity of working it as he

l/ Ze Be Hill, Farm and Field Rental Agreerzentse iiichipan sStete College
Cooperztive &xtsncsion Service Folder F=156. 1951
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sces fit, unless ceartein rishts are reserved by the landlord end written
into the la.ece Cften what hoprens on rany farws is thut the tenant,
ficed with the rroblem of puyinz a2 lunp sum rental puyment faels that

he muct get everjytiiing hs can cff the fuirm in cach creps, ena feeling his
tenure is only teuavorcory he is not interested in building up the fertile-
ity of the soil for the man who will foullow hime.

Adventnoes of Cash Leuses In some ceases the cash reutal agreszent

is advantazeouse. A landlord may prefsr a cash l.zse because the =.ount
he will receive is definite, and the furw coes not require as closs
surervision as under other tyre of leusese The leuse is aleco siiple,
end there is little chance for controversy. The tenant may preler a
cash l=cee bec_use he is more indspendent in the orerution of the furm.
He 2lso receives more of the benefit from superior manasenent.

Adjustaents in rentsl charges can elso be male more easily under a
cash leuses However, many times the provisions of the cash leuse do not
provide for ithe maintenance of the soil fertilitye The result is the
gradual depreciation of the landlord's investmentse oince cacsh rents
are bused on the productiveness of the farm, the lundlord's income grud-
uelly decreusese In many ways, it i1s a shart sizhted 1casé.

Lﬂﬂdlord s 2/3 = Tenant's 1/3
op and Lives*tock Shure Lecse

Daportonce of Lerse:s The Landlord's 2/3 = Tenant's 1/3 Crop end

Livestock Shure Lecce is of lesser importcnce on liichigun rentcd farmse
In this study only 8 percent of the rcnted farms were rented on this busise

Usual Frovisions of Lease: Under the usual provisions, the lundlord

furnizhes the farm, all the mechinery and equipment and all the livestocke.
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The lanclord places this largs investment in the fasu end personal
property in the hands of the tenant who is to provide the labor to oper-
ate the furme Some variations occasionclly exist in the provisions such
as ownersiip of brood sows on 2/3 = 1/3 busis to make division of hog
income easiere CJpercting expenses such &s fuel and cil, crop, feed and
livestock exzenses are usually paid on a 2/3 = 1/3 busise all otuer
expenges are paid by thie lundlord.

nizk Involveds Usually such a lewsing arrungewent invelves a wmuch

higher risk than most lundlords are¢ willirg tv tkee Gften the tenant,
wiio does not own the muchincery and livestock dows rot t:ke as nmuch
interest as he would if he wers owvner and the resuli may be hi h losses
to the landlorde GSuch a system mi_ht be satisfictory for a tenant wio
lucks capital and is just starting in faruing, but in wmost cuses a 0-50
bLoois would be more decirables Under this type of ieuse the landlowd

must elso ascsume an active rcle in surervising and maneging the firm in

order to protect his high irvestment.

Izrortonce of Lewss: The Lenilord's 1/3 = Tenant's 2/3 Crop and

Livestock Shure Lecse ic not very inporéant in Michiéaﬁ. It is ususelly
used when the landlord clicoscs to contribute less capitel, managanent
and risk in th: businesse Ths tenunt usuclly has a larger investment
in nuchinery and livestocke
Lev

2l Frovisions Under this type ol lLeuse agreement the

w
D
o

lundlord furnishes ths land znd imrroverents. The tenani usually pro-
vides all the machinery, equiprment, livestock and lwbore Cwnersuip of

poultry and brood scws is olten on a 1/3 = 2/3 busis.
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Operating expenses such as crop and feed expense, breeding fees,
insurance, veterinary fees for joint owned stock are divided on a
1/3 = 2/3 basis. All other exuenses except taxes and insursnce on the
real estate are paid by the tenant. The furm income inciuding live-
stock increases is divided 1/3 to the Landlord and 2/3 to the tenante.

Adaptability of Lease: In general, this is not a very satisfuctory

type of lease where the landlord is avle or wishes to contribute an
adequate amount of capital and managemente If the landlord has the
necessary carital it would probably be to his advantzge to rent the fam
on a 50-50 basis, and hire a2 farm mencgeient service to look after his
interest. Howsver, under certzin circumstances where tne lanalord lacks
sufficient capital, or uoes not wish to assume the risk and managewent
responsibility, this type of lease muy best fit his particular needs.

A fether and son arrangeuent or where the tenant is related to the

landlord mzy work out satisfactory under this type of leasee.

Crop-Share Cash Farm Lease

Importunce of Leases The Crop-Share Cash Farm Lease is not very

important in Michigzen. It is used primarily in the lower two or three
tiers of counties in the southwestern part of the State. It usually
provides that the tenant rive the landlord a ehare of all the cash
crops and in addition pay cash rent for the hey and pasture land, and
for the use of the buildingse. The swount of this cash rent will vury
according to the productivity of the soil, and the condition and value
of the buildings.

Usual Provisions of Lease: The tenant owns all the machinery, eguip-

ment and livestock and receives all the income from the livestocke
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The share of the crop which the landlord and tenant will receive is
determined by the procductivity of the soil, the risk involved, and by
the contributions of both partiese Usually the landlord's share of mors
intensive croos, which requires more labor, is less than on less in-
tensive croose. However, the usual division of ciOps is on a 50=50 basise

The purchases of comuercial fértilizers end grass and clover seed
are usually shared equally between landlord and tenante The tenant
harvests and delivers the landlord's shere of corn and gruain to the
market designated by the liandlorde The landlord's share of hay and silage
are purchased by the tenant after harvest at the current farm pricee.

Adaptability of Lesses This type of iease is usually adapted to

cases where the landlord chooses to provide little or no manageument,
and sufficient capital to operate on a 50-50 busise It has not been too
popular with landlords and tenents in Michigane Landlords receiving only
a share in the crops and having no interest in the livestock are not
interested in weinteining or adding improvements such as fences and
buildings which are necessury for a good livestock programe. The result
usually is that the soil productivity decreases and the farm becomes
"run down" and depleted.

This type of lease might be satisfactory in areas where corn and
other cash crops are raised and where only a few livestock are kept,
but is not very satisfactory for most of the ty,e of farming in Michigene.

Risk Involveds This Crop-Share Cash Lcuse places less risk on the

tenant than doee & straight cash lease. The landlord, by accepting a

part of the rent in the form of a share of the crops, assumes part of tne

risk due to weather, prices and other causes. Probably, for this reason,
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to be equitable, the landlord should receive a larger share ot the farm
income for the average year than he would under a cash lease. However,
under most circumstznces the Crop-Share Cash Farm Lease is not adapted

to most of the typesof furming curried on in Michigane

Other Furm Leases

Two other types of fuarm leuses are in use in licuigane They in-
clude (1) Field leasing on the crop-share basis and (2) Father and son
farm-operating agreemente. These two types of leases were not included

in this study and will not be discussed in this papere.
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CHAPTER V

EQUITABILILY OF Faxd{ LLASES, MICHIGaw, 1950

50-50 CACP AND LIVi3TUCK SHARE Liash

Organization and Efficiency Factors

The 22 farms in this study that were rented under a 50-50 Crop
and Livestock share Lease contained an averuge of 206 acres with
141 acres tillables. These farms also had an average of 33 productive
enimal units, which was considerably higher than the average for all
rented farms. The av.rage crop yield index#* on these firms was G9.
This was just slightly below the average of all furm account co-
operators.

