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An equitable lease is one that compensates the tenant 
and landowner proportional to their contributions to 
the production of a crop for the duration of a lease.



Challenges to Estimating an Equitable Lease in Hazelnuts

o High initial costs to establish before a cash flow break-even: 
$2,000 to $4,000 per acre w/o land costs
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Net	Returns	of	Establishing	a	Standard	and	Double	Density	Hazelnut	Orchard
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Challenges to Estimating an Equitable Lease in Hazelnuts

o Harvesting a commercial crop most times does not begin for up 
to three years or longer

o Reaching full production can be as long as 12 years
o Economic and productive life can be more than 40 years
o Difficulty projecting costs for the length of the lease
o Landowner’s age and desired length of lease does not coincide 

with tenant’s required return on investment
o Miscalculations and inappropriate estimates can have large 

financial impacts to both parties
o Who pays to remove the crop and prepare the land to original 

use at the end of the lease
o Who pays for replacement plants during the lease
o Should a lease be reviewed periodically, and if so how many 

years?



Procedures to Developing an Equitable Long-Term 
Hazelnut Lease

1. Gather the cash, non-cash costs, and assets used in the lease

Costs/Value of Investment
Land
Property Taxes

Irrigation System/Assessment

Long-term Assets on the Land*

Buildings/Shop/Similar Assets*

Machinery and Equipment*

Trucks, Vehicles, ATV, etc.*

Production Inputs

*For assets used in the production of the crop for a lease only

Total Costs of Establishing or Producing Hazelnuts



Difficulty in Establishing Leases!

85 percent of agricultural producers do not 
have adequate accounting data to complete an 
accurate, meaningful cost of production 
budget!



Complexity in Record Keeping
Cropping System

Annual Crop          Perennial w/ a Long Establishment Period
(Cereal Grains     vs.   Hazelnuts (12 years to full production)

No. of Production Cycles to Initial Point of Sale
Single Phase                                          Multiple Phases
(Cereal Grains       vs.                  Greenhouse Nursery)

How the Final Product is Sold
By Weight/Bushels              Size and Grade Distribution
(Cereal Grains                    vs.   Tree Fruit

Mechanization of Field Operations
Combines, balers, etc.                                  Manual Labor

(Cereal Grains   vs.   Wine Grapes >200 hours of labor/acre)



Procedures to Developing an Equitable Long-Term 
Hazelnut Lease

2. Estimate future yields and prices received for the crop
3. Determine inflation rates for any price increases and input 

costs
4. Determine the optimal length of the lease by estimating the 

economic life of the crop



Assumed $1.00/Lb Nuts, No Price Inflation, 3% Inflation on Costs; $12,000/acre Land
Economic Life of Orchard = 36 Years



Profit!
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Ecomomic	Life	of	a	Standard	Density	Hazelnut	Orchard

Returns Total	Costs	(production	 costs	+	landowner's	ROI	on	land)	

Assumed $1.25/Lb Nuts, No Price Inflation, 3% Inflation on Costs; $12,000/acre Land
Economic Life of Orchard = 45 Years



Assumed $1.00/Lb Nuts, No Price Inflation, 3% Inflation on Costs; $15,000/acre Land
Economic Life of Orchard = 34 Years
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Ecomomic	Life	of	a	Standard	Density	Hazelnut	Orchard

Returns Total	Costs	(production	 costs	+	landowner's	ROI	on	land)	
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Ecomomic	Life	of	a	Standard	Density	Hazelnut	Orchard

Returns Total	Costs	(production	 costs	+	landowner's	ROI	on	land)	

Assumed $1.00/Lb Nuts, No Price Inflation, 0% Inflation on Costs; $12,000/acre Land
Economic Life of Orchard = Infinity



Procedures to Developing an Equitable Long-Term 
Hazelnut Lease

5. Estimate the ROI/IRR for specific time periods during the 
economic life of the crop

6. Choose the time period that returns the highest ROI/IRR 
for the tenant and reasonable ROI/IRR for the landowner 
and use that as the optimal length of the lease



Year	10								Year	15									Year	20									Year	25							Year	30										Year	35								Year	40								Year	45							Year	50							Year	55						Year	60



