


to implement additional conservation activities (Center
for Rural Affairs 2009; USDA ERS 2007). Under the

current Farm Bill, 5% of CSP acres are reserved for

beginning farmers, giving new farmers a particular

incentive to engage in conservation practices

from the start.

On a previous parcel, we didn t have education
about sustainable ag practices and the landlord
didn t encourage it. This is the case for many.
There is a serious lack of financial incentives
for good land stewardship.

—Hispanic Entrant Focus Group Participant

EQIP allows up to 90% cost share for beginning farm-
ers with 30% payment advance. These are potentially
strong motivators to get farm entrants engaged in
conservation from the start. The CRP transition option
links beginning farmers with tenure options (purchase
or lease) and conservation requirements.

At the local level, an innovative program in Woodbury
County, lowa, offers up to $50,000 in property tax
rebates per year to farmers who convert their farmland
to organic production systems (lowa Farmer Today
2008). Additionally, the County started an Organic
Homestead Program to encourage organic farmers to
locate in their county. Through this program, farmers
can obtain loans to buy farms through a revolving fund
established by the county (lowa Farmer Today 2008).

2. Farm operator education and attitudes. In
general, the more information operators have about
on-farm conservation, the more likely they will be to
practice it. NRCS provides outreach and technical
assistance to operators and landowners about conser-
vation programs. In many states, Extension programs
provide information, education, and technical assis-
tance to farmers at all stages of development. In the
private non-profit sector, farmer training programs
and farm trade organizations are strong sources

of cultivating stewardship attitudes and behaviors.
See for example, the Land Stewardship Project
(www.landstewardshipproject.org), the Michael Fields
Agricultural Institute (www.michaelfieldsaginst.org),
and the Practical Farmers of lowa
(www.practicalfarmers.org).

In general, absentee and other non-farming
landowners tend not seek or receive much information,
education, or assistance regarding conservation and
stewardship of their agricultural properties. In the public
sector, NRCS serves all agricultural landowners.
AGREN Inc. (www.agren-inc.com) is a lone example
of a private firm that specializes in helping absentee
landlords learn about and use government conser-
vation programs. Its Center for Absentee Landowners
(www.absenteelandowners.org) offers information
about “conservation leases,” government conservation
programs, and conservation in general. Land For Good
(www.landforgood.org) and the Glynwood Center
(www.glynwood.org) are private non-profit organizations
with programs to educate non-farming landowners
about tenancy agreements and stewardship provi-
sions in lease agreements. There may be a particular
need to educate older landlords. For example, many
older farmers grew up with the accepted practice of
draining wetlands—"swamps,” in their day—or planting
multiflora rose. Today, we have a better understanding
of the value of wetlands and the nuisance of invasive
species, and follow different conservation practices.
Yet some older and retired farmer-landlords still accept
the older practices and would benefit from newer infor-
mation about more recent practice recommendations.

At the turn of the 21st century, about 65,000 farms
were managed by professional farm management
companies (USDA NASS 2001). These companies
offer a variety of services including lease, financial, risk
management, and landowner education. They are
important partners in the effort to improve and expand
conservation on leased land. For example, the Farmers
National Company (www.farmers-national.com) states
that it “expects responsible soil stewardship on every
managed farm, and seeks to instill a strong soil and
water conservation ethic” in every one of its farm
managers. See, for example, Hertz Farm Management
Inc. (www.hfmgt.com), Northwest Farm Management
Company (www.nfmco.com), and Agri Affiliates, Inc.
(www.agriaffiliates.com).

An important theme from the research on women
landlords is that they strongly desire information
on conservation and stewardship practices aimed
at providing them with more influence in their deal-
ings with male tenants. A significant number say
they don’t know where to look for these programs
or feel intimidated to pursue them (Carolan 2005).
Educational and support program-
ming such as offered by the
Women, Food, and Agriculture
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Network (2004) (www.wfan.org) is critical to
strengthening women landlord’s capacity to meet
their conservation goals.

Sometimes, tenants educate landlords as to the
advantages of conservation practices. Such education
can be particularly persuasive when the conservation
practices are associated with higher value crops or
food products. (See Case Study: Kupers)

3. Community norms, social ties, and influence of
farm and conservation organizations. A variety of
“sustainable agriculture” non-profit organizations offer
good examples of creating normative space that rein-
forces sound ecological farming/ranching practices.
Examples include state-based organizations such
as the Pennsylvania Association for Sustainable
Agriculture (www.pasafarming.org) and the Practical
Farmers of lowa (www.practicalfarmers.org). Positive
norms also can be fostered by business enterprises
that place emphasis on—and provide education
related to—"ecologically responsible” food production
systems. Good examples are the Organic Valley
Family of Farms (www.farmers.coop), Red Tomato
(www.redtomato.org), and Country Natural Beef
(http://countrynaturalbeef.com). Initial research found
that social ties can enhance participation in environ-
mental decision-making by local landlords, but less
so for absentee landlords (Constance et al. 1996).
Improved motivation and participation in conservation
might result from engaging absentee and non-farming
landlords in the social fabric of the farming commu-
nities where their land is located. One may argue
that a retired farmer with tenants renting his or her
farmland is likely have deep relations in the community,
while the owner of farmland purchased as a second
home has never been deeply involved in community
affairs. The challenge is how to involve newcomers
or landowners who do not live in the community in
the local social fabric.

4. Land tenure terms and tenancy relationships.
Written leases with longer terms offer the best incen-
tives for conservation practices by farmers on land
they do not own. Institutional and governmental
landowners lead the way with examples of written,
long-term leases with environmental provisions.
Equity Trust (www.equitytrust.org), the Vermont
Land Trust (www.vlt.org), the E.F. Schumacher Society
(www.smallisbeautiful.org), the New England Small
Farm Institute (www.smallfarm.org), and others have
crafted long-term lease models and actual leases that
contain stewardship provisions. These and other
models can be used to educate private landowners.

Share leases with cost-sharing for environmental
renovations can positively impact environmental
practices on rented land. The literature provides
several examples of these leases (Allen and Lueck
1992; Dubois 2002). Such rental agreements are
particularly effective when the costs for additional
conservation measures are equitably shared between
landowner and tenant (Erwin 1982; Derr 1987). Share
leases face challenges, however, as more land rental
agreements move toward cash rent in response to a
number of risk-reduction and tax considerations.

Lease-to-purchase agreements can provide strong
incentives for environmental stewardship practices
by tenants who plan to someday be the landowner.
Knowing that you will own the property someday
changes the renter’s approach from short- to long-term.
(See Case Study: Guralski)

Clear and mutually agreed-upon environmental
stipulations can benefit both the landowner and land
renter. As mentioned above, AGREN Inc. promotes

... everywhere I have to spend a lot of time to
improve the soil. If I don 't have a long-term
plan, it looks like it is a waste of my effort to
improve the land over there. I don't know
when I need to leave.

—Hispanic Entrant Focus Group Participant

a “conservation lease” model that has provisions
for the tenant to implement conservation practices
on the land to protect the soil, air, water, plant and
animal habitats. A conservation lease encourages
cooperation between tenants and landowners to
obtain and maintain needed conservation practices
on a rented farm. These leases should address
which party is responsible for which practice.
Agreements should also clarify financial costs
and returns in the case of practices considered
capital expenditures, as well as reimbursement
to the tenant for unrecovered costs due to
conservation measures.

Several new initiatives connect
environmental stewardship to farm
entry and succession. Lease-to-pur-
chase agreements with environmental
clauses are an important tool for
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these initiatives. (See Case Study: Guralski).

The non-profit organization, New Spirit Ventures
(http://www.leopold.iastate.edu/news/events/New
SpiritVentures.pdf), links socially conscious investors,
farmland, and farmers who agree to use sustainable

education, incentives and removal of social and
economic barriers. Lease arrangements that foster
longer-term security, equitable sharing of costs of
conservation, and landlord engagement should be
encouraged. Specific recommendations include:

or organic farming practices. (See Case Study:
New Spirit Ventures.)

As a religious order, environmental stewardship
[of farmland] is a given, as it fits with “keeping
the land sacred.” ... Our role could be to provide
a sacred agriculture where we re really promoting
farming with the sustainable and mutual values
and the way we treat the food and the land.

—Religious Landholders Focus Group Participant

5. Conservation programs

At the most basic level, successful promotion of
conservation on farmland depends on a solid public
policy foundation. Over the past several decades, the
federal government has strengthened its position on,
and devoted more resources to, agricultural conser-
vation. Recent efforts at cross-compliance have likely
been one of the most effective policy actions because
of the strong economic incentives they provide for
following conservation practices.

However, the policy connection with respect to

land use policy, tenure, and their effect on farmland
stewardship is not as evident. A report to the Secretary
of Agriculture from the USDA Policy Advisory Com-
mittee on Farm and Forest Land Protection and Land
Use (Rominger et al.2001) addresses threats to
working land and land use policy at USDA and offers
recommendations aimed at protecting land. Nowhere
in the 73-page report are tenure, land ownership,
tenancy, leasing, or land acquisition mentioned.

D. Recommendations

Policies and programs at all levels should recognize
the relationship between land tenure, land use and
conservation. Tenants and landlords should be encour-
aged to implement conservation activities on farm and
ranch land through a combination of information,

1. Develop a federal policy position
about land tenure and conservation that goes
beyond “cross-compliance” requirements to shape
conservation and land use policy within the USDA
and other government agencies. Similarly, en-
courage states to adopt a policy platform that
addresses conservation and agricultural land
tenure. At minimum, such a policy framework
would address the realities of tenancy and
mitigate or reverse trends toward non-engaged
landlords and short-term, cash leases.

2. Support public programs that provide

financial payment for ecosystem services,
particularly for those that engage producers
early in their careers.

3. Strengthen state programs that reward

landowners for leasing to beginning farmers by
requiring environmental stipulations or incentives.
Develop other creative opportunities to link
farm entry with conservation.

4. Encourage landowners to make lease agree-

ments such that the costs and risks associated
with required conservation practices are not borne
entirely by the tenant. This could be done by
lowering the cash-rental rate or selecting a share-
lease because it distributes risk. This may result
in higher risks and costs for the landowner, but
s/he should also understand the long-term
economic, as well as social and environmental,
return from maintaining or improving the resource.

5. Tie FSA beginning farmer farm ownership

loan programs to environmental stewardship.
This could take the form of preferential loan terms,
debt forgiveness, debt for nature swapping, and/or
advantageous terms for capital associated with
transition to organic or sustainable practices.
Similar features could be implemented by Farm
Credit and Aggie Bond programs.

6. Encourage and reward longer-term leases,

share-leases, and lease-to-own agreements
because these foster and reward long-term
conservation practices, and
stewardship. Addressing and
compensating costs of tenants’
conservation practices may
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lead to more conservation behaviors. A
tenant is less likely to practice conservation
unless additional costs are shared. Also, meet-
ing conservation goals may restrict the tenant’s
management options and increase risks, resulting
in lower yields or higher production costs.

7. Link conservation goals with land access
programs such as Individual Development
Accounts, introduced in the 2007 Farm Bill, which
are essentially matched savings accounts to
acquire real estate or other capital assets.

8. Couple purchase of development rights
programs and farm viability programs with
succession planning and conservation planning.
Provide a financial incentive such as PDR or farm
viability funds for both operator and landowner
to encourage consideration of on-farm conser-
vation and transfer.

9. Continue and strengthen public and private
informational and technical assistance pro-
grams to beginning farmers. A core message
should be responsibility for the land regardless of
ownership. Additionally, educational and assis-
tance programs could help tenants calculate
realistic returns for conservation investments
on rented land. Conservation planning can be
integrated into curriculum and informational
materials about leasing and land acquisition
for beginning farmers, established farmers,
landlords, policy makers and providers.

10. Develop landlord education and assistance
programs and services. Encourage farm
conservation planning by all landowners and
tenants. Broad outreach by public and private
entities such as USDA agencies, conservation
organizations, farm management companies,
and consultants should inform non-farming
landowners about conservation planning and
urge them to have a professionally designed
plan. Focus on the particular needs, strengths,
and preferences of women landlords.

11. Promote and foster regular reviews of
conservation activities and plans by both
tenants and absentee landlords returning to the
farm/ranch to participate in annual monitoring
meetings, using such times to strengthen social
ties with the tenant and neighbors. Absent such
direct landlord involvement, there might be a
stronger role for farm management companies
and non-profit “environmental consultants”

(Dubois 2002) who would represent absentee
landowners in such annual environmental monitoring.

12. Encourage non-farming/absentee landlords
to become more involved in conservation.
This might take the shape of providing them
with information on ecologically responsible
farming/ranching systems, offering examples of
stewardship provisions in a lease, taking them
on farm tours, and providing consultation with
landlords experienced with conservation prac-
tices. Agricultural support organizations and
consultants could offer absentee landlord
educational workshops such as those offered
by the Glynwood Center in New York State
(www.glynwood.org). For example, NRCS
State Technical Committees and Local Work
Groups could reach out to and include
non-farming landowners.

13. Explore ways to overcome social barriers
standing in the way of environmental decision-
making and stewardship practices especially for:
a) absentee and other non-farming landlords;
b) women landowners; and c) other special
groups. Research and evaluate strategies to
create or strengthen ties between absentee
landlords and rural communities in order to
improve conservation decision-making for
their land.

14. Specify environmental stewardship prac-
tices in tenure agreements and encourage
regular review of conservation activities on
rented land. Promote long-term agreements,
ground leases, and agricultural easements
that incorporate conservation and
stewardship provisions.

15. Research the interacting factors that
influence farmer/rancher decisions
to adopt conservation and stewardship
practices, including

a. The relative influences of economic, social,
and land tenure factors

b. The relative influence and attractiveness
of specific government programs for
landowners and tenants

c. The relative attractiveness of various
conservation practices
to tenants compared
to landlords
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d. The relative influence of region and farm
enterprise type. Studies of tenure status and
conservation, for example, tend to focus on
only one type of farming system, i.e. corn
and soybean farms. While this controls for
some forms of variability, it is difficult to
extrapolate to other farm types. More
quantitative and qualitative studies should
include at least two farming systems and
perhaps more than one region to allow for
comparison and increased generalization.

16. Conduct research to explore and evaluate
the influence of existing and new forms
of lease agreements on stewardship deci-
sions and conservation practices. Focus on
how long-term, ground, and share-leases with
environmental stipulations can foster environ-
mental practices. Address why share-leases
have fallen out of practice and how they might
be resurrected in forms appropriate for 21st
century tenancy arrangements.

E. Case studies

1.

Monk: Addressing a Northeast religious order’s
conservation goals.

. Kupers: Tenant initiates conservation practices

on rented wheat farm.

Smith: Struggles for a private landowner’s
environmental wishes.

Guralski: The Guralski-Martin incubator farm.

Jacobs: Swallow’s Nest CSA and land
access struggles.

Cuyahoga: Countryside Initiative in Cuyahoga
Valley National Park, Ohio.

. New Spirit Ventures: Conservation buyers

lease to sustainable farmers.
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V. SUMMARY OF FINDINGS AND RECOMMENDATIONS

A. Farm and Ranch Access and Tenure
Research Findings
General Trends

» About two-thirds of the country’s farm asset
wealth is held in real estate. Farmland ownership
is concentrated; four percent of owners hold
nearly half the land.

» Seventy percent of farmland will change hands in
next 20 years. Women owners are increasing; they
may own up to 3/4 of farmland transferred in the
next 2 decades.

» Absentee ownership is increasing. Eighty-eight
percent of farmland owners are not farm operators.
Of all farm landlords, over 60% are over the age
of 60 and 40% are over 70 years old. Absentee
landlords own 44 percent of the nation’s farmland.

* Investor ownership is increasing. In 2002, 34 percent
of farmland owners in lowa were investors, double
the proportion in 1989.

* In Western regions, water rights are integrally
connected with land rights and must be considered
in tandem. Water rights are treated similarly to rights
to real property, and can be conveyed, mortgaged,
and encumbered in the same manner.

1. Ownership

 Agricultural land is increasingly in the hands of
older owners (60 + years), with owners under 35
accounting for an increasingly smaller proportion.
Fewer young people are entering into farming, and
of these even fewer are able to purchase their
own land to farm.

» Farm real estate values more than doubled from
2002-2008. In some areas, values are nearly ten
times the national average.

» Government subsidy programs inflate the cost of
land. Much of the increase in government payments
accrues to landlords in the form of higher rents.

» Cost, competition and availability of land are major
challenges for most beginning farmers as is finding
suitable property. Housing availability and costs
are also obstacles for many entrants.

2. Succession and Transfer

Fewer entrants acquire farms from family members;
more entrants come from non-farm backgrounds.
“Traditional” succession—passing farms from older
to younger generation within the family through
purchase, gift, or inheritance—accounts for

only about half of farmland acquisitions.

Despite government loan programs, many beginning
farmers report not being able to secure loans for
real estate. Only 3 percent of farmland buyers are
new farmers.

Nationally, eighty-eight percent of farm landlords
are non-operators, owning 40% of U.S. farmland.
They are a varied demographic including: public;
private; and institutional owners. The vast majority
of land transfers and farm succession will happen
in the private sector.

3. Tenancy

Farm tenancy is not inherently bad. Under the right
conditions, farm rental can offer beginning and
other farmers a flexible, lower-cost alternative to
purchasing land.

Tenancy has always constituted a significant
percentage of farm tenure. Since 1950s there has
been an increase in partial and full tenancy. Full
ownership tends to be more associated with
smaller farms.

Nearly one-third of principal operators rent some
or all the land they farm. In general, young farm
entrants generally own fewer acres than they rent.

