
VIEWPOINT

TO LEASE OR NOT TO LEASE?
 With the ever increasing complexity of farming, the 

need for economies of scale, and the ageing of farmers, 
many farming families are now evaluating the option of 
leasing or share farming their properties as an alternative 
to continuing with land production themselves or the 
immediate sale of the property.
Many factors play a part in this decision.  Farming involves a high level of investment in machinery 
and land to make production sustainable.  Other considerations include the availability of farm labour, 
high input costs (chemicals, fertilisers etc), and lack of interest in continuing farming by successive 
generations.

But looking at the agricultural sector overall doesn’t provide us with the insight we can gain from a 
more granular approach.  So let’s look at broad acre cropping to explore some of the issues faced when 
pondering the question: “Should we lease or share farm our land?”  

In the lower mid-north region of South Australia, many family farms range in size from 400 to 600 
hectares. Some families find themselves in a position where their farming operations are no longer 
considered viable in the long term. Primarily, scale efficiencies are unable be achieved, even where 
additional land may be leased or share farmed.

Broad acre farmland, suitable for cropping in this region generally, ranges in value from around $5,000 per 
hectare and up to $12,355 per hectare for premium land.

Assuming a value of $ 7,413 per hectare, and a landholding of 607 hectares, this makes this landholding 
worth approximately $ 4,500,000. Ignoring plant and equipment (and possibly livestock), this is a 
considerable investment.  It usually encompasses the family home and sometimes even two or more 
homes, if additional generations are involved.

Leasing may provide a reasonable income for a family in this situation, with leasing values often ranging 
from approximately $200 to $300 per hectare.  On 607 hectares (1,500 acres), this would generate a 
return (before associated expenses) of between $120,000 and $180,000 per annum. Net return would 
depend on whether the lessee was responsible for costs.  In this example, the return would be maximised 
at 4% ($180,000 / $4,500,000 * 100%).
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Alternatively, the land could be share farmed where the landowner 
enters into a ‘joint venture’ arrangement with another farmer to 
operate the production business on the land. This kind of arrangement 
can take many forms but, typically, the landowner contributes the 
land to the joint venture, and the new farmer is usually responsible 
for managing the inputs (seed, fertiliser, spray, fuel, machinery, 
labour etc). In return, the landowner receives a portion of the crop 
proceeds, typically somewhere between 30% and 50% of the crop, 
and depending upon who contributes to the input costs (lower % = 
lower contribution by landowner to the costs). The landowner may or 
may not be responsible for marketing and sale of the crop produce, and 
typically the crop would be sold altogether for efficiency (handling and 
delivery to purchaser).

 So whAt ARE thE REAl ISSUES of lEASING?
Leasing, like all commercial business, carries with it inherent risk.

what are the risks?

Will the lessee maintain good farming practices? 
Adequate maintenance of the property needs to be undertaken, 
including fencing, improvements, roads and soil. A lease agreement 
will need to ensure that minimum requirements are met with respect 
to soil maintenance. This may even need independent reference to an 
agronomist or agricultural scientist to ensure land quality is maintained 
during the period of the lease.

Will the lessee be able to meet their commitment?
There is no point setting up a lessee to fail. A lease with a high 
commitment (e.g.: top dollar for lease/acre, lessee pays all outgoings 
and costs for all maintenance) may seem very attractive but, at the end 
of the day, the lessee needs to be able to pay for it from the income 
generated from the land.

In light of what has been raised under (1) above, the highest price won’t 
always be the best price, as there will be more incentive on the lessee 
not meet the costs of maintenance and sustainable farming practices 
to achieve a profitable result.

 RISk MItIGAtIoN StRAtEGIES
Credit Checks

Credit checks should be carried out with the consent of a potential 
lessee. This will allow for a land owner to check with suppliers to the 
proposed lessee to ensure they are a good credit risk. Formal checks 
may also be undertaken with credit reference agencies if considered 
necessary. Consideration might also be given to bank guarantees for 
lease payments to be put in place by the lessee (this often occurs in 
general commercial building arrangements).

lease in Advance and Bank Guarantee 

It is becoming increasingly common for a lessee to be required to pay 
the lease quarterly in advance and to provide a bank guarantee for the 
12 months lease payment.

Insurance

Adequate insurances need to be maintained by the lessee and by the 
landowner. The landowners should not rely on the insurance of the 
lessee to cover public liability and other risks (e.g.: fire etc). Specialist 
advice should be sought prior to entering into an agreement.

Documenting the agreement

“I thought you agreed to pay the council rates” is often the source of 
an argument several months after a lease has commenced, but where 
the agreement has not been documented.

It is the journey, not just the destination that is important here. 
Documenting the lease arrangement should allow for all matters to be 
considered, particularly, who is responsible for property maintenance 
costs.

The agricultural sector sometimes prides itself on its ability to rely on 
a decent handshake as a measure of trust. However, it is essential that 
written documentation of a lease arrangement be generated prior to 
commencement of the lease.