These f:rms had an average of 495 productive man work units per
farme. Their average number of men was l.3e

Lebor efficiency was quite high, averaging 435 productive man
work units per man, and 3.8 productive man work units per tillable acree
This high labor efficiency seems to correspond to the large number of
productive animal units kept on these farms.

It is desirable on rented farms to maintein a large volume of
business and high labor eff'iciency. The rental agreement cannot be
successful unless the farm is productive enough and the size of business

is large enough to provide a fair return to both landlord and tenant.

® Crop yield index is the method of measuring crop yields on a farm. It
represents the percentuge the crop ylelds on an individual farm are of
the average yields of all farms in that type of farming area.
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Investments
The farms in this study with this type of leuse had an averege

totsl investment of $31,453 for 1950 (Table 2).

Table 2 —— Av.urage investuents of landlords and tenants on 22 rented
farms with 50=-50 Crop and Livestock Share Leuses,
Michigan, 1950

Farm Investment

ITEM Total Farm Tenant's Share Landlord's Share
dollars dollars percent dollars . percent

Farm, (including

dwell ing 19:519 - — 190519 100
Machinery and
equipment 4,373 4,157 95 216 5
Feed and crops 3,002 1,501 50 1,501 50
Productive Livestock 4,429 1,818 41 2,611 59
Poultry 130 72 61 58 39
Totals 31,43 7,543 24 23,905 76

The tenant's investwent was $7,548 or 24 percent of the total; the
landlord's investment was 23,905, or 76 percent of the totale The ten-
ants furnished 95 percent of the machinery and equipment, and 41 per-
cent of the livestock. They also owned 61 percent of thgpoultry. The
investment in feed and crops was shared on a 50=-50 basise The mzjor
investwent of the landlords was the farm which was valued at an average
of $19,519 (dwelling iicluded)e The farm real estute values were ad-
justed to the 1950 furm real estute rrice indexe The tenant's investuent
was made up entirely of farm personal progerty.

Some veriations exist in investments of landlords and tenants with
50-50 Crop and Livestock Share Leases. The usual provisioﬁs of this type

of lease is that the tenant will own &ll the machinery and most of the
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equipment; 50 percent of the productive livestock usuully excluding
poultry; and one-half of the investuent in feede However, on some of
the farms in the study, the machninery and eguipwent is owned on a 50-30
basise It czn also be seen from Figure 6 that the landlord owns more

than one-hulf of the productive livestock.

Figure 6 -- Investmentss Fercentage contributed by landlords and
tenants under 50~50 Crop and Livestock Share Leuses on
22 rented farms, Michigan, 1950.

Percent of Farm Investuents

Item

0 25 50 [P 100
Ferm (including house) T L R e T 109
Machinery & Eguipment {5
Feed and Crops [ c 504
Froauctive Livestock L ” DR 504 I
Poultry [ . 39 [
Totul Investment Br el D e 764 |

[ 1 Landlord's dhare [:::] Tenant's Share

Wide variations also exists in the ownership of poultrye. Sowe land-
lords ellow the tenant to keep a suall flock of hens with all the poultry

income accruing to the tenante On other farms, the tenant kesps a flock
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of hens and feeds them from undivided greins from the furme. In return
the tenant pays all the fuel und oil expense on the furme There is no
set pattern in ownership of poultrye. 3ach farm is an individual case
with variation from farm to farm. However, on fzrms where poultiry was

a major enterprise, the ownership was on a 50-50 basise.

Expense Contributions

Division of Total Expense Contributions: Total expense contributions

for farms with 50-50 Crop and Livestock Share Leases averaged $7,717 for
1950 (Table 3)s Of this amount the tenants provided $4,474 or 58 percent,
while the landlords contributed $3,243 or 42 percent (Figure 7).

Labor Chargess The operator's labor charge varied with type of farm=-

ing areas with some tenants, where labor is cheaper, receiving a lower
labor charge than others. The average operztcr's labor charge was $1,475.
Unpaid fumily labor averaged $165 per farme

Landlord's Servicest Management and services provided by the land-

lord were estimated at $20 per montn, or a total of 240 per ysar. It
was reasoned that the landlord would probably spend one or two days per
month at the farm making settlements, improvement repairs and other
management functions. If the landlord did not provide these services
himself, he would probubly hire a farm management service to look after
his interest.

Machinery Expense: Depreciation and repairs on machinery and equip-

ment were paid primarily by the tenante In most cases the fuel and oil
expense for the tractor wes divided on a 50-50 basise Of the fuel and oil
expense, 60 percent was contributed by the tenants and 40 percent by the

landlordse
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Figure 7 -- Expense Contributions: Percentage contributed by land-
lords and tenants under 50-50 Crop &nd Livestock Saars
Leases on 22 rented fuorms, Michigan, 1950.

Percent of Expense Contributions
Item

- 5 50 75 100
Operator's lubor L 100!
Unpaid family labor N S Lo T 10
Hired Labor By |
Fower &nd machinery U 134 !
Improveiients expense | L R 109
Feed expense i 50; j
Crop Expense Lo e D T T ]
Livestock expense s 57} ]
Taxes I R T e Y | !
liecellaneous expense . . - - 27} i
Interest charges L R 1 !
Total contributions L e hoy i

, © Landlord's shars [::] Tenant's share
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Table 3 — Averuge expense contributions of landlords and tenants on
22 rented farms with 50-50 Crop and Livestock Share Leass,
Michigan, 1950

Expense contributions

Item Total Farm Tenant's Share Landlord's Share
dollars dollars percent dollars percent
Operator's labor 1,475 1,475 100 - -
Unpaid family labor 165 165 100 -— -
Hired labor 265 54 96 11 4
Services of landlord 240 — — 240 100
Power & machinery 1,352 1,178 87 174 13
Machine work hired 2 120 49 125 51
Improvements 529 — — 529 100
Feed expenses 780 389 50 391 50
Crop expenses 633 301 48 332 52
Livestock expenses 154 66 43 88 57
Taxes 190 14 7 176 93
Miscellaneous expense 132 o7 13 35 27
Total operating Exp. 6,160 4,059 -— 2,101 -
Interest charges 1,557 415 26 1,142 T4
Total contributions 1,717 4,474 - 3,243 -
Percent contributed
by each — — 58 - 42

Machine Work Hired: The expense of mecuine work hired was contributed

49 percent by the tenants and 51 percent by the landlords. On some farms
where the tenant owned the special machines, the landlord paid the tenant
for one-half the commercial rate of the custom work. This then becomes in-
come to the tenant and expense to the landlord. This seems like afair
practice and should be encouraged on more farms with this type of rental
agreenente.

Qther Expenses: The improvement cash expenses on the farm real

estate were contributed entirely by the iandlord. Feed expenses were

shared on a 50=50 basise.
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Crop expecnses were not always shared entirely on a 53-350 buasise
On some farms the landlords contributed umore than 50 percent of the
crop expense. For exauple, in this study the landloras contributed 57
percent of the grass eeed, and 52 percent of the commercial fertilizere
However, the landlord contributed over 50 percent of tne crop expence
only on a few farms. It seems recsonable that cn a large number of the
farms where the division of expenses are not equituble, the landlord
mizht furnizh all the grass eeed and a lurger proportion of the coumer-
cial fertilizer.

The livestock expenses were contributed 43 percent by the tenants
and 57 percent by the landlordse Tnis expense is shared in acout the
same proportion as the ownership of productive livestocke

Taxes on the rcal estute were paid by the landlord, while taxes on
personal property were contributed on the busis of ownershipe However,
only a few tenunts paid any taxes atv all on personal propertye.