From 2000 to 2008, national average cash rents
for cropland increased by 37%.

Most rental agreements are short-term, usually
annual. At least a third are verbal; a strong culture
and laws pertain to oral leases. Short-term agree-
ments are inherently less secure and discourage
investment. Cash leases are three times more com-
mon than share leases, with the proportion growing.

4. Opportunity

Key factors for successful tenancy
are appropriate rental agreements
and engaged tenant-landlord
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relationships. Less traditional tenancy models (e.g.,
longer-term leases, ground leases and lease-to-own)
and share-lease and flexible cash agreements
hold promise for increasing security, shared risk,
investment and stewardship.

* Private, public and institutional landowners can play
key roles in making land available and engaging new
models for tenancy and acquisition. In particular,
public and institutional sectors can:

o Provide new models for secure land
tenure arrangements

o Provide new models for environmental
stewardship on rented land

o Play key roles in farmland retention in areas
of high land costs

o Facilitate affordable access to farmland in
areas of high land costs

» Education and assistance programs are
essential to help entrants and other farmers
make appropriate tenure choices, find land,
and negotiate fruitful agreements.

5. Socially disadvantaged populations

 Socially disadvantaged populations face additional
challenges acquiring farmland. These include per-
sistent discrimination, cultural and language barriers,
and fractionated heir property.

Policy Goals and Recommendations.

For a resilient structure of agriculture, both land
ownership and tenancy—under the appropriate
conditions—should be accepted and promoted as
tenure options. U.S. agriculture policy should foster
farm entry and viability by promoting:

a. Increased opportunity for access to farms
and ranches;

b. Affordable options to acquire land and
housing; and

c. Security of tenure.

Furthermore, farmland owners should be educated
and encouraged to offer tenure situations that are
affordable, secure and promote conservation, and
to actively participate in relationship with the land
operator. Policies and programs should address
ways to enhance access to agricultural land, land
and farm housing affordability, and security of tenure.

Given the predominance of non-operator landlords, we
need to engage private farmland owners of different
kinds (e.g., absentee, women, conservation investors).
Less traditional tenure arrangements offer fruitful
models for access, security and stewardship, espe-
cially in areas of the country where land is particularly
scarce and expensive.

1. Articulate national policy objectives for agri-
cultural land tenure that will serve as a framework
for USDA agencies and offices, programs, rules
and resource allocation.

2. Encourage state, county and local policy to
address farm/ranch access, tenure, land use,
and transfer. Recognize and learn from regional
differences. Implement state land use policy
frameworks that address agricultural lands (e.g.,
conserve, make available, foster secure tenure).
Encourage and promote innovative tools such
as affirmative easements and transfer of
farming rights.

3. Conduct AELOS (scheduled for 2011) or
enhance ARMS to gather contemporary data
on farmland ownership and tenure. Project and
understand trends and impacts in land transfers
in the next twenty years. Design so data users
at the state and county levels can benefit.

4. Promote more advantageous leases.
Educate about the benefits of written agreements.
Encourage and reward more secure leases.
Provide information, education and technical
assistance to landowners and tenants to enter
into longer-term (5 or more year) agreements
and share-leases. Draw from non-agricultural
leases (e.g., real estate, business) for models
and best practices. Make share-lease models
and regionally appropriate share formulas widely
available. Change state policies to allow longer
lease terms or assure alternatives for increased
security such as rolling lease terms.

5. Anticipate and respond to changes in
banking regulations and standards in response
to economic conditions (e.g., additional require-
ments such as written leases as part of loan
documentation).

6. Educate and reward non-farming landowners.
Promote and provide resources for educational
programming, outreach and
assistance, particularly for
absentee landlords.
Encourage greater
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10.

1.

12.

13.

14.

involvement and investment, and more secure
tenure agreements through tax incentives or
disincentives and/or other measures. Encourage
a special focus on women landowners and
landlords. Encourage leases that promote
conservation and stewardship.

Integrate tenure considerations into business
planning programs. Address the lease versus
purchase business implications; provide tools
and modules.

Promote farming and ranching on public
lands and remove barriers to secure tenure
on public land (length of lease, ownership of
improvements). Provide information, models
and technical assistance to public land man-
agers to encourage agricultural uses.

Promote increased and appropriate use of

loan programs. Improve outreach to enhance

use of FSA loan programs and the contract sales
guarantee program. Insist on borrower training

for beginning farmers seeking ownership loans.
Encourage Aggie Bond programs in states that
don’t have or underutilize them.

Offer tax and other incentives to landowners
who lease or sell their land for farming, drawing
from models in Nebraska and lowa.

Help farmers find properties and landowners
find farmers. Obtain a solid understanding of
how farm linking programs are addressing and
might more effectively address this objective.
Provide adequate public support for such services.
Couple them with land acquisition readiness
education and assistance. Encourage non-
farming landowners to match their farmable
properties with farm operators.

Promote affordability provisions. Add language
such as the Option to Purchase at Agricultural
Value (OPAV) to conservation easements to
eliminate speculation and assure perpetual
affordability for farmers on conserved farms.

Address farmer housing. Develop schemes
to link housing and land; emphasize affordable
housing for beginning farmers. Draw upon models
and procedures from the affordable housing
community. Foster multi-family, life estate and
other housing scenarios that enable retired
farm families to live on the farm.

Encourage innovative land use and zoning
that prioritize and reward agricultural land uses

15.

16.

17.

18.

19.

20.

such as farm-centric residential developments,
cluster zoning with agricultural uses on set-aside
land, etc.

Address heir property and fractionation; provide
special assistance and programs for African-
American and Native American farm and

ranch holders.

Consider and address water rights as they
relate to land access, tenure and succession.

Address the specific challenges faced by
socially disadvantaged populations with
respect to purchasing or renting land.

Promote tenancy arrangements that help
new farmers build equity (e.g., share milking,
ground leases, shared equity)

Discourage farmland speculation. Consider
such innovations as a progressive capital gains
tax (like Vermont) and socially responsible
investing in productive land.

Conduct research in the following areas:

a. Non-operator farm owners: Who are
they? What do they need? What are the
most effective ways to reach, educate and
support them? Place special emphasis on
women landlords and “socially responsible”
(conservation) investors.

b. Farm Bill programs: Evaluate new programs
for their effectiveness in addressing land
access and tenure.

c. Innovative models: Evaluate state, local, insti-
tutional and private efforts and models (e.g.,
leases, housing affordability, equity financing)

d. Tax barriers and incentives: What are the
major tax issues for land access and
tenure? What reforms and innovations
would be beneficial?

e. Share-leases: Research the trend toward
cash leases and away from share leases.
How might share-leases be modified to be
more attractive in the 21st Century?

—h

Current trends and projections: Monitor
and evaluate the impacts of the current
recession on farm real estate values and
farmland purchases.
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B. Farm and Ranch Succession
Research Findings
General Trends

* Up to 25% of the nation’s farmers and ranchers
will retire in the next two decades.

A substantial portion of the 87 million acres owned
by the 42% of operators planning to either rent or
sell their land will likely become available in the
next several years.

* Older farmers are staying in farming longer than did
earlier generations. A recent lowa survey found that
one quarter of that state’s farmers do not expect to
ever retire.

» Given the weighty financial and emotional consid-
erations, older farmers often resist developing farm
succession plans. A recent study found that 88%
of farmers and farmland owners neither had an
exit strategy nor knew know how to develop one.

» The smaller (in sales) the farm, the less likely it is
to have a succession plan and less likely to have
an identified successor.

1. Financial, tax, and legal matters

» Farm financial viability is an important pre-condition
to a successful transfer from one generation to
another. Exiting farm families must balance an
adequate retirement income with making the farm
affordable for the next generation.

» Retirement income is of particular concern to farm
wives who typically outlive their husbands.

» The importance of taxes on the transition of the farm
business is often overvalued. There are approaches
and instruments to minimize tax consequences
and address complex legal issues.

2. Identifying a successor

» Of farmers planning to retire only about 30% have
an identified successor.

» While historically first-born male children were
identified as successors, a growing percentage of
farmers identify daughters as potential successors.

* The actual farm transfer mechanics are not very
different whether the successor is a family member
or not. The key issues are finding a non-family
successor, building the relationship, and settling
with non-farming heirs.

3. Transferring management

The transfer of management of the farm operation
is a critically important part of farm succession that
is often overlooked—by farmers, researchers and

service providers.

The transfer of management is a process, not an
event, which can involve positive mentoring and
mutually rewarding shifts in responsibility or conflicts
and power struggles.

Across cultures, the more important the farm
management decision, the less likely the senior
operators are to hand over the decisions to their
successors, and the longer they delay in transferring
responsibility for those decisions.

Effective succession planning begins well in advance
of when the younger generation is expected to take
control so managerial roles and legal ownership of
the farm can be transferred gradually.

4. Addressing family issues

The soft (social, family, interpersonal) issues are the
hard issues. Both family and business goals must be
articulated and addressed. The first step in initiating
a successful farm succession is discussing the
goals, wants, and needs of all parties involved.

A survey of lowa farmers found that nearly half
had not discussed retirement with anyone.

The transition into retirement is often experienced
as a profound change for the exiting farm family that
can involve loss of identity, control, and community
status, as well as lifestyle changes, health and
health care concerns, and residential choices.

A key challenge for many exiting farm couples is
how to treat heirs. It is important to distinguish
equitable from equal treatment.

5. Obtaining assistance

Succession planning is challenging because many
farm families are disinclined to seek professional help.

To be most effective, farm succession and transfer
planning requires a team of professionals working
in concert toward the farm family’s goals. While a
number of agencies, land grant universities and
private groups offer succession
planning assistance, help is un-
even, scattered, uncoordinated
and often hard to find.
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Policy Goals and Recommendations

Public policies at all levels should encourage and
support the timely transfer of farm businesses and
properties in ways that assure a comfortable transition
and meaningful legacy for the retiring farmer, and
affordable opportunity for the next generation. Farm
families should be able to obtain adequate, informed
assistance from teams of advisors equipped with the
full arsenal of transfer tools and methods. Special
attention should be paid to families without farming
heirs, the junior generation, women inheritors and
socially disadvantaged populations.

1.

Educate professionals. Inform providers
about succession issues and more innovative
approaches to succession planning. Motivate
advisors to work with the farming community on
retirement, estate and transfer planning. Provide,
support and reward professional training espe-
cially in regions where agricultural services
have been diminished.

Build teams and service networks. Foster
local and regional cross-discipline professional
succession planning teams (attorneys, land use
planners, financial advisors, tax accountants, etc.);
encourage use of Internet-based planning tools
and resources. Strengthen regional and national
farm transfer associations and networks. Encour-
age business assistance centers and programs
(e.g., Small Business Development Centers)
to include farm estate/succession planning in
their services.

Build community awareness. Educate commu-
nity stakeholders, professionals and policymakers
about farm succession issues and challenges.
Engage community and economic development,
municipal agency, civic and conservation groups
in supporting farm transfer. Emphasize the
connection between farm entry and exit

Encourage and reward farm operators to plan
for succession. Provide incentives; offer cost-
share or other financial support for farm families
—especially those preparing to exit or in a certain
age bracket—to obtain succession planning
assistance. Offer succession planning assistance
as an option or component in state business
planning, farm viability, and other cost-share and
grant-supported programs. Require a land tenure
and succession planning course for an ag-related
degree at publicly funded educational institutions.
Replicate Canada’s policy to offer interest and
business fee rebates to farm families who
develop a succession plan.

10.

11.

Reward, prioritize or require succession
plans from applicants to programs such as EQIP,
CRP, public and private purchase of development
rights and state farm viability programs.

. Examine and evaluate tax laws for barriers

to intergenerational farm transfers and amend
federal and states tax codes to remove them.

Further develop programming to support and
educate about farm succession. Focus on the
junior generation. Include non-family and non-
ownership options.Emphasize and support
effective management transfer.

Develop and promote better estate and
transfer planning tools and models. Find
alternatives to the heavy reliance on farmland
sales to fund retirement (e.g., pension programs
to encourage exiting farmers to transfer sooner).

. Place special emphasis on the needs of women

inheritors, African-American exiters and other
socially disadvantaged groups regarding farm
exit, transfer and retirement.

Develop, improve and strengthen programs
that help exiting farmers find and successfully
connect with non-family successors.

Conduct research on:

a. Farm linking programs to evaluate
their successes and challenges; develop
recommendations

b. Applications of sharemilking model
to other commodities

c. Tax issues that impact succession
and transfer

C. Conservation and Stewardship
Research Findings

1. Economics and economic incentives

» Federal, state, and local programs provide

financial incentives to landowners and tenants
for land stewardship and ecosystem services,
and engage producers early in their careers.

» Other economic calculations related to land

conservation practices can be more complex
as with the distribution of respon-
sibilities and rewards between
tenants and landowners.
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* “Flexible incentives” approaches to private rental
agreements can support the land stewardship
goals and economics of both landowners
and tenants.

2. Farm operator education and attitudes

+ Education levels and attitudes of farmland owners
and operators are positively correlated with agri-
cultural conservation and stewardship practices.

* The more information farm and ranch operators
have about land stewardship and conservation,
the more likely they are to practice it.

3. Community norms and social ties

» Social ties can be important for environmental
decision-making by local landlords but play less
important roles with absentee landlords. Absentee
and other non-farming landowners receive little or
no education or assistance regarding conservation
and stewardship.

* Sometimes tenants are more motivated toward
conservation activities than their landlords;
sometimes the reverse is true.

» Women landlords can find it challenging to obtain
changes in conservation behavior of renters. They
desire information on conservation, often to
provide them with more influence in dealing
with male tenants.

» Farmer groups and conservation organizations
that provide both social support and practical land
stewardship knowledge can significantly influence
operators’ conservation practices. Professional
farm management companies and other providers
are important providers of education for landowners
and operators regarding land conservation and
stewardship.

4. Land tenure terms and tenancy relationships

* The relationship between land tenancy and agri-
cultural stewardship is important because over
40% of the nation’s farmland is rented.

* The “tenancy hypothesis,” which linked tenants to
agricultural resource degradation is being replaced
by a more complex set of relationships between
land tenure and conservation practices. There is
nothing inherent in tenancy that results in inferior
environmental stewardship. Problems arise largely
depending on the nature of the rental agreement
and landlord-tenant relationship.

» Short-term leases and the uncertainty associated
with them tend to discourage environmentally

related investments or practices on the part of
tenants. Verbal lease agreements offer a mixed
picture with regard to conservation practices.

« Certain lease models foster on-farm conservation:
share rental agreements; longer term, written lease
agreements with clear environmental stipulations
and cost-share provisions; and lease-to-
purchase agreements.

5. Conservation program design
and implementation

» Owner-operators, landlords and tenants can
and do participate in government conservation
programs.

* Local participation by operators and landowners
in the governance of federal and state conserva-
tion programs can increase farmer participation
in those programs.

» Opportunities exist to link farm conservation prac-
tices to beginning and exiting farmer programs at
all levels of government. Several USDA conser-
vation programs offer incentives for beginning
farmers to adopt conservation practices.

Policy Goals and Recommendations.

Policies and programs at all levels should recognize
the relationship between land tenure and land use
and conservation. Tenants and landlords should be
encouraged to implement conservation activities on
farm and ranch land through a combination of infor-
mation, education, incentives and removal of social
and economic barriers. Lease arrangements that foster
longer-term security, equitable sharing of costs of
conservation, and landlord engagement should

be encouraged.

1. Develop a federal policy position about land
tenure and conservation to shape conservation
and land use policy within the USDA and other
government agencies. Similarly, encourage
states to adopt a policy platform that addresses
conservation and agricultural land tenure. At
minimum, such a policy framework would address
the realities of tenancy and mitigate or reverse
trends toward non-engaged landlords and
short-term, cash leases.

2. Strengthen state programs
that reward landowners for
leasing to beginning farmers
by including environmental
stipulations or incentives.
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Explore other creative opportunities at state and
local levels to link farm entry with conservation.

. Encourage or require local, regional and
state land use planning initiatives to include
farm and ranch land access and tenure.
Promote awareness about these issues and how
access, tenure and succession are integral to
open space, smart growth, energy, transportation,
and economic development planning at all levels.

. Encourage landowners to make lease agree-
ments equitable so that the costs and risks
associated with required conservation practices
are not borne entirely by the tenant. This could be
done by lowering the cash rental rate or selecting
a share lease that distributes risk equitably.
This may result in higher risks and costs for the
landowner, but s/he should also understand the
long-term economic (as well as social and envi-
ronmental) return from maintaining or improving
the resource.

. Tie beginning farmer farm ownership loan
programs (FSA and IDA, Farm Credit and Aggie
Bond programs) to environmental stewardship.
This could take the form of preferential loan terms,
debt forgiveness, debt for nature swapping, and/or
advantageous terms for capital associated with
transition to organic or sustainable practices.

. Encourage and reward longer-term leases,
share leases and lease-to-own agreements as
these foster and reward sustainable agriculture,
longer-term conservation and stewardship.
Addressing costs of tenants’ conservation prac-
tices may lead to more conservation behaviors.
Atenant is less likely to practice conservation
unless additional costs are shared or the tenant
is assured repayment of an unexhausted value
in case the lease agreement ends. Also, meeting
conservation goals may restrict the tenant’'s man-
agement options and increase risks, resulting in
lower yields or higher production costs.

. Couple purchase of development rights
programs and farm viability programs
with succession planning and conservation
planning. Provide a financial incentive (PDR
or farm viability program funds) for operator
and landowner to think in terms of on-farm
conservation and transfer.