Procedures to Developing an Equitable Long-Term 
Hazelnut Lease

7. Determine which costs (cash and non-cash) each party will 
contribute during the length of the lease and in what year 
they are expected to occur

Costs/Value of Investment      Landowner’s Share Tenant’s Share
Land
Property Taxes

Irrigation System/Assessment

Long-term Assets on the Land*

Buildings/Shop/Similar Assets*

Machinery and Equipment*

Trucks, Vehicles, ATV, etc.*

Production Inputs

*For assets used in the production of the crop for a lease only

Total Costs of Establishing or Producing Hazelnuts
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Procedures to Developing an Equitable Long-Term 
Hazelnut Lease

8. Determine an appropriate discount rate that future net 
returns will be discounted to present value.

9. Calculate the total net present value (NPV) of all costs, the 
landowner’s and the tenant’s NPV of costs for the total 
number of years in the lease



Most Common Types of Leasing Arrangements 
https://aglease101.org
Crop-share Leases
Determine the percent of NPV of landowner’s and tenant’s costs to 
determine how future returns will be shared.

Annual cash rent lease
Use the NPV of landowner’s and tenant’s costs to determine the 1) 
landowners required rate of returns and 2) tenant’s ability to pay.

Negotiate the annual cash rent payment between these two values, 
starting with the landowner’s required returns.

Flexible cash rent lease
Base the cash rent on a ratio of actual and historic yields and/or 
prices.

Annual cash rent and crop-share lease combination
Insert the annual cash rent payment as a tenant’s costs in the year 
paid and recalculate the percent of NPV of landowner’s and tenant’s 
costs to determine how future returns will be shared.



Hazelnut Crops
Mature Crops 
o Calculating the annual cash rent, flexible cash rent and crop 

share split is much the same way as in annual cropping systems
o The length of lease is also similar to annual cropping systems



10,000$									 	
0.50%
3.00%
2.00%

-$															 	
(500.00)$								 	

Value	of	land	investment:
Annual	rate	of	land	appreciation	(%):
Annual	rate	of	return	on	investment	(ROI)	of	land	(%):
Inflation	rate	for	the	improvements	on	the	land	(%):
Beginning	value	of	improvements	on	the	land:
Ending	value	of	improvements	on	the	land:

Landowner's	Investment	Parameters:



Landowner Tenant

2,180$															 3,380$															
8.43% 9.71%

The	year	returns	are	greater	
than	total	costs/investments	of	
all	previous	years:

16 14

Internal	rate	of	return:
Total	cash	cost	to	implement:

9 9

Financial	Feasibility

The	year	returns	are	greater	
than	annual	costs/investments:

Landowner	Share
29.55%

Equitable	Crop-Share	Lease
$1.00/lb	Nuts;	No	Price	Inflation;	3%	Cost	Inflation;	35	Year	Lease

Tenant	Share
70.45%
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www.agbizlogic.com



What is AgBiz Logic?

AgBiz Logic (ABL) is a suite of economic, financial, 
and environmental decision-support tools that enable 
producers to increase or assess profitability while 
assessing environmental trade-offs. 
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AgBiz Logic Platform



Farm-level Data is “King” in AgBiz Logic

o Cost and return (enterprise) budgets are the 
foundation of ABL

o Three methods of data collection within ABL:
ü Schedule F (Form 1040) Federal tax 

returns
ü Import data from accounting system via 

.csv/.exe files
ü University & industry enterprise budgets
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Data Collection – Schedule F
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Data Collection – Schedule F
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Data Collection – Schedule F
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AgBiz LogicTM

Data Collection – Import from Accounting System
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Data Collection – Import from Accounting System
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Business Allocation
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Business Allocation
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Business Allocation
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Enterprise Allocation
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Enterprise Allocation
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Enterprise Allocation
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Enterprise Budget for Hazelnuts, can be at the block level!
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Detail Inputs and Costs from the General Format
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Detail Inputs and Costs from the General Format
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Detail Inputs and Costs from the General Format
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Detail Inputs and Costs from the General Format
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Data Collection – Use an University Budget
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Data Collection – Import from Accounting System







Using AgBiz Logic to Make 
Investment Decisions:
Establishing Equitable Leases

Questions or Comments!