It is generally recommended that the miscellaneous expense, which
includes the farm share of telephone and electricity, be shared equally
by landlord and tenant. In this study the landlords contributed only 27
percent of this expense, while the tenants contributed 73 percent.

The interest rate on the real estate was estimated at 43 percent
which is the approximate rate on long term capitale The interest rate
on the personal property was placed at 5% percente The totul averuge
interest charges were $1,557 with $1,142, or 74 percent being contributed
by the landlords, and $415, or 26 percent, by the tenantse. The interest
charge on investuments wes the wajor expense contributions of the land-

lords.
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Gross Income

Division of Total Income: The average total gross income on farms

in this study was $8,930. This was divided 4,516 or 51 percent to the
tenants, and §4,416 or 49 percent to the landlords (Tuole 4).

The largest si.gle income item was dairy product sules which were
divided on a 50-50 bzsise Crop income was the second lurgest income

item &nd was also divided on a 50-50 basis.

Table 4 -~ Division of averuge gross income between landlords and
tenants with 50-50 Crop and Livestock Share Leuses on
22 rented farms, Michi.an, 1950

Ii
I

Gross Income

Item Total Farm Tenant's Share Landlord's Share
dolliars dollars percent dollars perceit
Crops 1,7% 873 50 872 50
Dairy product sales 3,728 1,864 50 1,864 50
Cattle, net increases 1,412 648 46 764 54
Hogs, net increasesa 1,356 678 50 678 50
Sheep and Wool, net
increases 132 66 50 66 50
Poultry, net increzses 31 20 65 11 35
Egg sales 282 163 58 120 42
Custom work 113 113 100 - -
Labor off farm 54 54 100 - -
Woodland products - —_— - - —
Other 23 14 58 10 42
FilA payment 54 23 42 31 58
Total income 8,930 4,516 - 4,416 -
Percent to each -— - 51 -— 49

Net Increasest Cattle, hog, sheep and wool, and poultry "net in-

creases" were considered as incomes A "net increzse" is reully the gross

income from that particular enterprise. For example, to determine the
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net increzse in cattle (1) add the vulue of the cattle iaventory at the
beginning of the yezr to the purcheses of cuttle during the year. Thon,
(2) add the velue of the cuttle inventcry at the end of tiue yeur to the
saules of cattle during the yeure. I the sum resuiting from (2) exceeds
the sum resuiting from (1) the result is culled a "net increuse®. If
the sum resulting from (2) is less thun the sum resulting from (1) the
result is called a "net decreuse" znd would be considered &s an ex-
pense item.

Cattle net increases were divided 46 percent to the tenant and 54
percent to tne lanalorde Usually under this type of lezve a 50-50
division would be recommended. However, in tnis study, the landlords
owned more than a 50 percent interest in the cattle, so as a result they
received more than 50 percent of the net increases in cuttle.

Net increuses from hogs and sheep were both divided on a 50-50 busis.
Poultry net increases were divided with a larger proportion to the tenant
due to his greater investuent in the poultry enterprise. &gz sales were
aleo divided with a larger proportion going to the tenant due to this
same reasone

Custom Work and Labor Off Farms Custom work and labor off furms all

eccrued to the tenante There is some question as to whether the tenunt
should be allowed to do custom work, o: labor off the farm without the

landlord's cunsent. However, if the tenant is doing a satisfuctory job
in operating the farm he may well be allowed to do the custom work and

lebor off farm.

FMA Payments: Production end Marketing Administration payments were

usually divided on a 50-50 busis between landlord and tenante On most
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faurme the payment was divided on the busis of the contributions of both
partiese If the landlord provided all the fertilizer, lime, or gruss
seed for which the peyment was made, ne usually received the full amount
of the paymente The average FiiA puyment on the furms studied was $54
per furm with the tenunts receiving 42 porcent of the total, and the land-
lords receiving 58 percente.
Figure 8 —- Gross incomes percentuge distributed to landlords and

tenants under 50-50 Crop end Livestock Leascs on 22
rented farws, Michigan, 1950.

Ttem Percentage of Gross Incozfe

g 25 50 75 100
Crops L 50 :
Dairy product suzles § ~ - 504 ]
Cattle, net increases | =~ i Lo Bl |
Hogs, net increuses ! - 50% |
Sheep & Wool, net Ince =~ .0 " . - 50 1
Poultry, net increases : . ... .. .. - .35} |
Egg sales i - B 1&1 |
Custom work ‘ )

Labor off farm ‘ ‘

(Continued on next page)



Figure 8 (continued)

0 25 20 [P 100
. . . » .
Other v 4%;7 l
FMa payments ¢ B 584 !
Total income t , : 494 1
: Landlord's Share . : Tenant's Share

Equitability of the 50-50 Lease

It was sLated earlier in the discussion that, on the averuge, tenunts
received 51 percent of the totel income wnereas they contributcd 538 per-
cent of the expense contrioutionse. The landlords received 4o p=rcent of
the income and oontributed only 42 porcent of the expgense contributions.
Basing our judgment on the assuwi.tions of an equituble farm leuse as one
in vhich expense contributions are divided in the szme proportion as in=-
come, and assuming that our eclimates are approximately correct, it can
be rcasoned that some of the 50-50 Crop and Livestock Share Leases in
this study are not equitubles The landlords are not contributing to the
expenses in the same proportion as income receivede

Increase in Farm Investment: On analyzing the equitabilivy of

present farm leases it is evident that a much larger capital investuent
must be made in the farm business than was necessury a decade agoe The

wachinery, equipment and lacor which are furnished largely by the tenant
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are high cost items and their value on some farus has greatly increased.
Real estate v.lues, taxes, and costs of wuintenunce have also greatly
increased the landlord's contributions, but usuxlly not in the same
prorortion as the tenants. Therefore, it may be reasoned that the land-
loras should mcke a larger contribution toward expense items to ofrset
this hirzher investuent snd expense by the tenant. For exauple, it
would not be unrezcornable to ask the landlord to ray for all the grass
seed and é}arger proportion of the commercial fertilizere

In this study, on sowme of the farwms with the most equit«ble farm
leases the landlords not only owned one-half the investiuent in the pro-
ductive livestock and feed, but they also owned one-half the muchinery.
Under t:ais arrungeuent they zlso provided one-half the machinery de-
preciation and waintenance coste

Othsr Factors Influencing Ecguitabilitys However, there are other

factors which must be considered before deteruinin: the equitability of
a farm rental agreement.

We have alresdy stated that the main contribution of the tenant,
under a 50-50 Crop and Livestock Share Lease, is the wmachinery and labor
to operate the farme We must now cousider these major contributions
and attemrt to determine if their costs are larger than what would nor-
mally be required to operate the farm efficientlye If the tenant is
over-invested in machinery, or has a high labor cost, part of his larger
contribution to the farm expenses cun be explained by these factorse.

The same reusoning as avove can be applied to the landlord. If tne
farm is over capitzlized and has excessive improvements it would result

in larger improvement excense, higher taxes and interest charge thean would
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normally be found on a farm of thut size. These excessive chargcs
would present a distorted picture on the "bclunce sneet™ ana would be
unfuir in determining the equitability of the leuse.

To atteupt to segregute these fuctors and to find their erfect
on the eguitability of the furm leuse, the furws in tais swumple were
divided into three groups on the basis of the percent of expense cone
tributions made by the landlorde It cun be seen in Table 5 the effect
of these factors on the proportions of expense contributions made by
the landlord and tenante.