. Tie succession planning to placement of
a conservation easement.

10.

11.

12.

13.

14.

Tie access and affordability to farmland
preservation goals and regulations. For
example, replicate successful examples of
ag value resale limits in easements.

Support public programs that provide financial
payment for ecosystem services, particularly
those that engage producers early in their career.
Research, develop and promote ways to value
soil improvements achieved by tenants.

Continue and strengthen public and private
informational and technical assistance pro-
grams to beginning farmers. A core message
should be responsibility for the land regardless of
who owns it. Additionally, educational and assis-
tance programs could help tenants calculate
realistic returns for conservation investments on
rented land. Integrate conservation planning into
curriculum and informational materials about
leasing and land acquisition for beginning farmers,
established farmers and landlords.

Develop landlord education and assistance
programs and services. Encourage farm
conservation planning by all landowners and
tenants. Broad outreach by public and private
entities (USDA agencies, conservation organiza-
tions, farm management companies, consultants,
etc.) should inform non-farming landowners about
conservation planning, and urge them to have
a professionally designed plan. Focus on the
particular needs, strengths and preferences of
women landlords. Special assistance should
also be extended to socially disadvantaged
landowners and tenants. Target outreach and
information to owners of potentially active agri-
cultural land (e.g., estate, second home,
recreational land owners).

Get non-farming/absentee landlords more
involved in conservation. This might include
providing them with information on ecologically
responsible farming/ranching systems, offering
examples of stewardship provisions in a lease,
farm tours, and consultation. Agricultural sup-
port organizations and consultants could offer
absentee landlord educational workshops. For
example, NRCS State Technical Committees
and Local Work Groups could reach out to and
include non-farming landowners.

Promote and foster regular
reviews of conservation
activities and plans by both
tenants and absentee landlords
returning to the farm/ranch to
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participate in these (annual) monitoring meetings,
using such times to strengthen social ties with
the tenant and neighbors. Absent such direct
landlord involvement, there might be a place for
farm management companies and non-profit
“environmental consultants” (Dubois 2002) who
would represent absentee landowners in such
annual environmental monitoring.

15. Urge conservation land trusts to become
more involved in farm and ranch land protec-
tion; provide land trusts with technical support.
Encourage protection of smaller parcels by land
trusts and public programs, especially in urban
and peri-urban areas.

16. Explore ways to overcome social barriers
standing in the way of environmental decision-
making and stewardship practices especially for:
a) absentee and other non-farming landlords; b)
women landowners; and c) other special groups.
Research and evaluate strategies to reconnect
absentee landlords to rural communities and to
encourage their conservation decision-making
for their land.

17. Specify environmental stewardship practices
in tenure agreements and encourage regular
review of conservation activities on rented land.
Promote long-term agreements, ground leases
and agricultural easements that incorporate
conservation and stewardship provisions.

18. Research the intertwining factors that
influence farmer/rancher decisions to adopt
conservation and stewardship practices:

a. The relative influences of economic, social,
and land tenure factors;

b. The relative influence and attractiveness of
specific government programs for landowners
and tenants;

c. The relative attractiveness of various
conservation practices to tenants compared
to landlords; and

d. The relative influence of region and farm
enterprise type. Studies of tenure status and
conservation, for example, tend to focus on
only one type of farming system, i.e. corn and
soybean farms. While this controls for some
forms of variability, it is difficult to extrapolate
to other farm types. More quantitative and
qualitative studies should include at least two
farming systems, and perhaps more than
one region to allow for comparison and
increased generalization.

19. Conduct research to explore and evaluate
the influence of existing and new forms of
lease agreements on stewardship decisions and
conservation practices. Focus on how long-term,
ground, and share leases with environmental
stipulations can foster environmental practices.
Address why share leases have fallen out of
practice, and how they might be resurrected
in forms appropriate for 21st century
tenancy arrangements.
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CASE STUDY: MONK

Addressing a Northeast religious order’s conservation goals

Highlights
* Religious Order as Non-farming Landowners
» Tensions Regarding Conservation Goals

Non-farming landowners and tenants sometimes
clash over the environmental stewardship of farm-
land. The unique aspect of the following case study
is that the landowner is a monastic society of monks
who have recently come together to implement a
policy that would, among other things, prevent the
use of agrochemicals on the land they rent out. This
story illustrates the complications that can ensue
when congenial longstanding social ties are threat-
ened by disagreements over caring for the land. It
also describes the steps this religious landholding
organization took to mitigate the situation.

Jacob Metz is a brother in a monastic society in the
Northeastern region of the U.S. Jacob is a member
of the order who is responsible for the facilities and
grounds. The buildings at the monastery include a
church, chapel, living quarters for members, and a
guesthouse. The monastery is located in an urban
setting, very close to a large university. On that site,
the monks have gardens where they grow flowers
and herbs Three miles south, the Brothers own 144
acres of property given to them as a gift in the 1950s
by a family who originally acquired the land in the
late 17th century through a land grant created by
King Charles Il. Since this time, the land has been
continuously used for pasture or crops.

As the facilities and grounds manager for the
monastery, Jacob is involved in making decisions
about the agricultural land they own and, specifically,
the lease arrangement. Since the 1960s, the Brothers
have leased most of their 144 acres of agricultural
land to a neighbor, [John] a 60-year-old dairy farmer
whose family has lived in the neighborhood since
the late 17th century. [John] and his brother milk a
small herd of 30 Holsteins, and their farm is about
1.5 miles from the Brothers’ land. The Brothers
lease the land to [John] for $100 per year. As part
of the lease arrangement, [John] provides mowing
services for the Brothers’ larger meadows that are
not farmed, which helps to keep the forest from

encroaching onto the fields. [John] grows feed
corn on these two lots, along with some alfalfa.
The Brothers’ attorneys require them to draw up
a lease which [John] signs each year.

Professional Resources Used

In the last couple of years, the community of
Brothers has started talking about long-range plans
for their property. They have had conversations with
state agencies about selling the development rights
to ensure that the land is preserved for agricultural
use. In this region of the country, pressure to develop
housing has resulted in the loss of agricultural
land. The Brothers want to preserve their land and
its environmental qualities. Three years ago, they
hired Steven, an environmental property manager.
Steven is very savvy with regard to conservation
issues on agricultural farmland. A small-scale
organic farmer himself, Steven played an important
role in educating the Brothers about conservation.
He encouraged the successful expansion of the
kitchen garden and the Brothers hope to soon
become completely self-sufficient.

Jacob says that with the help of Steven, “The
[Brothers] community agreed to a policy that
we would no longer allow artificial herbicides
or fertilizers. We wanted to encourage organic
farming on our land.” The community of Brothers
passed the following policy:

“Over the next three years, it is our intent to institute
a consistent policy of sustainable stewardship of the
Society’s land, encompassing all horticultural and
agricultural activities. The focus will be on reducing
petro-chemical fertilizer, herbicide and pesticide use;
eliminating the culture of all genetically modified
organisms; and, replacing these techniques with
more ecologically sound horticultural and agricul-
tural practices such as composting,
crop rotation, cover crops and use
of chemicals and soil amendments
comparable to those used on
certified organic farms.”
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CASE STUDY: MONK

By having Steven on the staff, the Brothers have
been more aware of the activities on their rented
land. Steven had been aware that their tenant,
[John], was planting genetically modified (GMO)
corn and spraying herbicide. Last year, Steven
went to [John] to renew the lease, and brought him
a copy of the new resolution that the community of
Brothers had passed. The terms of the lease were
the same, but there was a separate document
explaining that they wanted to help him to transition
to organic practices. In response to the new policy,
[John] said he did not believe in organic farming.
The Brothers offered [John] a three-year timeframe
to transition to organic. If [John] did not choose that
direction, the Brothers would not renew the lease.

With regard to this difficult situation, Jacob said,
“[John] has been a good neighbor and we have
had cordial relations over all these years. He’s
been a good friend, he’s neighborly, and he’s
provided us with a lot of cow manure for our
gardens. | was really taken aback when | heard
about [John]'s response.” Jacob explained that he
felt especially sad that since the Brothers’ difficult
meeting with [John], they learned that [John] and
his brother sold their herd. Jacob felt that, unfortu-
nately, their new requirement seemed to be yet
another blow to [John] as a farmer.

Planning for the Future

If the Brothers cease renting to [John], they would
like to rent their land to local organic farmers. They
would conduct a soil analysis and begin a program
of soil building with a new tenant. In their current
lease with [John], there are some general conser-
vation stipulations. For example, it requires [John] to
mow the meadows in the spring and fall. After the
three-year period has elapsed (or if [John] decides
to terminate earlier), the Brothers will make changes
to the lease, including the main stipulation that will
mandate the practice of organic agriculture on their
land. They realize that they will need to find a new
tenant who is harmonious with these requirements,
and that they will need to institute their own moni-
toring procedures to ensure that their desires for
land management are complied with.

Click here to return to Institutional/educational/
religious and other nonprofits on page 23

Click here to return to Community norms, social
ties, and influence of farm and conservation
organizations on page 48

Click here to return to the Case Studies listed
on page 56
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CASE STUDY: JAMISON

Farm Business Succession Between Unrelated Parties

Highlights
¢ Relocation to another state
e Work-in transfer model

Kevin and Amy Jamison were raised in rural Idaho
and have relatives who are farmers. Kevin had
worked summers and part time for his uncle who
owns a small crop and livestock farm. Kevin and Amy
are in their late twenties and have three children.
They had always talked about wanting to farm and
to raise their children on a farm. After reading an
article in a regional farm magazine about linking
programs that provide entry opportunities for new
farmers, they registered with several such programs
and also began contacting the Extension services
in several states for help to identify opportunities
to start farming.

Kevin was employed on the local county road
maintenance crew. Amy took the lead in investigating
opportunities that looked promising. Both are from
large families belonging to the same church. Both
families were supportive of their desire to farm. It
was important to Kevin, Amy, and their families that
the children be raised in the same religious tradition
as the one in which they were raised. Therefore,
the availability of a church in their denomination
was a requirement for any farm entry opportunity.

The Jamisons prepared a letter of introduction
and a resume listing their education, experience,
and goals. These accompanied their applications
with several farm linking services and were sent to
several promising leads. As a result, an opportunity
in lllinois was discovered. Several preliminary tele-
phone conversations eventually led the Jamisons
to visit the farm of William and Carol Russell. The
Russells operated a 1200-acre grain and livestock
farm near Mattoon, lllinois. The livestock operation
is a 30,000 head farrow to wean operation and the
pigs are produced for a local integrator under a
written production contract.

The Russell farm is a family operation that has
been in Carol’s family for more than 150 years.
William and Carol took over the grain operation
from Carol’s father when her parents passed on.
Being the only child, she inherited the farm. William
began the hog operation and grew it to the business
that it is today. The farm business has been suc-
cessful enough to support the Russells and the
families of three hired employees.

After the Jamison’s visit, conversations proceeded
in earnest to plan for their move from Idaho to the
Russell farm. William and Carol agreed to provide
housing for the Jamison family; a house not far
from the hog operation was located and purchased.
While William is several years from retirement, the
plan is to work Kevin into a position of management
with partial ownership of the hog facility within the
next five years. Kevin and Amy have some capital
to invest into the operation and because the live-
stock facilities will provide a faster return than the
farmland, it was decided that the initial investment
will be in the livestock facility. The speed at which
the management of the hog operation will transfer
is tied to profitability and how quickly Kevin learns
the management. Benchmarks are being developed
along with the transfer of equity as a part of Kevin's
compensation package.

Kevin and Amy are now in lllinois, and Kevin is
helping to manage the Russell’s operation. The
Jamisons have been warmly received into the
community. They are active in the local church
and are participating in several civic organizations.
A regular schedule of weekly production meetings
has been initiated and semi-annual succession
meeting are planned with the first to take place

in February of 2009.

Continued on next page
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Challenges

Locating a farming opportunity outside
the family

Meeting farming as well as personal and family
(e.g., church) goals and preferences

Getting established in a new community

Learning to operate a large confinement
livestock operation

Finding appropriate off-farm employment for Amy

Agreeing upon definite dates for the transfer
of management and William’s retirement

Recommendations

The Jamisons emphasize the importance
of their initial discussions on the future they
pictured for their family.

The Jamisons emphasize the importance

of a good presentation—resume, good inter-
personal skills, references—when connecting
with potential matches.

The Russells recommend that there be adequate
scale and profit to finance a transition plan and
that there is adequate funding for retirement.

Both parties agree that it is important to monitor
the transfer of the management and the progress
toward mutually agreed upon bench marks.

Both parties recommend the use of a neutral
person to facilitate the introductions and initial
discussions between the farm and the successor.

Click here to return to Identifying a successor

on page 36

Click here to return to the Case Studies listed

on page 43
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Multi-Generation Succession

Introduction. Denny Miller grew up on a farm in
Smallville, IA. As he grew older he became more
active in the farming operation—taking care of the
livestock as well as the business side. Denny always
knew he wanted to be a farmer. His parents, Tom
and Theresa, wanted Denny to attend college
before returning to the farm.

During college, Denny met Mary Williamson, a bright
young woman from two counties away. After college,
Denny and Mary married. They rented a house a
few miles from Denny’s parents and were able to
rent some ground to farm. Denny provided labor
for his dad in exchange for the use of machinery.
He already had some cows that he kept with his
dad’s herd and began feeding hogs as well. Mary
began teaching at a nearby school; her salary
helped their cash flow.

Soon Mary and Denny had three children—Chris,
Kevin, and Kathy. Their farming operation grew
along with the family. Denny had been building his
cattle herd and was now running them separately
from his father. The hog operation and their land
base were growing.

Part —Mary and Denny, age 45;
Kevin, age 21; and Denny’s parents, age 66

Mary and Denny Miller have now been farming for
twenty years. Getting started farming in the 80s was
no easy task, but somehow they made things work.
Over the years, they purchased 80 acres of pasture
ground, 80 acres of hay ground, and 80 acres of crop
ground for $1,000/acre, $2,000/acre and $3,250/acre
respectively. Mary and Denny also built a small house
and stopped renting a house from the neighbors.

The Millers rent an additional 920 acres of crop
ground and 160 acres of pasture. Denny plants a
50/50 corn and soybean rotation and owns about
$325,000 worth of machinery. The combine and
planter are half-owned by Mary and Denny and half-
owned by Denny’s dad Tom, who still farms in the
area. Denny knows that his most profitable enter-
prises are the corn and soybeans, but he most

enjoys raising cattle. Denny decided to quit raising
hogs and focus more on the crops and cattle a few
years ago. Currently, Denny has 85 head of mature
cows and 10 bred heifers. He kept more heifer calves
this year in anticipation of his son Kevin’s return to
the farm. They have a small feedlot in which they
keep each year’s calf crop. Denny still plays a large
role in his parents’ farming operation as well. Tom
and Denny always work together.

Kevin is now 21 and has made a commitment to
the farm. He has expanded his own cattle herd to
10 cows and has his eye set on a tractor he wants
when he finishes school. Chris and Kathy, the other
children, do not appear to be interested in farming.
Now that Kevin has decided to come home, Mary
and Denny are trying to build a business plan to help
keep the farm successful for many more generations.
A large part of their business plan is determining
how to transfer assets down the road and preparing
estate plans in case something happens to them.
These are some of the issues Mary and Denny
are facing as they plan for transition:

*  Mary and Denny want Kevin to be able to keep
the farm together if something would happen to
them before Kevin has time to build up enough
of his own assets. At this point, Kevin hasn’t
put any more time into the farm than Chris or
Kathy; they all helped in high school and came
home frequently during college. How is it fair
to give enough of the assets to Kevin that the
farm would continue if something unexpected
happened to Mary and Denny?

*  Denny is confident that Chris and Kathy wouldn’t
want any of the machinery or cattle, but would
have an interest in keeping the land. Denny
knows that while his children are still quite
close to the farm (they haven’t been gone for
over 5 years), they will be more likely to want
to keep the land and not sell it. However, the
farm’s current net worth is about
$1,250,000 and an equal share
of the farm to each child would
be worth just under $415,000.
The money might be enough
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motivation for Kathy to want to sell in order to
move to California some day or to help Chris
build a house.

« If Chris and Kathy would want to sell their share
of the farm, Kevin will have little equity, other
than his share of the inheritance, to negotiate
purchases with the bank. Even with beginning
farmer loans, Kevin probably wouldn’t be able
to keep enough of the farm to continue it.

» If something unexpected happened to Denny,
Kevin would still be able to rely on Mary, his
grandparents, and the local agronomist at the
coop to help manage the farm.

*  Kevin would need some liquid assets to help
pay for seasonal hired labor as Denny and
Grandpa Tom took care of most of the labor.
Grandpa Tom will be physically unable to help
with some activities in the next 10-15 years.

* Denny is still expanding his business and
acquiring assets at this point, so there will
be debt to inherit as well.

*  What would Mary’s role be if Denny passes
unexpectedly? What would be Denny’s role if
Mary passes unexpectedly?

*  How can they divide the inheritances fairly and
still ensure Kevin will have a farm business
to continue?

The following are some planning tools, examples,
and ideas that Mary and Denny may choose to utilize
when planning for the future of their farm business.

Property Ownership is a good place for Mary and
Denny to start when planning for the future. The way
deeds to land are titled and how other property is
owned will determine how it can be transferred

in the future.

* If Mary and Denny own real property (land and
fixtures) as tenants in common, each owner’s
respective share will pass according to his/her
will. For example, Mary and Denny each own
a half-interest in the 80 acres of pasture. If Mary
dies first, she can choose to will her half-interest
in the land to Denny or any other person of
her choosing.