Obtaining the services of good lawyer to address all potential issues 
in these arrangements is very important. These leases are generally for 
extended periods (broad acre cropping is generally a minimum of three 
(3) years to achieve the benefits of input costs through crop rotation), 
so the actual cost of a lawyer spread over the term of the lease 
becomes a relatively low cost – when compared with the  potential of 
dispute.
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 othER ISSUES to CoNSIDER
Emotional 

Farming is a way of life for the farming families. Every decision that 
has been taken, during many years of operation, can be based on 
the assumption that the next generation will take the farm over and 
continue to earn a living from the land.

Whilst younger generations may be less attached to the ideal of 
passing the land down to the next generation (after all, at this stage 
they may not have any direct ownership in land), the senior generation 
may have difficulty coping with the change in the business.

These factors should not be underestimated in the decision making 
process. Alternatives need to considered to ensure that the family 
members have ’work‘ of some nature to keep themselves occupied if 
the land is finally leased or share farmed.

The decision to stop farming in favour of leasing can be the final one. It 
can be difficult to start farming again, particularly once all machinery 
has been sold and the capital proceeds are consumed or distributed 
amongst a number of family members.

taxation 

The impact of taxation can be severe in the initial stages, and needs to 
be carefully managed.

The season for broad acre farmers generally finishes in late December / 
early January. If land is to be leased or share farmed, the lease or share 
farming period will generally be from February or March on an annual 
basis.

Timing of lease payments needs to be considered as this will affect 
dictate the year of income to which the payment is attributed 
(particularly with a straight lease arrangement).

Consideration needs to be given to many matters including (in no 
particular order):ter Consideration

Farm Management Deposits (FMDs)
If you stop farming (i.e. primary production) for 120 days or more, you 
need to withdraw FMDs.

For a broad acre grain grower, this could mean not only having the 
current year income (with most of the associated expenses incurred in 
the previous financial year, based on seeding times), but also additional 
income from withdrawal of FMDs, with little opportunity to minimise 
associated tax consequences.

This may mean that share farming for a period of years, whilst 
managing withdrawals from FMDs, may be a better option from an 
income tax perspective as primary production business would continue 
in these circumstances.  Land ownership will also be a consideration 
here.

Primary producers with FMDs need to carefully plan their exit from 
farming to minimise the tax impost.

Sale of redundant machinery and excess inputs / leasing of equipment
The natural inclination will be to wind up the farming business as 
quickly as possible, holding a clearing sale, or selling equipment and 
excess inputs (eg: seed, chemical, fertiliser) to the new lessee or share 
farmer.

This may lead to further assessable income in the same year. From 
an income tax perspective, deferral of sale of machinery to a future 
income year may be a better option; however, this needs to be 
balanced with a potential loss of value.

Equipment may be retained and used in the share farming operation or 
leased to the lessee of the land or a third party. This may avoid or defer 

the incidence of tax on a disposal but consideration then needs to be 
given to maintenance of the equipment, and what party will meet the 
associated costs.

This may be fertile ground for argument in the event that a lease 
agreement for machinery is not properly documented.

Access to taxation concessions including Small Business Capital Gains 
Tax (CGT) concessions
Whilst land is being farmed by the family, it is considered to be an 
‘Active Asset’ for Small Business CGT purposes.

When the land is leased, it is considered to be a passive asset, and 
the Small Business CGT concessions may not apply in the event of a 
subsequent disposal of the land.

It can be very important to consider the application of these 
concessions. Each circumstance will be different, and may warrant 
transfer of the land prior to commencement of any form of leasing 
arrangement to ensure the concessions are accessed. 

Land ownership
The person and/or entity to hold the title to the land may be one of 
the biggest issues to address as part of effective tax planning in the 
decision to lease or share farm.

In many cases, the land may be owned by one individual (Dad) or by 
two individuals (Dad and Mum). Income from a lease or share farming 
will be attributed to the owner of the land, rather than to the operator 
which, in many cases, may have been a “family” discretionary trust 
(providing the ability to distribute income to many family members).

This may lead to a high incidence of tax in future years for one family 
member, with another family member having little or no income. This 
result is not favourable for income tax purposes.

Further consideration needs to be given to whether land is transferred 
to joint ownership, or to another entity (discretionary trust, 
superannuation fund) to reduce the incidence of taxation in future.

Stamp duty
Transfer of land title between family members may also need to be 
considered prior to ceasing farming to access Stamp Duty concessions 
(Family Farm arrangements). These concessions may not apply where 
there is no current farming relationship.

Superannuation
The senior parties in the family may be over 65 years of age. Once 
farming ceases, they may no longer be eligible to make contributions to 
superannuation due to failure to meet the work test (40 hours work in 
a 30 day period).

Action may be required during the final year of farming business to 
ensure that any required contributions to superannuation are made 
(including possible transfers of land by way of in specie contribution 
(i.e. contributing an asset to the fund rather than case, eg: land)).

  SUMMARy
There are many considerations to be taken into account when deciding 
to lease – managing risk, taxation, investment risk, succession, social 
and emotional issues. It is a major decision for a farming family. 

A good farming business plan will seek to ensure that this possible 
eventuality is considered well in advance.  Planning for this transition 
may take several years to have all the necessary actions completed 
in time for a changeover from farming business to leasing or share 
farming.

Consultation with expert advisors is advisable to ensure the process is 
made as smooth and effective as possible.
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