Labor Costs: The cost of labor furnished by the tencnts snows a
direct correlution between the percent of the expense contribution
furnished by the tenants and the labor coste YVhere the tenants furnishe
ed a larger proportion of the expense contributions, there wus also a
higher labor cost. In general, on the farms in which the tenant's
proportion or expense contribution were lower or more ncuarly equitable,
the labor costa were slso lowers

Machinery Costs: The machinery cost, wihich is the second major

contribution of the tenunt, also snows a direct correiation between the
proportion of the expense contributions made by the tenant and the
machinery coste Where the tenant has a large investuent in machinery,
the "balance sheet" siows him providing e larger proportion of the
exgense contributionse.

Real Estate Charges: The landlord's wmajor contribution, which is

the real estute, shows a direct correlation between the proportion of
expense contributions provided by the landlord, and the real estate charges

and improvement expense per tillable acree. The more the landlord has
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invested in the lund and improvements, the more he contributes towurd
the expense contributions.

Table 5 == &ffect of vurious factors on the equitzbility of the 50-50
Crop and Livestock Share Lease on 22 Michi an furms in

1950e A landlord's contribution of 50 percent of the total
expense is considered as equitable.

Le L. !'s* Real Inprove-
Expense lNoe TeAe** Lazbor cost per Machinery cost Estate ment
Contributions of per TeAe P.MW.Ue per Charge &xpense
Percent of Farms Man *%% T.Ae P.M.WeUe per per
Total TeAe TeAe

Under 40 9 S8 $16 #4.16  $11.53 3.1l %130 #2.66
4ol 7 113 15 4,20 11.01 3.02 156 4,85
Over 45 6 125 12 3,54 T7.48 2.27 160 4,48
Average 22 115 14 3,97 10.01 2.80 149 4,00

% Le Le —- Landlord
#% T, A. -- Tillable acre

*%% P,i.WeUe == Productive man work unit.

|
v

I
Il

Effect on Equitabilitys It cun be reasoned from the previous dis=-

cussion that excessive costs and charges do have soume eflect on the
equitability of a farm leusee It is clearly shown that where the tenant
has high labor costs, or has an excessive investment in machinery, tnis
will be reflected on the "balance sheet", and will distort the equita-
bility of the farm leases The seme is true for the landlord whose farm

is over capitulized with excessive improveuentse The "bilance shect® will

show him contributing a larger proportion of the total expenses than
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normally would be contributed under averuge conditions.

Problem in Determiningz Equitubiliitys:s The problem in deteruining

the equitebility of a farm lease agree..ent involves an znalysis ot the
entire farm bueiness. Consideration muszt be given to such factors as
excessive capitalization in the furm, and over-investent in machinery
end high labor costse. It will be difficuit to detcrmine the exact
efrect of these fuctors on the equitavility of the furm lease. But by
pointing thexn out, the landlord and tenant can tuke them into consider=-
etion in their bargzining for a farm lesase wnich will be fair to both
parties.

Sometimes the lease agreeunent may appear to be equitable but it
still muy not be very :irofitable. Even if the landlord provides a good
farm and farm howe, if he has a tenant who is an inefficient operator
the farm busines. will ot be very roritcble. Under such circumstunces
the landlord shuuld not be required to pay a lurger proportion of the
ex.ense contributions to muke ur for the inefliciencies of the tenant.

Adjustuents Wecesscrys From the atove data it is evident that ad-

justuents are necessary on some of the farme with 50-50 Crop and Livestock
Share Leases The type of adjustuent will depend on each individual case.
By using a "balance sheet" and listing the division of exzense contri-
butions and incowe, adjustments can be made which will muke the furm leuse

approximately equitzble.

CASH FARM LEASE

Organization and Zfficiency Factors

As a general rule, the furws in this study that were rentecd on a

cash bacsis were sialler and less productive furmse. These furms werc not
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large enough and the lanalerds did not have sufficient cupital invested
to operate on a 50-50 bausis,.

The size of business wzs small on these furas in this studye. The
average number of acres was 149 with &4 acres tillablee They had an
average of 274 productive mun work units per farme These furms averaged
17 productive aniuel units per furme The wun equivulent wzs 1.2 men.

Labor efiiciency wnd crop yield index were both below averuge. The
productive man work unites per man averaged 235 These furms ulso uveraged
3.6 productive man work units per tillable acre. The averuge crop yield

index was 80 wnich reflects the low productivity of the farms.

Investmnents

Total investuents on the farms in this study with cash leuses were
considerably sualler than on firms with 53=50 Crop and Livestock Share
Leases. The average total investment per farm was ¢13,98l. The landlorcs
had sn investment of 7,762 or 56 percent of the totale The tenants had
¥6,219 invested, which was 44 percent of the total (Taole 6)e

The only investument of the landlords was in the land and improveaentse
These real estiate values were adjusted to the 1950 farm real estate price

indexe All the other investwents were mede by the tenantse
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Table 6 -- Average investments of landlords and tenants on eight reated
farms with Cash Leases, Michigan, 19950

Item

Farm Investment

Total Farm  Tenant's Share Landloru's Share
dollars dollars percent dollars . percent

Farm (including
dwelling 7,762 -— - 7,762 100

Machinery and

equipment 2,814 2,814 100 - —
Feed and crops 1,273 1,273 100 - -
Productive livestock 2,005 2,095 100 - -
Poultry 37 27 100 - -
Totals 13,981 6,219 L4 7,762 56

Figure 9 -- Investuents: percentage contributed by landlords &and tenants
on eight farms with Cash Farm Leases, Michigan, 1950.

'!

Percent of Farm Investuente

Item

0 25 50 75 100

Farm (including dwelle
ing) | } N
Machinery & Equipment [ ]
Feed and crops | i
Productive livestock | ]
Poultry [ |
Total investments b e 564 1

] ! Landlord's Share [ ] Tenant's Share
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axrense Contributions

With the Cash Farm Leuse most of the expense contributions were meade

by the tenant (Table 7).

Table 7 =~- Average ex ense contributions of landlorde and tenants on
eight farms with Cash Farm Leases in Micinigan, 1950

'1

Zxpense Contributions

Item

Total Farm Teaant's Share Landlord's Share

dollars dollars percent dollars percent
Operator's labor 1,440 1,440 100 - —_—
Unpaid f.mily labor 204 204 100 - -
Hired labor 590 250 100 - -
Services of landlord 240 - - L) 100
Fower & wmachinery 922 922 100 - -—
Machine work hired 100 100 100 - -
Improvements 2l2 —_ - 212 100
Feed expense 443 443 100 - -—
Crop expenses 365 365 100 - -
Livestock expenses 142 142 100 -— -—
Texes and cash rent 464 393 & 71 15
lMiscellaneous expenses 150 1 965 6 4

Total operating expenses

4,632 4,403

— 529 -

Interest charges 700 242 49 358 51

Total contributions 5,632 4,745 - 8a7 -
Fercent contributed by

ecch 100 — 84 -— 16

Cf the eight furms studied with cush leuses, the mujor contribution
by the landlords was the interest churge on their investuent in the land
and improveusents, plus the tuxes, repairs, and depreciation on the improvee
mentse These real estale vclues were esajusted to the 1950 farm real

estate price indexe
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The landlords with Cash Farm Leuses were allowed tne swme Lcnagc—
ment and service charge as tnose under z 50-50 Crop and Livestock
Share Lsase. It is reulized that the landlord has wmore responsibility
in the management and operation of the farm under the 50-50 lezsess
However, it is reasoned thut even under a cash lease the landlord muet
mzke frequent trips to the furm to meke improvement repairs, and other
services so tiey were allowed the same emounte.