* If Mary and Denny own real property as
joint tenants with the right of survivorship, the
deceased owner’s share will transfer immedi-
ately to the other owner upon the death of the
first. If Denny passes first, the land will transfer
automatically to Mary, and Denny’s will has no
effect on the land.

» Bank accounts can also be owned in joint
tenancy or as payable-on-death accounts.

* It will be important for Mary and Denny to change
the title to any other vehicle or personal property
if they would like it to be kept out of one person’s
personal estate. Spouses may transfer property
between each other without tax consequences.

Life Estate is an interest in real property for the
length of your life, but no longer. The deed will say,
“to A for life, then to B.” A has full rights to own and
manage the land during his/her lifetime, but cannot
transfer land at death because it must go to B. A
may sell the life estate; however, the land will revert
back to B at A’'s death, even if A sold the interest.
Spouses may choose to give each other life estates
in land and then name an heir to inherit that land
when the second spouse dies. Each spouse owning
half of the marital property and using a life estate to
let the surviving spouse retain control of the property
is a common way to help avoid estate tax because
the property will only go through probate once.

For example, Mary and Denny own the 80 acres of
pasture as tenants in common, each having a one-
half interest. Denny’s will bequests his half-interest
in the 80-acre pasture to his wife Mary for life, then
to his daughter Kathy. If Denny dies first, Mary has
complete control over the 80-acre pasture through
her own half-interest and her life estate in what was
Denny’s half-interest. When Mary dies, the life estate
will terminate, and Kathy will automatically receive
Denny’s half-interest in the pasture. Since Mary’s will
mirrors Denny’s, it will say, “to my husband Denny
for life, then to my daughter Kathy. Denny’s life
estate is irrelevant and Kathy inherits the other
half-interest from Mary and now has

full ownership of the entire parcel.

Equal Distribution of Assets—Mary
and Denny may choose to split up
the farm completely equally. The
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simplest way to do this is for all the property to go
to the surviving spouse at the death of the first. After
both spouses are gone, the heirs would hold an
estate auction to sell all current farm assets. Heirs
may also want long-term assets included in the sale.
Remaining cash after covering debts is then split
equally among heirs. Using this technique provides
for the most equal treatment of the children because
they are all getting one item—cash—and the same
amount. However, depending on the strength of the
on-farm heir’s separate operation and how much
of the parents’ farm was still being used to support
the successor, this may put the successor’s farm
business in jeopardy. An estate distribution plan that
puts one heir out of business is not necessarily
fair—although it is equal.

Life Insurance is an excellent tool used to increase
liquid assets at death and provide for fair treatment
of heirs. If the estate is not the beneficiary and the
deceased is not the owner of the policy, the proceeds
of the policy will remain separate from the probate
and taxable estate and the beneficiary will auto-
matically receive the funds tax-free.

* Mary may choose to purchase a life insurance
policy on Denny to cover funeral expenses,
debt, taxes, and fees on the estate. As the sole
beneficiary of the policy, she would not be obli-
gated to use the proceeds to pay estate debt,
but may choose to do so. Denny could purchase
a similar policy on Mary, or the couple could
choose a policy that only covers the last
spouse to die.

« Kevin may choose to purchase life insurance
policies for one or both of his parents. He could
then use the proceeds to put a down-payment
on property that his siblings inherit and wish to
sell, giving his siblings the cash that they want
and need and enabling Kevin to keep his farm
asset base.

* Mary and Denny may purchase life insurance
policies on themselves and name their off-farm
heirs as beneficiaries. This is an equalizing tool
that allows Mary and Denny to give more of
the farm business assets to Kevin while still
providing Chris and Kathy with an equitable
cash inheritance.

» Life Insurance estimates for a non-smoking 45
year-old male in good health run from $350/year
for a 10-year term policy with $100,000 of cov-
erage to $13,000/year for $1 million coverage
through a universal life policy. Note that there
are significant price differences among policies.
It is important to shop around for a good rate
and terms.

»  Purchasing life insurance does have its practical
drawbacks. For example, Mary and Denny could
decide to purchase a $500,000 policy to be paid
to the three children in equal shares. In 45 years,
$500,000 won’t have the buying power it did
when they purchased the policy. Their asset
value and net worth will have probably increased
far more than the policy; however, purchasing
a larger policy would have been cost prohibitive
at the time.

Business Entities—Mary and Denny may consider
switching the farm business from a sole proprietor-
ship to a partnership, limited partnership, family
limited partnership, S or C Corporation, or a limited
liability company. This is not the right decision for
everyone. However, in some cases creating a new
business entity may assist in managing the farm and
facilitating asset transfer to the next generation.
Business interests may be bought, gifted, or earned
during the life of the owner. At death, owners transfer
their shares or interest in the business instead of
specific business assets.

*  General partnerships are easily created and
both parties participate fully in management of
the business. Because all parties share in the
control and decision making, all parties also
share liability for the others’ actions. Profits
and taxes flow through the business and are
reported on individual partner’s tax returns.

* Limited partnerships and family limited part-
nerships function in much the same way as a
general partnership except one or more partners
has limited managerial control and limited liability
for debts of the business.
Usually, general partners are
the founding generation and the
on-farm successor, while limited
partnership interests may be given
to family members who do not
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wish to manage the business. Both types of
partners will report income from the partnership
on their individual tax returns based on their
percentage ownership of the partnership.

»  Corporations are much more difficult to create
and also very difficult to dissolve without liqui-
dating the entire business. Corporations keep
business liabilities completely separate from
personal liabilities. C corporations are taxed
independently of the shareholders and profits
must be transferred through dividends, which
are also taxed at the shareholder level. This is
sometimes too costly to manage. Profits and tax
liability flow through to individual shareholders
in S corporations. Majority shareholders have
managerial control, whereas minority share-
holders have little, if any, decision-making ability.

*  Limited liability companies (LLCs) include some
aspects of partnerships and some aspects of
corporations. Profits and taxes flow through to
individual member tax returns just as they do
in a partnership. Members are sheltered from
business liabilities in the same fashion as a
corporation because the LLC is a completely
separate business entity. Management of the
business can be structured as simply as a
partnership or as complexly as a C corporation,
depending on how the membership agreement
is written. One major disadvantage of an LLC
is that sometimes government payment
limitations may be affected.

Buy-Sell Agreements are contracts obligating
one business owner to buy all or a portion of the
business upon the death of another business owner.
Proceeds from the sale compensate the heirs and
provide liquid inheritance while allowing the surviving
business owner to maintain control of his or her
livelihood. These agreements are intended to create
a smooth transition of the business when one owner
passes and allows all owners to determine how
the business will continue. Financing the purchase
is the most challenging aspect of the agreement.
Here are some suggestions for Mary and Denny:

* Kevin or the farm business itself may purchase
a life insurance policy on Denny’s life to provide
the cash. Whether Kevin, Mary and Denny, or
the farm business entity pays for the premiums
each year is flexible.

*  Mary and Denny may write in the agreement
that Kevin will inherit one-third of Denny’s
interest in the business and must buy out Chris
and Kathy’s respective thirds. Kevin uses the
proceeds from a life insurance policy to make
a significant down-payment. Kevin then has
15 years to make annual payments for the
balance due to his siblings.

*  The family can choose to put a cap on the
maximum dollar amount of the business Kevin
is obligated to purchase.

* Mary and Denny may choose to allow Kevin to
purchase the business at a discounted price, 25
to 30% lower than fair market value, for example.
This takes into account the decrease in fair
market value of a family business due to lack
of marketability and lack of ownership control.

*  When Mary and Denny reach retirement age,
they may begin selling or gifting assets to their
children in order to decrease the overall value
of business assets controlled by the buy-sell
agreement.

Buy-Sell Agreements are also commonly used in
case of divorce, retirement, or disability, but are
much more difficult to finance in those instances.

First Option to Buy—This is a common clause in
a will with an end-result very similar to a buy-sell
agreement. With a buy-sell agreement, you MUST
purchase the business because you are obligated
by contract. However, with an option agreement, you
may or may not decide to purchase the business.
Most commonly, assets are distributed evenly among
heirs in a will. The will then names one heir who has
the right to purchase the property from the other heirs.
This may take place immediately or at the time the
other heirs wish to sell. There is often specified
period of time in which the sale must take place.
The will can either specify that the property will be
sold at fair market value or set a specific sale price.
If the specified sale price is well below fair market
value, there may be tax implications.

*  Example: Mary and Denny
now own a total of 240 acres
of land. Half of the land, or 120
acres, is included in Denny’s
estate. Denny wills 40 acres to
each child, but gives Kevin the

W%

74 The FarmLASTS Project: Agricultural Land Tenure www.uvm.edu/farmlasts


http://www.uvm.edu/farmlasts

CASE STUDY: MILLER

option to buy Chris and Kathy’s land at a set
price of $3,000 per acre outright. Note that even
if the land appreciates to $8,000 per acre, Kevin
can still purchase for only $3,000 per acre.

« AFirst Right of Refusal is a similar option that
provides the buyers with additional security that
some day they will get the land. A First Right
of Refusal is a legal document that limits the
seller’s sale options. Kevin could purchase the
option that guarantees he will have the right to
purchase the property IF Mary and Denny ever
decide to sell it. Kevin would most likely have
to match another buyer’s offered price.

Trusts can also be valuable estate planning tools.
Atrust is a separate legal entity that has the power
to hold assets. Trusts are sometimes used in place
of a will because they decrease or avoid the need
for probate and are more difficult to contest than
wills. A trustee is the person who is appointed to
manage the trust assets in the best interests of the
beneficiaries. There are a wide variety of trusts, but
one of the most common types is a Revocable
Living Trust.

* Mary and Denny put assets into a revocable
living trust by changing the deed on land and by
change of title or bill of sale for other property.
Because the trust is revocable, they can termi-
nate it at any time until the death of one spouse.
Mary and Denny can elect to be both the trustees
and beneficiaries during their lifetimes and will
still have the same control of their business
assets as if they were still owned by them
personally. In some cases, their tax return
will even be the same.

* Since Mary and Denny’s assets are no longer in
their name, but held under the trust, the assets
will not go through probate when Mary and
Denny die. The trust will live on and Mary and
Denny will have already determined who will be
the new trustee and beneficiaries. Most likely
Kevin will be the trustee and have control of the
assets. The interest and earnings from the prop-
erty in the trust will be distributed as instructed
in the trust instrument to the beneficiaries: Chris,
Kevin, and Kathy. Essentially, Kevin will have
control over the farm and Chris and Kathy
will maintain an interest in the farm without
managerial capabilities.

»  Chris and Kathy will not have access to the
property in trust, and will not be able to sell
their interest, until a specified time as decided
previously by Mary and Denny. Mary and Denny
will decide when to instruct the trustee to pay
out the principal assets to their heirs. The trust
may even give Kevin the option to purchase
Chris and Kathy’s share of assets from the
trust over a period of years.

Unequal Bequest of Essential Business
Property—Some assets may be absolutely
necessary for Kevin to inherit if the farm business is
to survive, especially if Kevin hasn’'t had the time to
acquire a separate set of farm assets. Machinery
and equipment, grain trucks, livestock buildings,
breeding livestock, small tools and shop items,
storage on the home farm are possible examples of
critical items. In order for the on-farm heir to be able
to afford to buy the farm and to keep the business
sustainable, some of these assets may need to be
passed on to the business heir regardless of equity.

Part II—Mary and Denny, age 65; Kevin,
age 41; and Denny’s parents, age 86

Mary and Denny have now been farming with their
son Kevin and his wife Grace for 20 years. With
Kevin’s help, the farm has changed and grown. For
example, last year Kevin convinced Denny to buy
auto-steer. It was expensive, but they have been
able to plant later into the night, decrease their fuel
bills, and decrease overlap in nitrogen application
and when field cultivating. This has also made a
big difference because Denny and Kevin are now
farming over 2,000 acres of crop ground. Denny
bought another 240 acres of crop ground, is renting
another 80 acres, and is farming Tom’s ground for
him. Kevin is renting about 720 acres of crop ground.
Their machinery has gotten larger as the row crop
operation has increased, and Denny no longer
shares equipment with Tom but has begun buying
equipment with Kevin.

The cattle herd has also changed.
Denny has decreased his herd to
about 75 cows, but Kevin has signifi-
cantly increased his to about 125.
They’ve invested in some high quality
Angus bulls and cows and market
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most of their animals locally as Certified Angus Beef.
Kevin has purchased about 200 acres of hay and
pasture ground and bought Tom’s tractor, mower,
and baler a few years ago.

Although Kevin and Denny discuss the markets daily
and each has input, Denny usually makes the call on
when and where to sell the grain. Denny manages
the agronomy part of the row crop operation and
Kevin takes charge of the hay crop and helps
manage Denny’s cattle herd. Kevin and Grace run
their cattle separately for the most part and do the
paperwork and pay bills for the land that they have
bought in the past 20 years and the leases under
their name.

Mary is not teaching anymore, but she still pays the
bills and does all the paperwork for the farm. Mary
also loves to spend time gardening and babysitting
Kevin’s several young children. Although Denny can
still be found in the tractor all year around with Kevin,
he would like to slow down a little by decreasing
livestock chores. Denny wants to keep about 40
cows and begin working with landlords to transfer
some of his cash leases into Kevin’s hame in the
next 5 to 10 years.

Mary and Denny want to revise their estate plan
now that their farm has expanded and to reflect
Kevin'’s years of labor and help managing the farm.
Their goals are to treat their children as equally as
possible and ensure that Kevin will be able to con-
tinue farming by compensating him fairly for his
help building the farm. They know that if they treat
their children completely equally, Kevin’s contribution
to the farming operation will go unrecognized. The
way they divide the farm will have a huge impact
on Kevin’s future. Mary and Denny love each of
their children equally and they don’t want Chris
and Kathy to be treated unfairly.

Mary and Denny’s retirement plan is income from
the land they own and a small amount of IPERS
from Mary’s teaching. They do not have other off
farm investments. Kevin doesn’t have a retirement
plan either. He has been making investments in land
and cattle, just as they once did. Chris and Kathy
each have retirement plans through their work.
The transition plan will need to provide retirement
income for Mary and Denny and not jeopardize
Kevin’s retirement years.

The following are some planning tools and strategies
that Mary and Denny may choose to use when
planning for the transfer and the future of their
farm business.

Increased Compensation for Management and
Labor—At this point, Kevin has worked alongside
Denny in the family farming operation for over 20
years. Mary and Denny may decide that they have
been compensating Kevin adequately for his years
of work already. However, Mary and Denny may
decide to compensate Kevin for his work after
their death.

They know that Kevin’s presence has enabled them
to continue to grow in a way they wouldn’t have been
able to without additional help. Denny realized that
he wouldn’t have bought an additional 240 acres
at age 52 without knowing Kevin would be there
to continue to make the payments if something
happened to him before the loan was paid off. Mary
and Denny also realize that if Kevin weren’t around,
they would have needed to hire additional labor and
a chemical applicator. Mary and Denny decide to
compensate Kevin for his management and labor
by giving him net worth that he helped to create.

Using an Excel worksheet, Mary and Denny deter-
mined that their estimated net worth when Kevin
joined the farm was $1,091,980 and their current
net worth is $2,830,064, for a total increase over
the last 20 years of $1,738,084. Mary and Denny
estimate that Kevin has contributed about 30% of
the labor and management on their farm in the
last 20 years.

The increase in net worth is largely attributable to
the increase in value of farmland. This is something
that Kevin’s work had no impact on, so the increase
in value of previously held farmland should be dis-
tributed equally to all heirs. However, Mary and
Denny decide to give 30% of the increase in other
business assets and 30% of the value of farmland
purchased due to Kevin’s presence directly to
Kevin. The other 70% increase in value and the
original value of the business which
is attributable to Mary and Denny’s
hard work is divided equally.

Gifts—Mary and Denny may decide
to decrease the size of their estate
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during their lives by making gifts to Kevin, Chris, and
Kathy. Each individual may make a gift of $12,000
per person per year without being subject to a gift

tax. Therefore, each year Mary and Denny can make
a combined gift of $24,000 to each of their children.
If they wish, Mary and Denny can gift an additional
$24,000 to their children’s spouses for a combined
gift to each couple of up to $48,000 per year.

»  Gifts can also be combined with the sale of
stock in a corporation. For example, Denny
has an S-Corporation “DMCorp” that holds the
machinery, livestock, and crops and buys seed,
feed, chemicals, and fertilizer. Denny is the
sole owner of all 2000 shares of stock worth
$300.00 each. Denny can discount the shares
to a value of 75% of the fair market value ($225)
and give Kevin 2%, or 40 shares, of the corpo-
ration each year (40 x $225 = $9,000) since
the gift falls below $12,000.

»  Gifts of land are generally not feasible. Each
acre gifted must have the deed transferred
into the recipient’s name. An appraisal may
be necessary and the donor must give up
complete control of the gifted parcel.

Life Insurance Policies—are still excellent transfer
tools as discussed above, however life insurance will
be considerably more expensive at age 65. Some
forms of life insurance will be no longer available
at certain ages or are likely to be cost prohibitive.
For example, for a non-smoking 65 year-old male
in good health, premiums can run from $650 per
year for a $100,000 10 year term policy to $12,000
per year for a $500,000 Universal Life Policy.

Buy-Sell Agreements/First Options to Buy—are
also important now. Kevin, the on-farm heir, will have
a much larger business that he must purchase
under a buy-sell agreement, but will also have had
a chance to increase his own net worth and gain
wealth separately from his parents. It will be important
not to obligate Kevin to purchase more than he can
handle financing. Denny and Kevin may want to
put a purchase price on the farm or discount the
farm to 75% of the fair market value. Using a first
option to buy will keep options open for Kevin and
not force him to purchase assets he can’t afford.

Corporate Shares—If part of Mary and Denny’s
farm is in a corporation, LLC, or partnership, their

wills direct distribution of their shares. Shares may
be distributed evenly or unevenly as seen fit. The
by-laws of the business entity may stipulate that
shares cannot be sold to anyone outside the family.
They could also stipulate a sale price of the stock
or interest in the business. There is a lot of flexibility
in transferring shares, but there are drawbacks as
well. Non-farm heirs may now have voting rights
and encumber the on-farm heir’s management of
the business. Non-farm heirs may be disgruntled
with the inability or difficulty selling or dissolving
the business.

Part lll—Mary and Denny age 77;
Kevin, age 53; and Denny’s mom, age 98

Mary and Denny have had an emotional 10 years.
Grandpa Tom passed away at age 89, and Mary’s
father died at age 85. The aftermath of Tom’s death
has made Mary and Denny appreciate the time
they’ve taken to discuss their plans with their children.
Mary has spent much of her energy taking care of
her mom. She runs errands, cleans, and often cooks
and does laundry for her. Denny and Kevin maintain
her lawn and do small repairs on her house when
needed. Mary and Denny recently moved Denny’s
mother to a nursing home as she is struggling with
memory loss.

On a happier note, Kevin and Grace’s daughter
Jessica and future son-in-law are discussing
returning to the farm. Jessica would like to continue
to sell insurance on the side and learn to manage
the bookkeeping. Josh would be involved with the
day-to-day farm labor.

Denny has continued to be involved with the crops
and is thankful that Josh and Jessica will be around
to help Kevin because his back can’t handle the
tractor like it used to. Over half of Denny’s cash
leases have been transferred to Kevin's name.
Denny still rents about 320 acres and owns 320
acres of crop ground, 80 acres of hay, and 80
acres of pasture. Kevin is now purchasing the
new machinery. Denny has kept only
25 head of cows. Kevin has completely
taken over the hay crop operation and
provides Denny with hay for his cows
from Denny’s hay ground.
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In exchange, Kevin keeps the extra hay that Denny
doesn’t need. Kevin also makes most of the man-
agement decisions for the row crop operation. He
markets grain for both families, determines inputs
for all fields, and maintains the machinery.

Mary and Denny continue to struggle with how to
best split up their assets among their three children
fairly, while still ensuring that Kevin and his family
will have a successful farm business when they
are gone.

The best farm business transition plan is one that
does not take place at death, but starts during life.
Since so much of farm business assets are not liquid,
cash is always limited. If non-farm heirs are to be
given liquid assets as inheritance, something will
need to be sold to provide for that cash. What can
be sold without jeopardizing the farm business?
How much debt can the on-farm heir incur without
jeopardizing the entire farm business? These ques-
tions must be realistically asked and answered when
determining how to distribute the farm business
assets. What is more important, having a farm
business that will continue to thrive in the future or
distributing assets as equally as possible?

Lease Arrangements—The current leasing
arrangement is that Kevin receives 40% of the crop
on land owned by Denny and farmed by both. Now
that Denny is starting to retire and the farm is paid
for, Mary and Denny may consider changing the
lease. A lower than market value cash rent or a
one-third/two-thirds share arrangement with Kevin
receiving two-thirds of the crop and making all
chemical, fertilizer, and seed payments are both
options. Kevin should be using the extra income to
begin purchasing parts of the farm from his parents,
saving for retirement, or saving it to use as a down
payment if his siblings decide to sell their inheritance.
Note: Mary and Denny must be careful if they decide
to switch to a cash lease because it may have
income tax consequences due to not being
“actively engaged in farming.”

Salary—If Mary and Denny still have cash rent
leases in their name that Kevin handles, if Kevin
takes care of their cows, or if Mary and Denny are
receiving an income stream based on Kevin’s labor
and management, they may want to give Kevin
a salary or a percentage of gross income as a

management fee. Kevin should be compensated
for the time spent managing his parent’s farm after
they retire and are no longer helping because time
spent on the parent’s farm is time that Kevin can’t
spend on his own farm. Again, if Mary and Denny
don’t have the liquidity to pay Kevin a salary, he
should be compensated with a larger share of

the assets when the farm is transferred to the
next generation.

Contract Sales—Mary and Denny no longer need
the physical assets, but they do need an income
stream from the farm. Couples may choose to sell
their land or other assets on contract. In a traditional
sale of land, Kevin would take out a loan from the
bank, Mary and Denny would get a one-time lump
sum payment, and Kevin would pay the bank annual
sums. In a contract sale, Kevin makes annual pay-
ments over a designated period of time to Mary and
Denny, bypassing the bank. Kevin has full rights to
the land while payments are being made, but does
not gain title to the land until payments are made in
full. Kevin will gain full title to the land without fighting
with siblings because it will be paid for. Mary and
Denny will have a steady stream of income for
their retirement years.

Several adjustments may be made to this arrange-
ment. Mary and Denny may choose to decrease the
amount of money Kevin will need to pay each year
using their combined $24,000 annual gift. Mary and
Denny can also write provisions in their will that
waive additional payments after their deaths, giving
Kevin full title to the land. If Mary and Denny need
help doing other things and don’t need the cash,
contracts for sale of land can be written in exchange
for services. Services may include transportation
to doctor’s visits, mowing the lawn, homestead
upkeep, cutting hay, or checking cows.

Note: Mary and Denny may incur significant capital
gains tax if they have a low basis on the property.
Furthermore, the property must be sold at fair
market value or the IRS will consider the decrease
in value a gift and tax accordingly.

Growth in Net Worth—Mary and
Denny may decide to give Kevin
a larger share of the farm than his
siblings based on his continued
labor and management over time.
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They may use the net worth valuation spreadsheets
and determine that a certain percentage of the
growth of the farm is directly attributable to Kevin’s
hard work and dedication. Now that Mary and Denny
are slowing down more and are semi-retired, Kevin’s
contributions are substantially higher than they were
when Denny was managing the farm full time.

Part IV—Mary, age 90; Kevin, age 66

Denny passed away at age 86. He was in fairly good
shape until his stroke. After Denny passed away,
Mary missed him terribly. Her health started declining
rapidly as well. Now she needs help with just about
everything from washing laundry to cooking meals.
Kevin and Grace also take her to town regularly
for doctor, groceries, and prescriptions.

Mary still owns half of the land and has a life estate
on the other half. Mary and Kevin have a one-third/
two-thirds crop share arrangement. The cows are
gone and Kevin uses all the buildings, grain bins,
machine shed, and shop on the home farm. Kevin
still manages the entire row crop operation, including
paying bills for both families, marketing all the grain,
and determining inputs. He also received Denny’s
machinery when he died.

Mary and Denny owned the house in joint tenancy,
so now Mary owns the entire house and buildings
on the homestead. Mary wants to leave the house
to Kevin because he is using the buildings and
grain bins. She also wants to compensate Kevin
and Grace for their time spent caring for her. She
knows that if Kevin and Grace weren’t so willing
to help out, she would probably need to go into
assisted living or even a nursing home.

Every tool that has been discussed thus far is still
highly relevant except life insurance. If Denny had
used any trusts previously, those would now be
irrevocable. The most popular will be changing
of lease arrangements and gifts.

Compensation for Personal Care—Mary doesn't
have the cash to pay for nursing home care or to
compensate Kevin and Grace for their help. She
decides to compensate them with an increased
share of the farm when she passes away. Mary
determines that her annual personal care is worth
$6,038 per year. Kevin and Grace have already
provided care for three years and Mary knows how
difficult caring for an elderly person is since she
cared for her mother. If Mary lives for another year,
the care to date will be worth just over $25,000 if
you calculate interest. If Mary lives for another five
years, the care will be worth almost $51,000. Mary
knows the homestead is worth much more than
$25,000 or even $51,000 but the value to her of not
being in assisted care is priceless. She decides to
give Kevin and Grace the home farm with all the
buildings and note specifically that it is intended to
be payment for their years of personal support at
the end of her life. Mary could have also used the
cost of nursing home care per year or the cost of
nursing home insurance as a basis for what Kevin
and Grace’s help is worth to her.

Farm Management Compensation—At this point,
Mary no longer participates in any part of the farm
business. Kevin takes care of her personal and farm
financials, including paying bills and marketing her
grain. Kevin arranges for fertilizer and other improve-
ments on the land. They take care of the buildings
at her house, mow the yard, and clear snow. Mary
may choose to compensate Kevin for this as well.
She could pay Kevin a salary for management,
pay Kevin a percentage of the gross income as a
management fee, or simply increase his percentage
share of the inheritance accordingly. She may also
choose to use the provided spreadsheet to estimate
what Kevin’ s assistance is really worth and increase
his share of the inheritance accordingly.

Click here to return to Transferring management
on page 37

Click here to return to Addressing family
issues on page 39

Click here to return to the Case
Studies listed on page 43
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Farm Family Business Succession Over a Long Time Period

Highlights
» Farm entry strategy based upon “sweat equity”
« Farm transition over an extended period

Rob and Linda Winge began farming in New York in
the early 1970s. Their dairy operation was profitable
for several years, but then they realized they’ have
to expand the operation to maintain profitability. It was
also apparent that the cost of such an expansion
was a limiting factor, and the increased risk was
more than either Rob or Linda was willing to accept.
Because they both wanted to continue farming and
raise their children, Megan, and Alan, on a farm,
they decided to seek other farming opportunities.

After several months of searching, they located a
farm in Northeast lowa and relocated there. The
purchase of the lowa farm was financed in large
part by the sale of the farm in New York. The lowa
farm is a corn-soybean farm. There were no livestock
facilities on the farm, no dairy production in the
immediate area, and no local market for milk pro-
duction. Several years after purchasing the farm
Rob established a farrow-to-finish hog operation.
This enterprise provides a regular source of income
to the farm business.

Rob and Linda continued to operate the farm through
the 1970s, and as a result of having a low debt to
asset ratio were able to survive the farm debt crisis
of the 1980s. It was during the 1980s that their son
Alan began to express interest in returning to the
farm. Megan, who was several years older than
Alan, had always provided labor on the farm when
needed but never expressed an interest in farming
as an occupation. While attending college, she met
and married an engineering student and moved to
New Jersey.

Rob and Linda were excited about the prospect of
Alan’s continuing the farm family business they had
established, but were concerned that he might have
better opportunities in other professions. During his
junior year, Alan reaffirmed his desire to return to

the farm family business and Rob and Linda began
serious plans for Alan’s return. The Winges attended

a farm family business succession seminar at
lowa State University in Alan’s junior year. During
the summer, Alan returned to the farm and worked
alongside his father. It soon became apparent that
adding “business partners” to the father-son rela-
tionship was difficult.

The spring semester of Alan’s senior year, the
family again attended the farm business succession
seminars because, as Rob said, ‘I listened to all
the wrong things.” This time, Rob concentrated on
learning the process of developing a succession plan
and gave less attention to the details of business
entities and tax consequences. After Alan’s gradu-
ation and return to the farm, the family began the
planning in earnest. They reviewed the materials
from the seminar and talked with neighbors in lowa
and former neighbors in New York who were involved
in farm business successions. Additionally, they
met several times with specialists from lowa State
University and kept Megan and her husband advised
concerning the farm succession plans. The family
celebrated Alan’s marriage to Lisa, whom he had
met while attending ISU.

Ultimately, they developed a fifteen-year plan that
began with Rob selling Alan a one-half interest in the
farm machinery. Alan paid for his half of the machin-
ery through taking a reduction in take-home pay and
applying that money to the purchase price. With this
first step in place, the Winges implemented the
next step of having Rob continue to operate as the
senior partner. Concurrently, with Rob’s guidance,
Alan began assuming the management of the hog
operation. As a part of the plan, as Alan’s respon-
sibility and competency increased, his pay also
increased, so he was able to accelerate the pay-
ment of the debt on the machinery.

During the second phase of the fifteen-year plan,
Rob and Alan were equal partners and shared
responsibility for farm business decisions. During
this period, Rob gradually turned
over more of the decision-making
responsibility to Alan. Alan made the
initial decision and discussed it with
Rob. Rob continued to pay the bills
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and used that as a way of monitoring the financial
condition of the business and the effectiveness of
Alan’s decisions. As time passed, Alan’s discussions
with Rob concerning his decisions were less and
less contentious and more in the nature of informing
Rob of a decision. Because Rob continued to pay
the bills, he was aware of and could discuss any
decision with Alan.

During the last five years of the fifteen-year plan,
Rob began to withdraw from the management of
the farm business, including developing a strategic
business plan. It was during this period that Rob and
Alan began discussing plans for Rob’s retirement.
These plans are still being formulated. Further, Alan
has begun planning for the eventual transition of
the farm to his children.

Challenges

Working out parent-child dynamics within
the business.

Seeing the succession as a long-term process.

Transferring management; the senior farm
operator letting go.

Lessons Learned

Importance of getting help and guidance to
design and implement a transfer process.

Good communication is essential to making
any transfer successful.

Click here to return to Addressing family

issues on page 39

Click here to return to the Case Studies

listed on page 43
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Cattle Ranching on Public Lands in the Southwest

Highlights

* Older operators

» Public land

* Renting from multiple landowners

* Long-term agricultural lease of public lands
through local, state, or federal governments

* Environmental protection/regulation stipulations
on public land

Leland Sheldon (Bill) Brake, outgoing president of
the Arizona Cattlemen’s Association, ranches in the
Southwest. He owns several small parcels of land
adjacent to public land that he leases for grazing. For
example, one parcel consists of 40 deeded acres
adjacent to 20,000 acres of U.S. Forest Service land
in Eastern Arizona. He has leased this land for the
past 15 years or so. However, Brake is not currently
grazing any cattle on that land. He runs around 400
head of cattle on another 10,000 acres in South-
eastern Arizona, where he has ranched for about
10 years. Over 8,000 of those acres are public land.
The state of Arizona leases him a third of that land
and the federal Bureau of Land Management leases
about two-thirds of that land to him.

Brake, who is 65 years old, has been ranching
approximately 35 years. He has two partners—one
for each of the two large parcels of land where he
ranches. Both of his partners are in their early to
mid 60s. Bill's wife Linda, age 64, is also involved
in running both ranch sites.

Brake obtained his deeded land through direct
purchases. For example, he bought the 1,200 acres
he owns in Southeastern Arizona from a wealthy
landowner who is also a rancher. He heard about
the availability of that land through a mutual friend.
He obtained start-up money from an institution that
loaned money on cattle. Such cattle loan companies
are present in most large livestock markets.

According to Brake, it is customary in this part of the
U.S. for a rancher to purchase land, with a minimum
purchase size, frequently = 40 acres, and get lease
access to adjacent public lands that are administered

by the local, state, or federal government. The
purchased property comes with the right to graze
on the public land within a set number of “animal
units.” These animal units limit the number of animals
that can be grazed on the public lands to avoid
overburdening the land. For example, Brake'’s
Southeastern Arizona property comes with a lease
of over 8,000 public land acres and 200 animal
units, meaning that he has the right to graze 200
head of cattle on those acres.

Challenges

Following government environmental regulations
may be the biggest challenge for ranchers on public
land. Ranchers can manage those lands and make
needed improvements, such as a well or fence,
provided they receive prior government approval.
Regulations are intended to ensure that no damage,
e.g., environmental degradation or harm to endan-
gered animal species is likely to result from the
rancher’s actions.

Brake stated that dealing with regulations associated
with these large parcels of public land is par for the
course, “There’s always going to be something, and
then you have to manage around that. So, in my
particular case | can’t graze cattle during a certain
time of year because when the yucca blooms the
long-nosed bats have to be able to get the nectar.”
“If you want a fence line...you have to get it cleared
by environmental agencies to be sure that you don’t
put posts into what could be an Indian burial ground”
A government agent comes to the property to
examine the proposed changes, e.g., a fence

or water line, and does a physical environmental
and biological assessment.

Additionally, Brake notes that, “It's very difficult to
find cowboys anymore” now that it is so tough for
Mexicans to immigrate. His land in
eastern Arizona is going unused
because without assistance running
it, he would lose too many cattle to
mountain lions to be profitable.
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Advice to Others

Despite the fact that ranchers using public land have
certain constraints, Brake insisted that public land
ranching is still very much like ranching in general,
stating, “l can do it; | just have to manage it differ-
ently because it's public land.” He says that it isn’t
difficult to avoid most of the issues that might raise
agency red flags, “If you’ve got any brains whatso-
ever, you don’t go putting a fence through an Indian
burial ground.” Brake feels that there are great
opportunities for new public land ranchers and
that working well with public agencies and
universities and being a good land steward

are the keys to success.

Ten-year leases provide public land ranchers with
stability, but Brake cautions that politics do enter into
ranching. With administration changes, there may
be changes to the number of animal units allowed
on a given lease plot. A new administration might
decrease the number of animals allowed to graze
on leased public land. Or a large predator could be
added to the endangered species list, perhaps result-
ing in higher cattle kills. According to Brake, this
means that politics directly impact ranchers’ incomes.

Lessons Learned

* Ranchers willing to work within government
regulations can gain access to land for grazing.

» Access to public lands can benefit individual
ranchers, as well as provide stewardship over
lands that are a public good.

* Ranchers gain access to large plots of land that
otherwise see little usage, thus allowing public
lands to become more agriculturally productive.