Tne iuwproveuent expenses and taxes on the farm recl estate were
all paid by the landlordse. Cash rent and taxes on personal property
were contributed by the tenant.

The average expense contributions under cash l:ases was $5,63Z
Of this emount §4,745, or 84 percent, was contributcd by the tenants,

and 837, or 16 percent was contributed by the landlords.

Gross Incone

All the income from the furm accrued to the tenants (Table 8)e
The tenants in return puaid a fixed sum as cgsh rent to the landlords,
regcrdless of the aumount of gross income received from the furme.

The total gross incoume on these farms averuged 5,108 The
tenants received $4.72§ or 92 percent of the totale The cash rent
received by the landlords averaged $385 and wes only 8 percent of the

total gross farm incomee
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Figure 10 —= Expense contributionss percentsge contributed by lundlords
and tenants on eight furws with Cash Farm Leuses,
Micnigun, 1950

Percent of Expense Contributions

Item

X 7 i v N
Operator's labor | B
Unpaid family labor | i
Hired labor l ]
Power and machinery | _ |
Inproveaent expense ! . 100,
Feed expense i i
Crop expense | ]
Livestock expense i |
Taxes and cash rent 15} |
Miscellaneous expense ; 44 ]
Interest charges 51, |
Total contributions 16}

{_, l Lendlord's Share

{:::3 Tenant's Share
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Tavle 8 — Division of aversge gross iucome between lendlorde and tencnts
on eight farms with Cash Farm Leacses, Michigan, 1550

—
— —

I

Gross Income

Item Totul Farm Tenant's Share Lanalord's Share
dollars dollzars percent dollars . percent
Crops 1,092 1,092 100 -— -
Dairy product sales 2,388 2,308 100 - —
Cattle, net increases 725 725 100 - —
Hogs, net increases 310 310 100 - -
Sheep & wool, net

increases -— - - - -

Poultry, net increases 42 42 100 -— -
fEgg sales 49 49 100 -— -
Custom work 17 17 100 -— -
Labor off furm 34 34 100 - -
Cash rent 33 -_ - 32H 100
Other 51 51 100 - -
PMA payment 15 15 100 - ——
Total incoue 55108 4,723 - 35 —

Percent to each — -— 92 — 8

Equitability of Cash Furm Leuses

From the duta presented it mi ht be reasoned thut the lundlords did
not receive a lurge enough cash rent to compensute them for tneir fura
nainterance and investiente. The landlords provided 16 percent of the
expense contributions, and received 8 percent or the iacoume. The tenants
on the other hund provided 84 percent of the expense contributions and
received 92 percent of the iiicomee However, it we excmine the duta uwore
closely we find that the tenants did not fure too well eithere Over 50
percent of the teusnte in this study with Cash Leases had a negative net
incomee All of the landlords fuiled to realize cnough gross income to

equal tneir expense corntributionse
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Figure 1l — Gross iicome: percentzge distributed to lundloras and
tenunts on eignt farams with Cash Farm Leuces,
Michizen, 1950

Fercent or Gross Income

Item
B 25 50 75 100
Crops r ]
Duiry product sales | ]
Cattle, net increuses | 1

Hogs, net increcses | |

Foultry, net increased I

Egg scles ! I
Custom work L ﬁij
Labor off farms | |
Cash rent 5 .. 10d
Other | |
PMA payments L 4J
Total gross income -+ 8, B

| ' Landlord's Share Tenant's ohare
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One of the first requirements for a successiul farm rentel agree-
wment is that the farm business must be large enough to pay the landlord
a fair return on his investuent and to provide the tenant a sutisiactory
standurd of livinge It is obvious that the farms in this study with
Cash Farm Lezses do not meet this requirement.

Unless the size of business on these furms can be increased there
is little o:portunity of obtcining an equituble lease agreement on most
of these furmse These small, less productive farms also attract the
poorer, inexperienced and less progressive tenants. The resuit is a low
income from the farm, depletion of the 80il resources and improveuents,

and eventually a "run down" abandoned farme

CACP-SHARE CASH FARM LEASES

Organization and Efficiency Factors

The farws in this study with Crop-Share Cash Farm Leases were lurger
end more productive than the average rented furme They averaged 168 acres
per faurm with 153 acres tillables The crop yield index on these farms
averaged 100e¢ They had an average of 24 productive arimal unitse The
man equivalent was le3 men. Total productive man work units averaged
470 per farm.

Labor efficiency was quite high with an average of 396 productive
man work units per mane. However, productive man work units per tillable
acre was low with only 3.2 per tillable acree.

Investments

Average total investument on the farms in this study with Crop=Share

Cash Farm Leases was $27,000. Of this emount the tenants had invested

911,773, or U4 percent. The landlords provided 15,228, or 56 percent

of the total investment on these farms (Table 9).
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Table 9 -- Averuge investments of landlords and tenants on three
farms with Crop=Share Cash Leases in Michigan, 1950

Item Farm Investuents
Total Farm Tenant's Share Landlora's Share
dollars dollars percent dollars percent

Farm, (including

dwelling) 14,489 — _— 14, 489 100
Machinery and

equipment 5,163 5,163 100 —_— -

Feed and crops 4,005 3,267 82 738 18

Productive livestock 3,104 3,104 100 — —

Poultry 239 239 100 - -

Totals 27,000 11,773 44 15,228 56

X e - - ¥

Fisure 12 — Investuents: pcercentage contributed by landlord and tenunt
ou three farms with Crop-Share Cash Farm Leuses,
Michigan, 1950

Fercentage of Investment

Ttem 0 =5 50 75 100

Farm (including P L . R - 10@
house)

Machinery & equipe | A
Feed and crops | 134 |
Productive livestock | |
Foultry | !
Total investments b e T 56, ]

l l Landlord's Share | Tenent's Share

e ———— S ——e——
e i ———
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As 1s customary with tais type of lease the tonants ownea all the

machinery, equipuent and the livestocke

averuged §5,163.

The average investuent in feed and

crops was §4,005.

The machinery investuent

0f this

emount, the tenunts investment was 3,267, or &2 percent of the totzl,

wnile the landlords had investzd 738, or 13 percente.

&Zxcense Contributions

The awounts and division of expense contributions can be seen in

Table 10.

Teble 10 — Averuge ex cnse coniributions of lundlords and tenants with
Crop=shuare Cash Farm Leases in Miciiigan, 1950

Expense Ccntribtutions

Item Total Farm Tenant's Share Landlora's Share
dollars dollars percent dollars percent
Operator's labor 1,430 1,430 100 - -
Unpaid family lavor 167 167 100 - -
Hired labor 155 155 100 - -
Services of landlord 240 - — 240 100
Power & Machinery 1,323 1,823 100 — —
Machine work hired 351 54 15 297 b5
Improvenments 295 —_— — 295 100
Feed expenses 827 827 100 —— —
Crop expenses 574 287 50 287 50
Livestock expenses 65 65 100 - —-—
Taxes & cash rent 433 292 67 141 33
Miscellaneous expenses 146 146 100 o -
Total operating
expenses 6,506 59246 - 1,260 -—
Interest charges 1,336 643 — 693 52
Total contributions 7,842 55889 — 1,953 -
Percent contributed
by each 100 — 75 — <5
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The tenants provided all the labor expense; the power and machinery
expense; the feed and livestock expense; and the miscelluneous expense.