* Federal and state regulations address multiple
environmental concerns.

Click here to return to State-owned land on page 22

Click here to return to the Case Studies listed
on page 26
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An African-American Farmer in the Southeastern U.S.

Highlights

« Black farmer

* Racial discrimination
* Access to land

This case study is an example of the impact of
racism and discrimination on some farmers. David
Dodson is a 45-year-old black farmer in northeast
Louisiana. A few years ago, he farmed 1,500 acres
and was considered one of the most successful
black farmers in the area. He rented land from neigh-
boring landowners, both white and black. Today he
owns 150 acres, officially operated by his brother.
Dodson is convinced, and has convinced more than
one judge, that most of his farming problems derive
from racial discrimination at the hands of local U.S.
Department of Agriculture (USDA) employees. It is
a serious charge that deserves attention.

Dodson grew up on a New Deal land-reform
experiment. These tracts of land were collectively
called “Resettlement Communities.” In the 1930s,
there were about 100 such federal projects across
the country, including 13 all-black settlements in the
rural South. Dodson has farmed row crops—cotton,
corn, and soybeans—all his life. He has also expe-
rienced racial discrimination throughout his life,
especially, he claims, from the local office of the
USDA’s Farm Service Agency (FSA). According to
Dodson, the discriminatory practices of the county
office have repeatedly prevented him from acquiring
more land and made farming difficult.

It wasn’t always so. In 1987, the local USDA office
loaned him the funds to purchase and operate 50
acres. Dodson farmed successfully and managed
to repay the loans. But a few years later, a new loan
officer stopped giving him loans in a timely fashion.
This resulted in Dodson’s inability to produce a
successful crop. For three years prior to 1987, he
was also turned down for land purchase loans; the
USDA officer actually told him not even to bother
applying because he was certain not to receive a
loan. Dodson attributes these failures to obtain
federal loans to racial discrimination.

Dodson says he currently is unable to obtain loans
to farm—mnot only from the local USDA office but also
from local banks. He believes that this has happened
because he was a young, successful black farmer
with high aspirations who presented a viable model.
He is also a regional leader of a national black farmer
organization, which has publicized the ongoing plight
of minority farmers. He feels that this discrimination
has not only hurt his business dealings, but that the
persistent trials and tribulations they have caused

have also taken a large toll on his family and health.

Challenges

Social and political contexts are important in land
tenure. The vast majority of black farmers claim

to have suffered racist treatment by government
agencies. One prominent black-farm advocate
reports that he’s never met a black farmer who
didn’t reinforce this claim, and he has worked in this
field for over 35 years. In 1998, the USDA settled
the Pigford v. Glickman case, which alleged a long
history of racial discrimination against black farmers.
It has now become the largest civil rights settlement
in American history—over $1 billion dollars and
counting. The USDA’s own publications admit to
its racially discriminatory history. It is against this
historical backdrop that Dodson’s story must

be understood.

Dodson would like to start growing and selling
vegetables for local markets but feels he has been
“blacklisted” from receiving USDA production loans.
The main challenge is the lack of enforcement of
non-discrimination laws by the federal agency. Yet
this seemingly simple demand has not been met in
hundreds of counties across the country, according
to black farm advocates.

Recommendations

Dodson believes that beginning black
farmers have been “scared off” by
the racially discriminatory behavior of
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county USDA offices. He cannot in good conscience Lessons Learned
urge young black people to try to obtain farm loans
from the federal government, given its ongoing

actions against him and others. Rather, he advises
that potential applicants be aware of the personal « Federal government programs can hurt as well

as well as economic costs they may face. Among as help farmers, depending on local practices
most black farmers, the USDA does not have a

good reputation.

* Racial discrimination can and does impact the
ability of black farmers to obtain land.

* Even successful lawsuits may not be enough to
change attitudes and practices.

NOTE: Mr. Dodson was interviewed, and the case
study written, before the Obama administration
reached an agreement to settle the lawsuit in
February 2010.

Click here to return to Socially disadvantaged
farmers on page 15

Click here to return to Socially disadvantaged
populations on page 25

Click here to return to the Case Studies listed
on page 26
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A Midwestern Sharemilk Incubator Arrangement on Leased Land

Highlights
* Long-term lease on land trust/organization land
« Sharemilking mentor/incubation arrangement

This case study demonstrates how farmers who do
not own their farmland can still mentor beginning
farmers and make a sharemilk arrangement work.
Altfrid Krusenbaum and his wife operate a 340-acre
dairy farm in Wisconsin. He grows pasture and
annual/perennial forage crops such as grass, clover,
and alfalfa. He currently maintains 130 dairy cows
as well as 130 young stock and 60 head of steers.

Krusenbaum, who is 52 years old, has been farming
for 25 years. He has been on his current farm and
self-employed for the past 18 years. He originally
obtained access to the land he leases from owners
who desired to see land used for organic farming.
The owners later transferred the farmland to the
Yggdrasil Land Foundation whose purpose is to
hold the land in perpetuity and make certain that it
is always farmed. The Krusenbaums currently rent
240 of their 340 acres from Yggdrasil. Their current
15-year lease agreement is about to expire and
they are negotiating a renewal.

Krusenbaum is not engaging in a sharemilking
arrangement with the intent to transfer his farm
operation to someone else. Rather, it is a way for him
to help young people get started in a dairy farming
career. He conceptualizes it as an incubator model
of sharemilking. He sought out young people with
previous experience on farms who know they want
to get into dairy farming but lack a way to enter. His
sharemilking contract sets up the young entrant(s)
in charge of most of the chores and some of the
management of Krusenbaum'’s livestock, as well
as a share of the expenses. In turn, the entrant
receives a share of the milk check and a share of
the heifer calves. They are allowed to raise those
calves on the farm. After 3 years, they take the
calves they have earned and move them off onto
their own operation, which they have hopefully been
able to acquire with the funds they have received
from the milk checks and perhaps USDA loans, etc.
The Krusenbaums then take on the next entrant
farm family, repeating the process.

Challenges

Despite the investment in a sharemilking scheme,
there are no guarantees. The Krusenbaums com-
pleted a sharemilking contract with a couple who
started out as farming interns with them. However,
the beginning farmers decided not to continue

in agriculture after all. They did not start their
own farm and sold their earned heifers back

to the Krusenbaums.

Krusenbaum notes that despite earning skills, milk
check money, and a small herd, beginning farmers
they work with will face difficulty finding access to

farmland, “especially in light of the high land prices.”

Despite a long, solid relationship between the
Krusenbaums and the land trust, the Krusenbaums’
own access to land is not secure right now. Part of
the land they rent from a private owner is being sold
for development. The acres they lease from the land
foundation are not enough to maintain their farm
operation and run a sharemilking arrangement. They
are therefore in an uncertain position as they
begin lease negotiations.

Recommendations

Krusenbaum suggests retiring farmers consider a
sharemilking transfer/purchase model: “Maybe with
a slow transition more in line with [the New Zealand
sharemilking transfer/purchase model] that after a
while...they would hand over more and more equity
and work maybe in a partnership with the new
person on the land.

Lessons Learned

» Sharemilking can work as an effective strategy
to prepare a young family for farm entry.

» Asharemilking experience may lead to a decision
not to continue farming.

Click here to return to Longer lease
terms or Sharemilking on page 20

Click here to return to the Case Studies
listed on page 26
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Farmland Succession via Land Contract to Young Beginning Farmers

(Two Contrasting Cases)

Highlights
* Beginning farmers
+ Succession

* Land Contract

Kristie and Theo Smith-Bennett

Kristie and Theo are a married couple, both in their
late 20s with an infant son. They jointly operate a
new mixed-vegetable market garden farm in the
Midwest. According to Kristie, they grow five acres
of “basically every vegetable that will grow in this
climate,” such as asparagus, cabbage, broccoli,
garlic, spinach, onions, and potatoes. as well as
“raspberries, some apples, a few blueberries, and
strawberries.” The Smith-Bennetts supply a rapidly
expanding Community Supported Agriculture opera-
tion from this market garden, with more local demand
than they can meet. This demand is allowing brisk
expansion of their farm business.

The Smith-Bennetts also have two herds of beef
cattle on the farm, one of which is their own small
herd of 17 cows plus calves. The other herd belongs
to another farmer with whom they have a lease
agreement. In exchange for taking care of his 35
cows and their calves, the Smith-Bennetts receive
their choice of three-quarters of the young.

Theo and Kristie are purchasing the land they farm
from Theo’s parents. They are buying 80 acres, plus
buildings that include a house, a large dairy barn,
an unused “old barn” with granary, 3 silos, and a
garage. They are leasing another 40 acres, currently
in pasture for rotational grazing and haying, from
his parents. This land is surrounded by land that his
parents still farm. They have first right of refusal on
the land, should his parents wish to sell it. Actually,
Theo and Kiristie could have purchased that acreage
as well, but didn’t want their monthly payments to
be so steep without knowing whether their farming
business would be successful.

The farm transfer is arranged via “land contract,”
which Kristie says is pretty standard in their area

for one generation passing a farm on to the next.
According to her, a land contract is akin to arranging
a mortgage with your family rather than a bank.
“Land contract is like paying really expensive rent.
If the business doesn’t work out, all the money goes
to Theo’s parents. If the business does work out,
it's like having a mortgage.” Per Kristie, in a land
contract, all of the risk is borne by the landowners
(sellers) but there are stipulations for minimum
liability insurance for the buyers. She says it feels
like “a kind of ownership,” because they pay property
taxes even though they do not yet own the title to
the farm. They have a minimum payment of $900
per month and every month they pay in excess of
that to get ahead. After a certain percentage of the
purchase is fulfilled, the title will be transferred. Their
case clearly illustrates that beginning farmers who
receive assistance from farming family members
can be well positioned to enter agriculture.

Kaleb and Bailey Rose

The Roses are a young married couple who want
a dairy farm. Kaleb grew up on his family’s farm but
is currently working at a lumber factory, earning
approximately $7—8 an hour. Bailey was injured
and is currently unable to work. Although Kaleb’s
father has a farm and is nearing retirement, he
didn’t believe that Kaleb really wanted to farm or
had the necessary knowledge and skills to succeed
(he had co-signed for Kaleb’s brother who “bailed,”
leaving him with two mortgages). Therefore, a land
contract for the Roses was out of the question.
Kaleb’s father indicated that he would sell the land
outside the family if Kaleb were unable to buy it.
Kaleb has a spotty credit record and so doubts he
would have any luck getting favorable bank financing.
With the price of milk also being “incredibly volatile,”
Kaleb faced “lots of issues” when trying to enter
agriculture. Although he was
frustrated, Kaleb noted that “dirt
runs in my veins” and he intended
to keep trying.

Very recently, Kaleb’s father decided to
let him try to demonstrate his sincerity
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and ability. He allowed Kaleb to rent 15 acres from
him in 2008, and will lease him a total of 73 acres in
2009. The entire farm is 160 acres, with 113 tillable
acres and the remainder in woods, pasture, and
buildings. The other 40 tillable acres will still be
rented out to another farmer, so that Kaleb’s father
will have some income coming to him from the land
if Kaleb is not able to make a successful go of it.
Kaleb is trying to get a larger dairy herd together
to earn enough money for a down payment for the
farm. According to him, buying the farm outright
would cost in $320,000. In the meantime, he is trying
to convince his father to let him turn over a portion
of his milk check for income to his parents so that
they “can comfortably retire” and that Kaleb would
inherit the farm when they pass away.

Challenges:

For would-be beginning farmers who have no
family assistance, especially those who do not
have enough income or wealth to secure bank
financing, access to farm land is the most difficult
part of getting into farming. This may be particularly
true when current owners need assurance of a
degree of security.

Advice to Others

Young beginning farmers who have family members
willing and able to pass on farm land to them are in
a very different (and highly advantageous) position
relative to many farm entrants. Land contracts, in
particular, give beginning farmers access to land
without overextending their resources.

Lessons Learned

» Strategic leases to maximize land use while
growing the herd can be a sound practice for
beginning farmers.

» Favorable family financing can help next
generation farmers get established.

Click here to return to Installment land contract
on page 17

Click here to return to Successful transfer
strategies on page 19

Click here to return to the Case Studies listed
on page 26
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Rental from a Land Trust Farm Incubator Program

Highlights

* Beginning farmer

* Immigrant farmer

* Land trust-owned farmland
* Farm incubator programs

Houa Phang is a 58-year old Hmong farmer in

the eastern United States. Her mixed vegetable
farm occupies three acres of land rented from the
Southside Community Land Trust on an annual
basis. She and 210 other limited resource farmers,
most of whom are Hmong, are using Southside Land
Trust land. Some of these people work Southside’s
urban plots only to help feed their families, but
Phang and four others work on a 50-acre section
of land just outside of the city to grow for market.
Twenty acres of that land are currently arable, but
these farmers are working cooperatively to bring
all of it into production.

Phang first heard about the opportunity to lease
land from the land trust when a friend told her, “there
was a posting at the Hmong Association about a
farming program. [She] went there to read the poster
and then contacted the Southside Land Trust.”
According to Phang, just under a dozen people
originally signed up. Southside then interviewed the
applicants and chose those who would qualify for
the farm incubator program. The land trust offered
the land to the selected applicants. If applicants
could not afford the $300 per month rent, they could
receive a loan from the land trust at 3% interest.

Phang has been with Southside the longest of all
the farmers. She didn’t know how to farm when she
arrived in the United States and learned from the
land trust. She had operated a grocery store in Laos.
In fact, the first year she was farming, she scatter-
sowed her tomato seeds. Now, Phang’s business
is very profitable, and she sells at several farmers’
markets in the area.

The farm incubator program has had some
difficulties. The program participants were respon

sible for clearing and tilling the land. There was
little irrigation available in the beginning. A number
of participants did not stay with the program because
they worried about putting in a good deal of labor to
make the land profitable without having the security
of a long-term lease. When all of the original partici-
pants except Phang had left the program, the land
trust amended its strict five-year lease policy, which
had been intended to allow greater numbers to
become involved as others “graduated” out, to allow
farmers to stay on the land longer. Phang now has
a year-to-year renewable lease with Southside.

Challenges

Beginning farmer programs that offer land may
require a lot of upfront work from entrants if they
are operating on land that has not previously been
used for farming. Farm entrants and land trusts
offering land need to make certain that their
expectations are aligned.

Short-term leases from land trusts may not provide
farmers with adequate land security. This is espe-
cially true in “graduating” incubator programs that
are designed to provide only short-term access to
land before the next crop of farmers is brought in.

Advice to Others

Phang would definitely recommend working with

a land trust such as Southside, opining that “this is
a good program and is very helpful for people who
need to get started.” Working with a land trust can
offer entrants both farm training and access to land.
Moreover, as Phang found, a land trust might also
be able to inject more flexibility into their leasing
options. Thus, they may be able to meet the
needs of the local pool of beginning farmers.

Continued on next page
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Lessons Learned

Beginning farmers can come from
populations that are neither rural nor
from farming backgrounds.

Incubator programs can teach beginning
farmers the skills they need to succeed
in agriculture.

Incubator programs that are designed
to “graduate” participants do not provide
farmers with long-term land security.

Land trusts can increase access to land
for growing food.

Click here to return to Incubator/mentoring
on page 25

Click here to return to the Case Studies listed
on page 26
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Countryside Initiative in Cuyahoga Valley National Park, Ohio

Highlights

* Rehabilitating and revitalizing older farms into
working farms on public land through partner-
ship with non-profit organization

» Use of long-term agricultural leases with con-
servation stipulations on public land

This unique case study is a story of how public
landowners linked arms with a non-profit to return
farming to their historical land. One aspect of the
original mission of a national park was unburied
and made into reality with the help of a non-profit
organization, state employees, and farmers looking
for agricultural land. Through the use of long-term
leases, this national park has fulfilled its mission of
returning to its historical roots of a working agricul-
tural landscape, while maintaining environmental
stewardship through lease stipulations that outline
the conservation-related expectations for land care.

Located between Akron and Cleveland, Ohio, the
22-mile long, 19,000-acre Cuyahoga Valley National
Park was created through the Parks to the People
program in 1974. The founders had hoped to pre-
vent the rural landscape from disappearing and to
preserve the rural character of the valley. Although
rehabilitating the remnants of the old farms had
been a central goal for the park’s founders, over two
decades of park management passed before the park
began to take major steps to focus on the agricul-
tural value, versus the wilderness value, of the land.
The park had previously set up short-term leases
with local farmers for raising hay and corn on park-
land, but more major attempts to bring agriculture
into focus were hampered by the lack of models
available on which to draw. This changed in 1997,
when the park superintendent took a sabbatical to
England to the British National Park Service, where
he observed public lands being used by private
citizens to farm.

With the help of Darwin Kelsey, the Countryside
Initiative program was created to transform the old
farms into working sustainably oriented farms. The
non-profit Cuyahoga Valley Countryside Conser-
vancy, with Kelsey as director, was created as a

partner organization to the Cuyahoga Valley
National Park to co-manage the Countryside Initiative
program. Cuyahoga Countryside Conservancy
obtains a quarter of its funding through a contract
with the Cuyahoga National Park, but it also receives
funding through foundations, fees collected from
vendors at the farmer’s markets it supports, and
tuition fees from educational workshops.

One of the first issues Kelsey tackled was the
term of the agricultural leases the park had been
accustomed to using. The park had been issuing
special use permits to farmers on a very short-term
basis, mostly year-to-year arrangements, to grow hay
and corn on the park’s land. But Kelsey emphasized
the importance of long-term lease arrangements
to encouraging farmers’ long-term interest in the
land. The park currently leases land to farmers for
up to 60 years.

“Now the assumption was that things were on a
short-term lease and it would be harder for those
farmers to do a lot of damage in a short time. But
of course, that's counter-productive. | mean if you're
going to set people up to have short-term access,
they have a built-in incentive to make the most of
the opportunity, to neglect all kinds of stewardship
issues, and maximize their income. And they have
no incentive to make long-term investments that they
may not get their money back on or undertake
long-term conservation stewardship practices,”
said Kelsey.

For the farmer, the long-term lease means that he
or she can make a sizable capital investment in the
operation and be able to see the returns of that
investment. The long-term lease also presents the
opportunity for the farmer to build equity. Kelsey
explains that there are built in protections for the
farmer’s investment. For example, the farmer can
never sell the land, but with the park’s approval,
he or she can sell the remaining years of the
lease to an incoming farmer if he or
she wants to leave the program.

The Cuyahoga Valley Countryside
Conservancy uses a request for
proposal (RFP), which is a legal
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document, to identify interested parties to farm on dates must convince evaluators that their attitudes
the park’s land. The Conservancy recruits potential toward conservation and land care fit with those of
farmers, evaluates RFPs, interviews promising the park’s. The RFP has a section that discusses
candidates, and makes recommendations to the sustainable practices, laying out various levels of
superintendent of the park. Part of their evaluation sustainability on a chart. The candidate places him or
process involves assessing the strength and quality herself somewhere on this chart (see Figure 1), and
of the candidate’s farming concept. The program has though the candidate is not expected to be certified
a rigorous set of expectations and standards with organic, he or she should be on that general end
regard to environmental stewardship, and candi- of the spectrum to receive consideration.

Production Practices for Sustainable Vegetable/Crop Enterprises*

Less Sustainable Practices More Sustainable
Practices

rop Rotation

Monoculture (same crop in Two years between the Three years between the Four years between the

same field each year) same crop planted in the same crop planted in the same crop planted in the
same field same field same field

Organic Matter Maintenance

Add crop residues only  Add animal manures + Add cover crops, animal Add compost, cover crops,

crop residues manures, + crop residues <+ crop residues to soil

Nitrogen Fertilization

Broadcast bagged fertilizer Broadcast bagged fertilizer Band and sidedress Rely on N from organic
in fall in spring

fertilizer to match timing ofresidues, in addition to
crop uptake timely fertilization

Insect Management

Calendar spray
insecticides {on

predetermined schedule
eed Management

Scout for insect pests, Scout for insect pests, Use cultural practices and
then spray non-selective then spray selective, least- beneficial insects to
insecticide toxic pesticide control pests

Apply herbicides as Apply reduced rates of
primary weed control tool herbicide and cultivate

crops, and mulches to
suppress weeds

WEEEEER EREL TN

Apply fungicide on a Use disease modeling to Use disease modelingto Use disease modeling to

predetermined time time time
schedule (e.g., weekly) fungicide applications as fungicide applications as fungicide applications as
needed needed needed

* Adapted with permission from Sustainable Vegetable Production from Start-Up to Market (NRAES-104). Natural Resource,

Figure 1. The scale used by the Countryside Initiative program to assess farming approach.

Once the superintendent accepts the recommen- practices and building repair and main-
dation of the Conservancy, the park and the farmer tenance. Regarding conservation
begin negotiating the lease, which is a 40-page practices, the lessee is prohibited
document detailing the relationship between the from using herbicides and pesticides
lessee and the park that outlines the responsibilities without pre-approval, and each year
of both parties, including required conservation must submit an annual operating
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proposal. This proposal must be approved before
any changes to the land can be made.

The park determines the amount of rent the farmer
pays. This figure is based on two components:
the residence and the farm enterprise. A certified
appraiser assesses the value of the buildings on
the property and compares the cost of living in this
house to other houses in the surrounding community.
The figure the appraiser calculates is then discounted
by at least 50% through the Countryside Initiative
program due to the many regulations with which the
farmer must comply in order to live and farm on the
property. The second component of the rent is based
on the productive value of the farm and represents
a percentage of gross sales. Where many landlords
might require renters to pay 20 to 40% of gross sales,
Cuyahoga National Park requires renters to pay 5%
during the first year, increasing half a percent each
year until, 10 years later, the maximum is reached
at 10%. The concept behind this incremental rent
increase is the understanding that starting a new
business can be difficult, and it can take 5 to 10
years to reach a productive level. The rent paid by
the farmer stays in the Cuyahoga National Park.

The Conservancy has estimated that 20 old
farms in the park have the infrastructure to be
rehabilitated through the Countryside Initiative
program. By the end of this year, there will be 11
farms created through the program, including a
community supported agriculture (CSA) vegetable
farm, a meat goat farm, a “you-pick” berry farm, a
culinary and medicinal herb farm, and a lamb and
agritourism farm.

According to Kelsey, “These little farms...their
greatest value is to help people get a glimpse of
where the future is. It's a little bit about the past, but
mostly about the future. We’re not going to continue
to farm the way we’re farming now. Ninety-eight
percent of all the food consumed in America is
produced by long distance, industrial food systems.
...These little farms in the park here are part of that
emerging alternative to get into the public’s mind
to help change our perception of where we are
and how we ought to change.”

As far as taking the model of the Countryside
Initiative and adapting it to fit other systems and
contexts, Kelsey says, “You don’t have to be in the

park to do this. It's adaptable. We also know that
there are other state parks and local park systems
that are out looking at this because many of them in
fact have ‘X’ number of acres of farmland including
sometimes land with houses and barns and so on,
that were originally associated with it, so there are
a number of public settings in which what we’ve done
here is applicable. So I think that’s significant and
important. In fact, a private individual could [do this].
If they’ve got a farm close by or somebody inherits
a farm but they don’t necessarily want to just sell it,
they could manage it according to the same kinds
of system or ways that we do. So what we're doing
is applicable in other situations, and that becomes
a model that deals with the whole issue of access
and succession.”

Key Resources

» Securing a contract with the national park service,
and raising money through foundations seemed
to be integral to establishing the non-profit
Cuyahoga Countryside Conservancy.

Lessons Learned

* Partnerships between public landowners,
non-profit organizations, and farmers can
lead to innovative models that bring farmers
onto farmland, increase the public awareness
of sustainable farming, enhance the agricultural
productivity of public lands, and ensure that
the quality of farmland and the integrity of the
environment is being maintained through
conservation practices.

Click here to return to Longer lease terms on page 20
Click here to return to Federal land on page 22

Click here to return to the Case Studies listed
on page 26

Click here to return to Written lease agreements
with environmental stipulations
on page 50

Click here to return to the Case
Studies listed on page 56
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Guralski-Martin Incubator Farm

Highlights

« Successfully transitioned incubator dairy farm
to non-relative employee

* Renter took good care of the land due to lease-
to-own arrangement

Enos Martin had worked for the Guralskis for
several years on their farm in Marathon County,
Wisconsin, as an employee milking cows. When
he told Lyle Guralski that he would be moving on
soon to find a dairy farm of his own, Lyle and his
wife wanted to help the Martins get started. The
Guralskis looked for a farm to rescue, that is, a farm
that had been a dairy farm historically, and wanted
it to be within 4 miles of their home farm to keep
fuel costs to a minimum. The farm they zeroed in
on fit this description and had been used to raise
beef cows most recently. In 1999, the Guralskis
expanded their operation and bought this 80 acre
second farm. Lyle invested in the second farm,
making improvements so that it could fully function
as a rotational grazing operation. Within a few years
time, in 2005, Enos bought half of Lyle’s herd and
leased the land on the second farm. After two years
of successful management, Lyle offered Enos the
option to buy. Today, the “second farm” is now
the Enos and Phoebe Martin dairy farm in

Edgar, Wisconsin.

From Leasing to Owning

This successful farm transfer story sounds so simple,
and in fact, “simple” is just how both Lyle and Enos
described the arrangement. But there was plenty
of planning and communication between the two
parties before Enos and Phoebe actually bought
Lyle’s second farm.

“We used to work together and then we’d stop and
talk for 10, 15, 20 minutes, a half an hour, maybe

even an hour sometimes, and just...well, how would
we do this, how would we split the cows up and, how
many do you think | could run and, how much could

| borrow if | had this many and we’d just talk about
these things. We talked about it for probably a
year or two years before we even did anything.”

The goal was to duplicate the grazing system at
Lyle’s home farm, and to run the two farms as Lyle’s
operation, with the idea that the second farm would
eventually be transferred to Enos. The second farm
had thin infrastructure and Lyle invested in a milking
parlor similar to the one he had on his home farm.
He also invested in bedded winter housing, fencing
for a rotational grazing system fit for 100 cows, and
a filtration system that allowed water to be silted
through a grass strip before going into the stream.
Apart from infrastructure, the quality of land on the
newly purchased farm needed improvement. The soil
in the farm’s valley was heavily silted and too wet,
making it impossible to graze cattle in this area. But
after engaging in managed grazing over several
years, Lyle and Enos saw the quality of sod drasti-
cally improve. During this time, Enos and Lyle
worked to build up Lyle’s herd, and they ran the
farms as efficiently as possible. Not only was the
two-farm set-up environmentally responsible, it
was profitable.

Informal Verbal Agreement

Throughout the transition period, the Guralskis
and the Martins received guidance from Extension
Agent, Tom Cadwallader, in developing a success-
ful lease agreement. Because Enos had been a
good employee for several years, Lyle was confi-
dent that he had the talent and the ability to take
over his second farm.

“We basically said that if he stuck with us, we would
make that farm his, if he was interested,” said Lyle.
“Our goal was that we would lease for three years,
but in two years, Lyle, the landowner, gave me the
option to purchase and that’'s what
we did. So we purchased two years
after the lease and that was just a
mutual agreement. It wasn’t neces-
sarily written down,” Enos said.
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For Enos, the farm transfer was especially advan-
tageous because the farm was set up for rotational
grazing, and most importantly, the cows were already
accustomed to the set up. Buying new cows and
bringing them into an operation often means a
higher than average cull rate. When Lyle sold half
of his herd (90 cows) to Enos in 2005, those cows
were transferred to the second farm where Enos
managed them and rented the farm for two years.
In terms of how Enos treated the land as a renter,
he said, “I treated it like | was going to own it. Lyle
stuck a lot of money into this farm. | tried taking
care of it as if I'd be the owner of it someday, and
yet, he had it fixed up to where it would work.”

Key Ingredients

For Lyle, what made the arrangement so successful
was the mutual respect he and Enos had for one
another, and the opportunity to transfer his farm to
a competent new young farmer.

“It isn’t about the money. It’s actually the joy of just
seeing him and his wife and his family do well. You
know, when I’'m on my deathbed, | think those are
things that I'll think of.”

Enos agreed that mutual respect was the foundation
for the successful partnership that led to the smooth
farm transfer. “You have to listen and work for some-
one else and that’s hard. Today there are not too
many people that want to do that. | mean that’s the
way | see it. | had a lot to learn. Lyle taught me a
lot of things and you have to work hard,” he said.

“It's kind of like being married. It's the partnership.
I never really had a cross word and neither did he.
We always talked about things before it got to the
point where it got, to where somebody had to get
nasty about it. That’s what makes it easy | guess. |
tell people and everybody says well you know they
can take you through the weeds and | say, ‘yeah,
they can’... The person coming in has everything
to gain, to a degree, and the person with the assets
has everything to lose. You could probably get beat
up pretty good, but you just got to have faith in the
person that you're dealing with that he’s going to
do what he says he’s going to do,” said Lyle.

Key Resources

* Marathon and Lincoln County Agribusiness In-
cubator Project, University of Wisconsin-Exten-
sion, Agriculture Agent Tom Cadwallader

Lessons Learned

* Mutual respect between landowner and renter.

» Lease-to-own arrangement advantageous for
renter and for environmental stewardship.

Click here to return to Sharemilking on page 20

Click here to return to Sharemilking model
on page 41

Click here to return to Land tenure terms and
tenancy relationships on page 53

Click here to return to Land tenure terms and
tenancy relationships on page 54

Click here to return to the Case Studies listed
on page 56
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Swallow’s Nest CSA and Land Access Struggles

Highlights
» Troubles obtaining land with high quality soil

* Insecure relationship to the land deters investing
in conservation practices

» Success in building partnership with landowning
CSA member

How does insecure and unstable land tenure
affect farmers’ actions with regard to conservation
behavior? The following case study describes how
one farm couple has struggled for 14 years to obtain
and secure quality farmland for their vegetable
operation. Having recently discovered an interesting
and unanticipated solution to their longtime struggles
through drawing on the social ties made possible
through their Community Supported Agriculture
(CSA) farm, these farmers explain the successes
and failures they’ve encountered in trying to imple-
ment conservation strategies on rented land.

Nora and Pete Jacobs have been running Swallow’s
Nest, a CSA farm in Southern Wisconsin, for 14
years. They are in the middle of transitioning the
land they operate to organic practices, through the
Natural Resource Conservation Service (NRCS)
Environmental Quality Incentives Program (EQIP).
This year, their CSA feeds over 200 families, their
largest membership yet. They grow vegetables,
alfalfa, and oats on 30 acres of rented land, and
they keep a variety of small livestock, including
goats, chickens, and sheep.

Since they started farming, the Jacobs have strug-
gled with acquiring and keeping quality farmland.
Due to the high cost of buying land in their region,
the couple has been forced to rent land from year
to year from the surrounding farmers in their area
who farm conventionally. The Jacobs use organic
farming techniques, and obtaining high quality crops
from depleted soils on rented land has been a
continuous struggle for them.

“The first one that | remember that we rented was
next door to a friend. He didn’t have a lot of land but
he had leased his little corner to a big guy and that
soil had no worms, no life at all. It was just awful,

and everything that season that came out of there
was mini. Then we had another place similar to that
where the family wanted to transition it to organic

but it had been continuous corn for years and it was
a mess, and that also had really small vegetables.
You just can’t make the soil well very fast,” said Nora.

Discussing the length of their leases on rented
land, Nora said, “Oh no, it [the lease] was never
more than a year-to-year kind of deal. It is totally
not worth investing what it takes to bring something
back around if they’re going to snatch it out from
under you.” In addition to the problem of poor soil
quality, Nora and Pete have had considerable trouble
holding onto the small parcels of land they have
rented. “I'd say we’ve probably had a half a dozen
locations in the neighborhood, little corners of land
that we’ve used, a year or two, maybe three. And
either someone else rented it out from under us, it
got sold, or it was just so grossly inconvenient for
us to move machinery.”

For the Jacobs, the cost of farmland has been
prohibitively expensive. When they bought their
farm in 1992, the seller was asking $900 per acre.
Today, farmland sells for $5,000 per acre in the
Jacobs’ neighborhood. At the time they purchased,
they proposed to buy a larger parcel of land from
the seller, but she was unwilling to sell anything
less than the 150 acres that made up the original
farm. They bought five acres in buildings from this
seller. Today, the Jacobs pay $100 per acre for the
land they rent. From a financial perspective, renting
is far more feasible.

Solutions

Recently, the Jacobs found a solution to their land
access problem. Three years ago, a CSA member
who had been a customer of theirs for several years
was looking for farmland in their
area. A 40-acre farm was up for
sale a mile away from the Jacobs,
and the CSA member bought it.
For the past few years, the Jacobs
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have been renting 27 acres of this land, and they are
in the process of transitioning this land to organic for
the owners. The Jacobs pay $100 per acre in rent
through a 5-year lease, and they receive $50 per
acre in cost-share through EQIP to offset the cost of
organic hay. The land will be certified organic in the
next year, and Nora is confident that the owners
will renew their 5-year lease.

Nora explained that planting alfalfa and oats has
rejuvenated the soil on this rented land: “What we
have seen over there as we're transitioning that
land is birds are coming back. It's been really neat,
especially this year going through the fields and
seeing how much more life and activity, not just in
the soil but above the soil, as nature kind of comes
back around and the birds are finding a nice
place to live.”

Key Actions

Nora insists that they would not have found the land
they currently farm had they not widely communi-
cated their need for quality land to farm.

“If [you’re] looking for land, just talk about it and ask
about it in your neighborhood as people get to know
you and respect what you do .A lot of land sells, but
a sign never goes up. So talk and talk and talk,

because it was certainly through our relationship with
[our customer] that we were able to have that land.”

She concludes by saying, “I'm not sure we could
have kept going if we had not had that arrangement
because it’s just so hard to get these, you know.
We don’t want to lease hundreds of acres; we just
need a small amount for the vegetable production.
Although it has helped immensely to have our own
hay and to grow a little bit of our grain for the animals
because feed is getting just astronomically expen-
sive. So that’s helped us a bunch. It's been well
worth it just to do that.”

Key Resources

» Talking to CSA members and people in
the community

* Natural Resource Conservation Service
(NRCS) Environmental Quality Incentives
Program (EQIP)

Click here to return to Length of lease on page 50

Click here to return to the Case Studies listed
on page 56
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Tenant 1nitiates conservation practices on rented wheat farm

Highlights

¢ Tenant educated landowners on
conservation practices

* Reconnecting the farmer to the consumer

* Regional loss of farmland related to
Conservation Reserve Program

This case study shows how a farm renter was
able to introduce innovative sustainable agriculture
techniques on rented land and how he proceeded
to launch a successful flour company based on
cooperative relationships between dozens of
wheat growers. Karl Kupers stresses that tenants
educating their landlords about the advantages of
conservation methods is a key to improving land
stewardship on rented land.