The landlords provided the cuarge for their services; the im-
proveuents expense; and the taxes on the real estute.

The crop expense was shared on a 50-50 basis between landlords and
tenants.

Machine work hired was provided & percent by the lundlords and 15
percent by the tenants. The reason for the larger contribution by the
landlordes was that some of the tenants owned thne special macnines and
the landlords paid the tenants for harvesting taeir share of the crops.

The average totzl expense contributions on these farus averaged
$7,842. The tenunts provided 75 percent of this amount, while the land-

lords provided 25 percente.

Gross Income

Tne ewount of and the division of the gross incowme is shown in
Table 1ll.

The only income received by the landlords was 45 percent of the
ciop income and an av.rage of $440 as cash rente. The remaining farm
income accrued to the tenants.

The income from dairy product sales was the largest income item
and was followed by the crop iaccumes

The average total groes income per farm was $9,73l. The tenants
received 82 percent of the awount and the landlords 18 percent

(Figure 14).
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Figure 13 -- Exnense contributions: percentuge contributed by landlords
and tenants on three furms with Crop-Share Cash Farm
Leuses, Michigap, 1950.

Percent of Expense Contributions

Ttem 9 %5 50 75 150
Operator's lator L |
Unpaid fuuily lubor [ '
Hired labor | !
Power and machinery I i
Improvement expenses b od
Fecd expense [ i
Crop ex;ense L 504 ¢
Livestock expense [ |
Taxes and cash rent I 3% !
Miscellaneoux expenses | 1
Interest charges | 524 {
Total contributions | 254 |

C:::I Landlord's Share | ! Tenunt'!s share
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Table 11 — Division of average gross income between landlord and
tenants with Crop-Share Cash Farm Leases, Michigan, 1950.

Grose incoine

Ttem Total Farm Tenant's ohare Landlora's Share
dollars dollars cercent dollars  percent
Crops 2,986 1,651 22 1,335 4
Deiry product sales 3,399 3,399 100 - —
Cattle, net increases 1,057 1,057 100 - —
Hogs, net increzses 683 683 100 - -
Sheep & Wool, net
increases 171 171 100 -— -
Poultry, net increases 99 99 100 — —
Egg sales 160 160 100 - —
Custom work 406 406 100 -— -
Labor off farm 312 312 100 - -
Cash rent 440 -— -_— 440 120
Other 6 6 100 - -
FMA payment 12 11 100 1 —
Total income 9,731 75955 - 1,776 -—
Percent to each -— - 82 — 18

—— e e ——
— e —

Equitabiliuy of Crop=Share Cash Farm Lease

From the data in this study it can be reasoned that the Crop=bthare
Cash Farm leuse has not been too sztisfactorye The landloras proviaed
25 percent of the expense contributions and received 18 percent of the
income. The tenants provided 75 percent of the expense contributions
end received 82 percent of the income. However, berore the equitability
of a particular farm lease can be determined we must also consider other
factorse The size of machinery investment, labor costs, real estwute
charges, and improvements expense per tillable acre must also be con-—

sidered as was dons with the 50-50 Crop and Livestock Share Leases.
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Figure 14 == Gross iacowes percent distributed to landlords and tenunts
on three furms with Crop-Share Casih Farm Leases, Michigan,

1950.

Item

Percent of gross income

O 25 50 75 100

Crops

Dairy product szales

Cattle, net increases

Hogs, net increuses

Sheep & wool net

increuses

Poultry, net increases

Egg sales

Custom work

Labor off form

Cash rent

Other

PMA puyment

Total gross income

| . \ B 10

181 !

{ ! Landlord's 3hare [ | Tenant's Share
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Adaptability of Lease

Tnis typre of lease is not very well adapted to iiichigen farming
conditions. Most ferme in Michigun require. a livestock progrwa in order
to build up the size of business and to conserve the soil. If the land-
lord hus no interest in the livestock progrum he is not interested in
wuintaining the buildings and fences for = good livestock programe The
landlord may also iunsist on the growing of more cush erops. The conse-
quences are likely to be & decresse in soil fertiiity, low incoume and
a run down f'arme

Lendlord's 2/3 - Tenant's 1/3
Crop and Livestock oharc Leuse

Organization znd Efliciency Factors

The thre: farms in this study on a Landlord's 2/3 = Teuaut's 1/3
casls were cualler than the average of all rented faruse. They averzged
142 ecres per furm with 96 acres tillable. They aiso had an averuge of
27 aniial unitse The mzn equivalent on these furms was le5 mene Pro=-
ductive man work units averaged 437 per form.

Labor efficiency was mediume The average productive man work units
per man was 332 Froductive wan work units per tillable acre averaged
Sele

Crop yields were gquite high on these furuse The aversa_e crop yield
index was 116

Investuents
Avercge investments on these furms can be seen in Table 12
A large proportion of the investuwent was made by the landlordase The

landlords provided about all the machinery and equipment and the pro-
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Table 12 — average investments of landlords and tenants on three furms
with Lanalord's 2/3 = Tenunt'e 1/3 Crop and Livestock Share
Lease, Michigan, 1950.

Farm Investuents

Item Total Farm Tenant's Share Lanalord's Share
dollars dollars rercent dollars percent

Farm, (including

dwelling) 14,424 — — 14,424 100
Machinery and

equipuent 4,561 104 2 4,457 98
Feed and crops 3,519 1,290 37 2,229 63
Productive livestock 3,258 84 3 3,174 97
Poultry - 347 133 28 214 62

Totals 26,105 1,611 6 24,498 94

Figure 15 —= Investuentss perceniage contributed by Lanulords and Tenant
on three furms with Lendlord's 2/3 = Tenant's 1/3 Crop and
Livestock Share Leases, Michigan, 1950.

Percent of Investuent

Item 0 2> 20 [P 100
Farm (including ! . N s j 1094
dwelling) B
Machinery & equipuent ! - ’ - T
Feed and crops I R L 63k _
Productive livestock | : R - - ' 11} |
Poultry ] e : ' 62} |
Total investments | - o e 944 ]

' | Lendlord's Share [:::] Tenant 's Share
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ductive livestocke The investment in feed and in voultry wes on & 2/3 =
1/3 basis.

The averuge totel investuwent on these furums was $26,105. The land-

lords provided 94 percent of %nis total investmant (Figure 15).

apense Contributions

Table 13 snows the expznse contributions on these furus and the
amount provided by landlords end tenants.
Table 13 -- Average expense contributions by landlorus and tenants on

three furms with Landlord's 2/3 Crop and Livestock Share
Leaczes, Micnigen, 1950

Expense Contribution

Item Total Farm Tenant's Snare Laudiord's share
dollars dollars percent dollars percent
Operator's labor 1,560 1,560 100 —_— -
Unpaid family labor 620 620 100 -— -
Hired labor 29 27 94 2 6
Services of landlord 240 — — 240 100
Fower and machinery 1,771 406 23 1,365 77
Machine work hired 115 46 40 69 60
Improvements 321 - —— 321 100
Feed Expenses 777 293 38 La4 62
Crop expenses 339 124 37 215 63
Livestock expenses 56 21 37 35 63
Poultry decreases 131 48 37 33 63
Taxes 161 - - 161 100
Miscellaneous expenses 124 55 44 69 56
Totel operzting exps 6,244 3,200 -— 3,044 —
Intereat charges 1,292 89 6 1,203 o4
Total contributions 7,536 3,289 - 4,247 -
Percent contributed

by each 100 - 44 - 56

The tenants provided most of the labor to operate the farm. The land-

lords provided a very small pcrcentage of the hired labore
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The landlords provided all the improveuents expense, taxes on the
real estute, and their cherge for services and uanageawente

Tre cron expense, feed expense, livestock expense, anu poultry de-
creuses were divided spproxiustely on a 2/3 - 1/3 busis.

The power and mechinery expense was provided 77 percent by the land-
lords a2nd 23 percent by the tenantse The lundloras owned the machinery
and equipuent, therefore they provided_most of the repeirs and depreciation
on the machinery.

The average expense contributions was $7,536. The landloras pro=-
vided 56 percent of this wuount and the teununts provided 44 percent
(Fizure 16)e

Gross Income

Most of the income items on these furms weredivided approxiwmately
on a 2/3 = 1/3 bzsis. There were some minor variations in the division
of some income items as is shown in Table 14,

Duiry product sales was the largest single incoume item followed by
crop income and egg salese

Custom work income was divided on a 2/3 = 1/3 busis because the
landlord owns the machinery used for the custom worke

The average totul income was $9,81le This amount was divided 63

percent to the landlords, and 37 percent to the tenants (Figure 17).
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Figure 16 — igxpense contributionss: percentage contributed by landlords
end tenants on three fzrms with Landlord's 2/3 - Teuant's
1/3 Crop and Livestock Bhare Furm Leases, lichigan, 1950

Item

Percent of Expense Contributions

0 25 20

15

100

Operator's labor
Unpaid family labor
Hired Labor

Power and machinery
Improvement expense
Feed expense

Crop expense
Livesteck expense
Texes

Miscellaneous expense
Interest charges

Total contributions

¢ !

— §

o

634

N T 63

. 56}

S50

—3

I ——— —=7]

Landlord's Share I:

Tenant's Share
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Table 14 —- Division of avsrsge gross incouwe between lundlords and tenants
on thres furms with Landlore's /3 Crop end Livestock sShare
Leaces, Michigan, 1450

aross Incouwe

Item Tot:l Farm Tenuut's ohure Landlord's _hare

dollars dollers rercent uollars percent

Crops 2,070 721 37 1,319 63

Dairy procuct sales 4,023 1,498 37 2,525 63

Cattle, net increuses 1,263 474 28 789 62

Hogs, net increuses 345 138 40 207 60
Sheep and wool, net

increases - —_— - - -

Foultry, net increcses 14 6 41 9 59

Egg szles 1,365 512 37 853 63

Custom work 639 259 38 420 62

Lavor off farm
vicocland proaucts

Other 28 13 25 25 65
FMA payment 4 1 25 3 75

Totsl income 9,311 3,652 —_— 6,160 —-—
Percent to each - —_— 37 - 63

e —— — —

Figure 17 —= Groes inccmes: percentsge distributed to landlords and touznts
on three farus with Landlord's 2/3 = Tenunt's 1/3 Crop end
Livestock Share Leases, Michigan, 1550

Fercent of Gross Income

Ttem ) 25 50 75 100

Crops [ ' 634

Dairy product sales P v 63}

Cattle net increases b 624

Hogs, net increases Lo - ' 604 _d
Foultry, net increases | _ 58

(continued on next page)



Figure 17 (coutinued)

0 25 50 75 100
Egg sules g 634 i
Custom work { ” 624 IR
Other L ' » 654 i
FMA payment 1] ‘ : s '755
Total income L - 63y
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Egquitability of Landlord's 2/3 - Tenunt's 1/3

Cro> und Livestock Share Lease

Frem the above data it can be reasoned that the landlord is in a
favoruble position under tnis type of lease agreewent. The lundlords are
providing 56 percent of the expense contributions and are receiving 63
percent of the income. However, it must be recognized that under this type
of lease the landlord is assuming a much greater risk, and therefore he
should receive ua higher proportion of the gross income to coupensate him
for beuring this riske. The tenant's wajor contrioution is his labor, while
the landlord contributes the furm, the wmachinery and equipwent, and the live-
stock which he places in the hands of the tenante The risk is much higher

for the landlord than under most other types of leuses.
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If an adjustment of expense items is desiruble under tnis type of
leuse, & reauction in the operator's labor charge wouid be in oruer.
At the scme time the awmount wllowed for the landlord's services and
mana_enent could be increased. Under this type of leuse the tenant
usually is inexperienced and must rely heeavily upon the landlord's man-
agement decisions. Therefore, the landlord must as:ume a more active
role in the mansgement functions in order to protect his high investuente.
Hence the landlord should be compensated for the increwsed wwount of
manegement and supervisicn that he nust perform.

Only minor acdjustients wculid be necessury to nuke these lease ajree-
ments eguituolee Usuully the landlord and tenant are related, or close

friends, and tne audjustwents can be woriced out without too much difficulty.

Lendlord's 1/3 = Tenaut's 2/3

Crop and Livestock Share Leases

The swuwple of farms with this type of furm reantal agreeuent was too
small to be representitive or significant, therefore, tins equitability

of this type of lcase will not be discussed in this chaptere
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Table 15 =- Aversge orgunization and efficiency factors on 37 hlbﬂlbun
ferms by type of lezse for the year 1950,

Type of Lecse
Item Crop=- Lana=- Ten-
Averuge Cash Share 50=50 lord's eant's
Cash 2/3 o3
NMumber of furms 37 8 3 22 3 1
Acress Total 192 149 163 206 142 300
Tillable 143 B4 153 141 96 242
Animal units 22 17 24 33 27 9
Man equivalent 1.6 1.2 1.3 1.3 1.5 2.8
P.M{.W.U.t Total 473 274 470 495 487 640
Per man 325 235 396 425 332 229
Fer tillable acre 507 506 502 508 )01 206
Crop yield index 98 80 100 99 116 g6
Deiry suales per cow §267 47 270 #3248 #2244 #3527
Expense per tilleble
acre 47 53 40 46 60 32
Tractor fuel and oil
expense per tillable
acre 3.10 3,16 2.42 2.64 3,47 2.79
Investments:
Tenunt's 8,735 6,219 11,773 7,548 1,611 17,167
Landlord's 19,466 7,762 15,228 23,905 24,499 25,917
£xpense contributions,
tenantle percent
of total 63 84 75 58 44 79
Expense contributions,
landlad's percent
of total 37 16 25 42 51 21
Income, tenant's per-
cent of total 59 92 82 51 37 71

Income, landlord's per-
cent of total 41 8 18 49 63 29
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CHAFTZR VI

EQUITAZILITY OF 50-50 CaCr ALD LIVS,TOCK SHARE

LEasS OV.R A F.RI0D CF YusRo

In Chapter V, the discussion related to the equitabilivy of differ-
ent farm leases for one ysar, 1950. It is the purpose of this chapter
to present material relating to the equitubility of the 50-50 Crop and
Livestock Share Lease on two individual farms over a period of ycars.

One rented farm wus selected because it haa a wide variation in the div-
ision of expense contributions and gross income between lanalord and
tenante Another farm was then picked in which the farm leazse appeured to
be approximately equitsable from the standpoint of the landlord's and ten-
ant's division of income and expenses. The records of these two rented
furms for aperiod of ycars w.s studied for the purpose of comparing the
equitapbility of the farm rentzl agreement one ysar with another.

The procedure for testing the equitability of the farm lease wus the
same as that used in Chapter Ve A "balance sheet" was used listing the
investments, expense contribution, and gross income of landlord and ten-
ante Farm real estate prices were adjusted to the current farm real estute
price index by the same procedure as that used in Chapter V. Other items

which required estimating were calculated in & similar fashion.