In 1987, Karl Kupers, a wheat grower leasing 5,600
acres in Washington state, tried something different.
After a tillage operation on a parcel of his land
resulted in soil erosion so deep that his typical winter
wheat crop couldn’t be seeded, he listened to the
advice of a friend who was a native grassfeed dealer.
Karl seeded perennial grass and watched over a
period of years as the basically no-till system he had
set up led to improvement in the land and in the soil.
Shortly thereafter, Karl was given the opportunity
by Monsanto to go to Pierre, South Dakota, with
eleven other growers to observe the no-till farming
system at the Dakota Lakes Research Farm.

The Dakota Lakes Research Farm was established
in the late 1980s as a collaborative project between
South Dakota State University and the non-profit
Dakota Lakes Research Farm Corporation for the
purpose of conducting research on no-till farm tech-
niques. Using a direct seed drill instead of a plow
results in soil that retains more water, undergoes
less erosion, and has fewer germinating weeds.

‘I was in a perfect mental frame of mind, and |
soaked it up in spades. | came back and personally
just decided that that's exactly what | wanted to do
at this farm. Of course this farm was all leased; |
owned none. So, | put together a two-hour presen-
tation and went to my landowners and basically in

two hours, | said, ‘Forget about everything you've
known about farming, and let’s give this a try,”
Karl said.

Since 1973, when he took over his father’'s wheat
farm, Karl had leased 5,600 acres from landowners
through written agreements. Prior to his trip to South
Dakota, Karl had already successfully diversified his
farm with non-wheat crops such as canola, and had,
since 1985, been working toward the goal of oper-
ating his farm without subsidies. He proposed the
following plan to his landowners: “| said, ‘Look, let's
try a no-till, diversified rotation project. Give me seven
years and if we’re not matching up equal to or better
than what we’ve been doing, then we’re going to
abandon it.” They said yes, and the rest is history.”

“I touched over 16 crops, put them in the ground,
and | realized that the rotation was the key to my
success from an agronomic and environmental
standpoint. | lived in a monoculture region, so | found
it very difficult to market these diversified products.
| looked around and decided there was nobody
else out there willing to do this, so | jumped in.”

Today, Karl is the primary marketer of Shepherd’s
Grain, a flour company that he co-founded in 2001
with Fred Fleming, another Washington wheat
grower. Karl has since stepped away from farming
in order to devote himself entirely to marketing for
the company. Shepherd’s Grain obtains its wheat
from 34 growers from all over the Northwest. All
growers farm using sustainable practices and are
certified through the Food Alliance, which is based
in Portland, Oregon. In addition to their main crop of
wheat, the growers also produce minor crops such
as lentils and garbanzo beans that are marketed by
the company. Shepherd’s Grain flour is identity-
preserved, which means that the origin of a bag of
flour can be traced back to the field where it was
grown. Karl explains that this is important from a
food safety standpoint, as well as from a marketing
standpoint. The feature of product
traceability may be increasing in
demand, which makes it more
important for consumers to
connect with farmers.
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Resources Used

Incredibly, Karl was able to start a successful busi-
ness marketing locally grown products from wheat
produced sustainably on leased land. “Most people
literally would almost call me a liar when | tell them
| leased my land because, no way, because the way
you treat it and what you’re doing with it, and all this
stuff, they couldn’t believe it. And | go, ‘Well it's true!”

In addition to the opportunity to visit the Dakota
Lakes Research Farm in South Dakota to learn no-till
techniques, Karl’s efforts were supported through a
research grant from USDA Sustainable Agriculture
Research and Education (SARE). Additionally,
forming the alliance with Fred Fleming in 1999 was
a key ingredient in launching Shepherd’s Grain.

Suggestions to New Farmers and Landowners

Karl stressed the importance of tenants educating
their landlords about the benefits of sustainable
agriculture. He presented his landowners with the
necessary information, then came up with a proposal.
As far as landowners, Karl has heard of some indi-
viduals in his region specifying “no-till” in lease
agreements, but such stipulations are rare.

In his specific region, Karl explained that it is not
development pressures that are responsible for the
loss of agricultural land, but the vast amount of
highly productive land enrolled in the Conservation
Reserve Program (CRP). Karl is in support of CRP
when it protects highly erodible land, but feels the
program is not helping new farmers to get estab-
lished in his region.

“We see farmers retiring their whole farm under that
program (CRP). It was never supposed to happen
that way and what happens is that it kills small

communities because their livelihood is based upon
agriculture and when you take it out of production,
you kill so many components within your community
and it’s just a shame. But the most critical part is

that new young farmer who would like to expand.”

Karl sees the Conservation Security Program (CSP)
as a suitable program to keep agricultural lands as
working lands while conserving their environmental
qualities instead of one that pays people to retire
their land. He feels that if CSP was improved with
increased funding and increased operator eligibility,
the program could really benefit the environment
and society:

“One of the things that we continue to look at, work
on, and hope for in the future is the environmental
service that a no-till program provides for society.
There are real opportunities for marketing that in a
positive way. In a perfect scenario, the CSP program
is the beginning of that, and the further development
of watersheds involving no-till prove it. It has a nice
outlook and could bring that new young farmer
back to the land.”

Key Resources

¢« USDA SARE Research Grant

¢ The Dakota Lakes Research Farm,
Pierre, South Dakota

Lessons Learned

* Tenants need to educate their landlords to
facilitate conservation practices on rented land.

* Compared to CRP, CSP has more potential to
help beginning farmers in the Washington area.

Click here to return to Farm operator education
and attitudes on page 48

Click here to return to Farm operator education
and attitudes on page 53

Click here to return to the Case Studies listed
on page 56
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NEW SPIRIT VENTURES,

LLC

Conservation Buyers Lease to Sustainable Farmers

Highlights

* Innovative approach at securing land for
organic farmers and keeping that land in
organic production, made possible through
green investors and a third party organization

* Long-term, renewable agricultural leases with
option to buy, and with a required conservation
plan stipulated in agreement

This case study describes an innovative approach to
securing land for farmers interested in keeping land
in organic and sustainable production. New Spirit
Ventures, LLC, founded by Robert Karp, connects
“green” investors with farmers looking for farmland.
The investors purchase the needed farmland and
then lease it to the farmer through a long-term
(15-year), renewable lease. The goals of New Spirit
Ventures are to: 1) strengthen the viability and
growth of organic and sustainable farmers and
ranchers; 2) preserve farmland and encourage the
economic, social, and ecological health of rural com-
munities; 3) aid ethical investors to meet their social,
financial and environmental goals by facilitating their
investment in organic and sustainable farmers; and
4) create a community between investors and
farmers where environmental stewardship, healthy
food, and farmland preservation are strongly valued.

Launched in 2008, New Spirit Ventures accepts
applications from organic and sustainable farmers
looking for additional land, or who need financial
assistance to maintain their current land base. To be
considered for the program, the farmer must meet
the following criteria: commitment to sustainable
agriculture practices; at least 5 years experience
in the business of farming; consistent markets with
stable relationships with buyers; 4) pay a rental rate
of at least 4% of the cost of land to start. After due
diligence by Karp and his colleagues, farmers are
selected to participate in the program. Land pur-
chases are negotiated and the initial leases are put
into place. The long-term lease—which is actually a
5-year lease with the option to renew for an addi-
tional 10 years—includes: the option for the farmer
to buy the land at fair market value, should the

investor want to sell the land; an affordable rental
rate for the first three years while the land is in
transition to organic production system (if needed);
and a conservation plan.

In 2008, New Spirit Ventures identified 8 promising
farmers who fit their criteria. “Of the ones that looked
more promising, one of the very gratifying things was
that a number of them were young farmers, like late
20s and early 30s who have a farm background,
and are farming now, but who need more land in
order to be sustainable. That's been very gratifying
because it’s clear that the program can be of
value to young farmers.”

So far, New Spirit Ventures, LLC has facilitated
the purchase of one property, a 160-acre farm in
Southwestern Minnesota. The purchase is a success
for the pilot program in at least two ways. The pur-
chased land will be transitioned from conventional
to organic. The farmer selected for the program is
young and experienced. This means that New Spirit
Ventures is achieving its goals of preserving farm-
land and helping the next generation of organic
farmers to secure land.

In areas where farmland is under threat, Karp hopes
that investors will place agricultural easements (in
this case, that specifically limit land use to organic
agricultural production systems) on the farms they
purchase to legally protect the land from non-farm
development over the long term.

Directions for the Future

New Spirit Ventures, LLC is currently considering
a new design to achieve its farmland retention
goals. Karp eventually would like to improve his
pilot program to enable investors to pool their
finances and purchase farms together as a third
party financial entity. This social investment fund
would require more organizational
infrastructure and would involve
compliance with various types of
state laws. For example, if the
social investment fund was to
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be set up as a LLC, the fund could not legally own Click here to return to Private investment on page 17
farmland in the state of Minnesota as state laws
do not allow corporations to legally hold farmland.
However, the fund could be set up as a non-profit,
and this approach would make matching farmers Click here to return to the Case Studies listed
to investors more simple and efficient, hopefully on page 26

resulting in the purchase of more farms in a
shorter amount of time.

Click here to return to Conservation buyers and
investors on page 22

Click here to return to Land tenure terms and
tenancy relationships on page 54

Click here to return to the Case Studies listed

Key Resources on page 56

* Legal experts to aid with navigating state
laws regarding the creation of social
investment organizations

» Social networks to facilitate the matching of
potential investors and potential farmers
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Struggles for a Private Landowner’s Environmental Wishes

Highlights
« Difficulty finding organic farmers to rent land

* Challenges between non-farming landowners
and tenants regarding the enforcement of
conservation stipulations

» Guaranteeing environmental wishes for the
land through deed attachment

Some landowners face real difficulties when trying
to enforce the conservation-related stipulations in
their lease agreements. Additionally, landowners,
particularly non-farming landowners, may experience
challenges when looking for renters with attitudes
toward the land that are similar to their own. Similar
to the issues raised by the Monk Farm case study,
this story covers issues related to ensuring that
one’s land stays in agricultural production and is
farmed according to the environmental wishes

of the landowner.

Mary Smith is 82 years old and was raised on a
166 acre mixed crop and livestock farm in Eastern
lowa. In 1955, Mary and her husband, Tom, bought
the farm from her father, who moved to town after
Mary’s mother died. The land was in pasture rotation
and the couple raised as many as 10,000 turkeys
at one time, in addition to cattle, hogs, and other
livestock. In 1968, the couple began renting some
of their land in shares to a neighbor and after two
years, began cash-renting this parcel of land. In
1971, Mary’s husband had heart bypass surgery,
and though he continued to farm, it became clear
that he would not be able to keep farming for long.
The couple sold 80 acres of their farm to the same
neighbor who had been renting the land in the late
1970s. The couple cash-rented the remaining 86
acres of their land to this same family, who had
four boys who all stayed in farming on the family’s
6,000-acre corn and soybean operation. This rental
arrangement continues today.

Challenges

Since the mid-1990s, the Smith’s have been inter-
ested in organic agriculture. They began to become

concerned about the amount of fertilizer and
chemicals used in agriculture and the effects on
humans and the environment. Although they were
no longer farming at that time, the Smiths tried to
find ways to encourage organic production methods
on their land. They advertised for organic farmers
to rent their 86 acres, but to no avail. The Smiths
asked their neighbors who had been renting this
parcel of land for their corn and soybean operation
about organic farming, but the neighbors explained
that it would be too labor-intensive to carry this out
with their type of operation.

In 2005, Tom died. The following summer, Mary
noticed that the renters had planted corn through the
waterway, violating the lease agreement which stated
that according to conservation recommendations,
all waterways should be mowed and maintained
at 30-feet wide. Initially, she thought that perhaps
because she was a woman landowner, the renters
thought they could take advantage of the situation.
Mary called the renters on the phone to remind them
about this stipulation. The renters agreed to mow the
waterway, but because of some broken machinery,
the waterway ended up not being mowed that year.
Over the years, the Smiths had noticed that the
renters had been leaving the waterways less and
less wide, and Mary described that although the
renters were always amenable to the rules in place
for her land, they would slyly try to stretch these
rules. “So we just bring this to their attention,” Mary
said, “and this year we are back to where we ought
to be. They are 30 feet wide again.”

Social ties play a strong role in Mary’s story. These
neighbors have been renting land from the Smiths
for 40 years, and Mary’s parents were close friends
with the current farmer’s grandparents. These strong
ties seem to make it difficult for Mary to be more
forthright with her renters. “It's sort of one of those
things you deal with,” she said.

Mary and her children are in agree-
ment that they would like to keep
the farm in the family and that it
ought to remain in agricultural
production, ideally farmed using
organic principles. In this region
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of the country, development pressures are strong
and farmland is under threat. The Smiths have
discussed retiring the land using the Conservation
Reserve Program (CRP), or attaching a clause to
their deed that would guarantee the land for agri-
cultural use only. The family investigated the CRP
option, but discovered their land is too productive
and cannot be classified as highly erodible land.
They are currently in the middle of discussing the
deed attachment option with an environmental
attorney, and this is the route they favor most.

Recommendations to Other Landowners

Mary recommended that other landowners should
be aware of their renters’ activities, and that they
should try to find someone who wants to care for the
land in the same way. In her experience, she has had
some struggle with keeping the waterways mowed,
but in general, her renters engage in conservation
tillage and use low-grade cultivation techniques. It
seems as though they are aware that they must
conserve the soil and this is important to Mary as
a landowner. She thinks that it is imperative that
landowners have a written lease and that they
review it with their renters each year. From about
1985 onward, the Smiths have had a written lease
with their renters, which her husband wrote up
with the help of a field specialist from lowa State
University Extension.

Key Resources

* lowa State University Extension

* Environmental attorney

Lessons Learned

* Landowners should consult with as many
experts as possible regarding the environmental
wishes for their land.

» Written leases should always be used to ensure
renters’ compliance.

« Landowners should ideally rent to tenants who
have the same land care goals in mind.

Click here to return to Community norms, social
ties, and influence of farm and conservation
organizations on page 48

Click here to return to Verbal leases on page 50

Click here to return to the Case Studies listed
on page 56
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Passing on the Farm without an Identified Farming Successor

Highlights

» Successful incorporation of coaching and
team methods

» Connecting family members with community
service providers

» Use of leasing as a transition tool

Haven and Elaine Haynes operate a 5th generation
diversified farm on 350 acres in northern New
Hampshire. They raised six boys on this valuable
but cash-strapped operation which over time has
included dairy, beef, hay, poultry, mixed crops and
lately an herb shop—all providing portions of farm
income. The elder Haynes couple is developing a
succession plan. While one or more sons may want
to farm, they have no named successor. This case
illustrates the advantages of a team approach that
integrates coaching, succession, business and land
use planning, leasing and conservation to enable
gradual retirement as well as farming opportunity
and land stewardship on leased land.

With their sons living off-farm and the senior Haynes
couple approaching retirement age, the family was
just barely maintaining through its diversified oper-
ation. To develop a new strategy, Elaine enrolled in
the NH Agricultural Innovation Program for business
planning assistance. She was referred to Land For
Good (LFG), a regional nonprofit specializing in
farm transfer assistance.

Elaine and Haven owned the land debt-free, along
with modest improvements, but were poorly posi-
tioned for retirement. Their goal was to keep the
land in farming and in the family. Labor had been
a chronic problem, but a family friend with a hand-
shake lease and a history of improving the land held
promise for the future. They wanted the homestead
and rentals units to go to one son, with additional
housing options being provided for their remaining
sons. The couple felt strongly about keeping the
property in agriculture as much as possible and
not subdividing unless absolutely necessary. They
pointed on a local map to a farm “that was subdivided

and got chopped up, some fields in still hay, some
houses, some overgrown.” They sought creative
legal and land use options to meet their goal.

LFG conducted an assessment, outlined options, and
drafted a land use plan reserving potential building
lots for their sons. With the senior generation clear
on its goals, LFG helped connect Elaine and Haven
to other family members. Establishing good commu-
nications among family members was problematic
from the start. The sheer number of individuals
involved, geographic distance and changing sched-
ules undermined progress. The sons (spread across
4 states) and parents decided to invite only each
other—no spouses—on the first conference call,
with LFG staff facilitating. The family dived right into
the issues. “What do you want to happen, Ma?”
one son asked.

Before the first family meeting, Elaine’s son Robert
read an article about a local land trust. The group
asked LFG to help them locate an attorney and
to provide them information about land trusts and
conservation easements as potential strategies to
preserve their working land for agriculture while
establishing house lots for family members. This
strategy is sometimes referred to as “limited devel-
opment” LFG used the Farm Transfer Network of
New England website to locate land trust resources
and attorney referrals. The regional Ammonoosuc
Conservation Trust expressed interest and con-
ducted a site visit with the USDA Natural Resource
Conservation Service. The Haynes had not dealt
with either group before, and both had funding to
provide assistance. The service team was shaping
up for the Haynes family.

The Haynes family is considering creating a trust
that allows long-term leaseholds that enable flexibility
for the children as well as potential non-family farm
tenants to live and farm there. It will enable family
members or non-family farm operators in the
future to use portions of the land

in ways compatible with each other
and the Haynes seniors’ shifting
time and energy.
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Lessons learned

» Coaching is critical to get and keep
the process going

* Leasing can be a creative strategy

« Business planning is an essential part
of transfer planning

» Teamwork among professionals can
make the difference

Key Resources

New Hampshire Agricultural Innovation Program

Ammonoosuc Conservation Trust information
and referral

Natural Resource Conservation Service
Farm Transfer Network of New England

Land For Good Farm Transfer Planning Program

Click here to return to the Case Studies listed

on page 43
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