A Lenawee County Rented Farm

The first furm studied was a 200 acre rented farm locuted in Lenawee
County. This farm is rented under a 50-50 Crop and Livestock Share Lease.

Farm eccount records have been kept since 1945, This farm for 1950 shows
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a wide vuriation in the division of expense contributions and gross in-
come between landlord and tenante The fzurm rental agrseuent was tested,
for equitability for the yeurs 1946 throush 1950

Organizution and Afficiency Factors: This farm had a total of 200

acres (Taule 16)e The number of tillable acres varied froum 160 acres for

1946 to 153 acres in 1950, and av.r.ged 157 acres ror the five year period,
The crop yield index averaged 87 for the five year period,

with a range of 69 to 98. The nuuher of aniwmal units ranged frow 25 in

1948 to 49 in 1950. The average wae 33 for the period of this studye.

The size of business increzsssed each year from 1946-1950. The pro-
ductive man work units increased from 496 in 1946 to 606 in 1950. They
averaged 559 for the same periode Similarly, productive man work units
per tillable acre incrussed ewch year from 2.4 in 1946 to 4.0 in 1950,

Labor efficiency has decreased on this furme The productive man work
units per mun has decreased from 382 in 1946 to 337 in 1950 The average
for this period was 358. The mein reason for this decrease in labor
efficiency is because the average nuwiber of men on this furm has increazsed
from 1.3 in 1946 to 1.& in 1950. The size of business has not increused
enough to efficicntly employ this extra labore

Investuents: In 1946, the totzl investment on this farm was 424,089
Of this awmount the landlord provided 19,898 (33 percent) and the tenant
provided $4,189 (17 percent). The investment in machinery and equipment
was $2,615, of which the tenant provided $2,152e Other investients in
productive livestock and feed wus divided on a 53=50 basis (Figurcs 18 and
19).

In 1947, the total investment on the furm had increased to $29,520.
The tenant provided 5,719, or 19 percent of this totul, while the land-

lord provided $23,805, or 381 percente. The tenant continued to own most of



Table 16 -- Organization and efficiency fuctors on a Lenawee County,
Michigan rented farm with 50-50 Crop and Livestock Share

Lease for the years 1546-1550.
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Years
Item
1946 19047 1948 1949 1950 AVEI'a (8
Acress Total 200 200 209 <00 200 200
Tillaile 160 59 159 53 153 157
PodeWeU.%s Total 496 522 571 602 606 £59
Per man 382 381 336 354 237 258
Par tillable acre 2.5 2.6 2.9 3.9 4,0 oz
Man equivalent 1.3 1.4 1.7 1.7 1.8 1.6
Aninal units 35 47 25 33 49 38
Crop yield index 94 98 69 86 90 87
Deiry sales per cow $350 #50 2439 #3230 #2363 w386
Total expense per
tillable acre 27 37 48 47 49 Lo
Gross incomes per men 6,195 8,272 6,200 6,250 7,120 6,815
Per tillaule acre 50 72 66 70 84 63
Investuents, tenunt's 4,189 5,715 10,089 9,702 12,123 8,36
Fercent of total 17 19 29 28 33 26
Investments, lend- .
lord's 19,898 23,805 24,537 24,696 24,465 23,480
Fercent of totsl 83 81 71 72 67 74
Expense contributors, _
tenant'e 3,351 4,239 5,313 4,547 6,044 4,709
Percent of total 58 57 59 63 64 60
Expense contributors,
landlord's 2,394 3,221 3,719 2,656 3,460 3,090
Percent of totazl 42 43 41 37 36 49
Gross income, tenant's 4,028 5,835 5,279 5,348 6,516 5,401
Percent of total 50 51 50 50 51 50
Gross 1i:icome,
lundlord's 4,028 5,751 5,262 5,348 6,377 52353
Percent of total 50 49 50 50 49 50

% P.M.WysU. - A productive man work unit is the amount of work thuat can be
accomplished by one man in & 10 hour duy working at avercge

efliciency.
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the machinery and equipwente The procuctive livestock znd feed continued
1o be owned on a 50-50 busise

In 1948, the total furm investment ajain increased over 1947 to
¥34,626. The landlord's investment was pz4,537, or 71 percent of the
totale The teuant's investwents in the furw business alucst aocubled over
the rrevious year to §10,089, or 29 percent ¢f the totale The tenants big
incr=zase in investuent was for machinery and eguipuent where the total
juaped frowm §2,445 in 1947, to $6,239 in 1948. Invest.uents in livestock
end feed increased only sli:htly.

In 1949, the totul investwent in the farm business decreased sliight-
ly over the 1948 level. This decrease was in the tenant's iavestuents.
The tenant's investment decreased from 10,089 in 1948 to 9,702 in 1949.
This was 28 percent of the total form investument in 1949. The landlord
had $24,696 invested in the farm business in 1949.

In 1950, the increasse in the totzl furm investuents was from 34,393
in 1949 to $36,588 in 1950. The tenant's investment during this year
increaszed from §9,702 to 312,123, while the landlords investment de-
creased from $24,696 in 1949 to $24,465 in 1950, or 67 percent of the
total investument.

The above data chows that from the period 1946=-1950, the totul faurm
investuent hae increased every year except in 1949. This increaee was froam
524,087 in 1946 to $36,588 in 1950. Figure 13 shows thut the tenant's
investment incre..ed from 4,189 in 1946 to $12,123 in 1950. The tenant's
percent of the totzl investment incremsed frow 17 percent in 1946 to 33
percent in 1950. In the sume period of time the landlord's percent of the
total investment decreased from 87 percent in 1946 to 67 percent in 1950

(Figure 19). The above data will be important in determining the equita=
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bility of the ferm lease on this farm and will be discussed later in
this chapter.

Expense Contributions: The total expense contributions on this farm

has increased froa 5,751 in 1946 to §9,504 in 1950. In the swume munner
the total expense per tillable acre on this furm has increaced from $27
in 1946 to $49 in 1950

ost of the exrense contributions were divided on the usuul basis
for this type of lease. The landlord paid 50 percent of tne fuel and oil
expense. However, for the yeurs 1947, 1948 and 1949, the lunalord paid
epproximately two=thirds of tihe crop expense. In 1950 the crop exgense
was paid on a 50-50 basis. The landlord also peid about one-third of
the miscellaneous expense.
Figure 20 -~ Expense contributicne: percentage contributed by landlord

and tenant on a rented furm in Lenawee County, kicanigzn,
with 50-50 Crop and Livestock Share Lezse, 1946 to 1950

Percent of £xpense Contributions

Year D 25 50 75 195

1946 e ey I
1947 r SR 73] j
1948 T e et GL T
1949 Y —
1950 T 3%} ’
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Figure 20 ehows that the percente;e of the total expense cuntri-
butione contributed oy the tenant increased every yeur except 1947, from
58 percent of the total in 1946, to 64 percent in 1950. Tne percentusge
of the tctal expense contributions provided by the landlord decrecsed
every yeer except 1547 from 42 percent in 1946 to 36 percent in 1950

Gross Incomwe: It cun be secn froum Figure 21 thut the gross incowme

was divided on a 50-50 buasis about every yeur frouw 1946 to 1650. There
was a slight veriation in 1947 and a..in in 1950 when the tenunt re-
ceived 51 percent of the gross incowe and the landlord received 49 per-
cente The reuson for this vuriation was that the tenant received incoue
for lubor ofi farm and frow custom work wnich increased his gross income
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