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How do you calculate lease rates? marginal land and switch to long-term, soil con-

serving crops such as grass or trees. In this sense
Consider the question, “How can lump sum  crp payments do not show what the established
payments and annual lease payments best bgee crop is worth to the landowner. This method
calculated?” Three methods might commonly of figuring land rent is also simple and could be
be used. These are: 1) Annual land rent for  profitable for the landowner, although it may tend

comparable uses; 2) Current CRP payments; o ynderestimate future forestry income opportuni-
or, 3) The lease value based upon the incomgjeg

potential of the tree crop on the land now.
Let's examine each of these possible methods) A lease value based on the income poten-

1) Annual land rent for comparable uses tial of the established tree crofhis method
Land rental values in general depend on soil USes the estimated tree growing costs and
productivity, competing land uses, and the ~Incomes to calculate an annual rental_rate.
supply and demand for land in your area. Using _thls approach assures that the income
Because the land in question is already in tre@@tential of the tree crop already growing on
competing uses are limited mostly to forestry the land is considered from planting to tree
crops. In using this method, the landowner ~ CrOp flnanc@ maturity. While this method is
would consider the best land rental rate that More complicated to compute and to under-
could be negotiated. If demand for tree land t§tand, it reflects the real economic value of the
rent is low and the supply is high, rent price established trees, and is the best overall

will fall. This method of figuring land rents is Method to use.

simple and may be profitable for the land-
owner. However, it does not fully account for
what the tree crop already growing on the lan
is worth to the landowner.

Landowners can easily calculate annual land

éent payments from methods 1) and 2) de-
cribed above. The remainder of this section

will be used to discuss method 3) in greater

2) Current CRP paymentsSome landowners détail:

have maintained that the annual CRP payment range of lump sum and annual lease peyts

is a good basis for determlhlng annual tree 5re shown for slash and loblolly pine by site
land lease payments. But, in fact the CRP index in Tables 1 and 2. The lump sum and
payment is the amount required to getthe  annual lease payments are shown as anastil
landowner to stop growing annual rowcrops ofange from the least the landowner caexgect
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to accept, to the highest that the lessee could be Lease bid prices are expected to vary depgrah
expected to pay. Read carefully the expiama  the timber market in your area. Areas with more
given below to understand why your individuafompetitive imber markets would procebetter
“best lease rate” could fall outside of tamges  lease prices, other things being equal.

shown. .
Other factors can also cause the lease price to

vary: stand location, road access, distance to mill,

Lease example
etc.

This section shows establishing lease rates fromy tice that annual lease prices in Table 1 are

age 11 to 20 years for aloblolly pine plantation  gjiantiy higher than those in Table 2. This can be
with a Site Ipdex (SI) of 65 feetat 25 years. In - yitgic it to understand. With all of the example
Table 1 we find a range of per acre lease values,giations shown, the landowner ladsady paid
with lump sum payments from $350 to $440 andy,q ¢t of growing the treestige 1§ears. The
aqngal payme nts ranging from $45 tq $67. The landowner expects to recoviese costs over the
minimum estimates are based on a discount ratgf stion of the lease. The lease for pulpwood is
8 percent. In this analysis, 8 percent is considergg years and for sawtimber is 23 years. These
as a minimum return on the money investedin - Jcts must be compoundedvard to year 10 (the
establishing and growing the trees. In other word$, i+ of the lease ried), then spread, as an annuity
if the tree growing investment cannot produce a value, over the life of the timber lease. With
return of at Iea§t 8 percent, then another invest- pulpwood rotations, costs have to be recovered
ment opportunity for those dollars would be over a shorter lease time period, 10 years. With
chosen that would earn at least 8 percent. longer, multiple product rotations, these same

The maximum estimates are based on the intern§PStS &re recovered over a longer time period, 23
rate of return (IRR) earned by investment in the Ye&'S Therefore, lease paymentskgitly higher

tree crop grown to age 20 years. In our exampld?" the shorter rotations.

for a 20-year loblolly pine rotation on SI 65 Ia”d'Regeneration after lease expiration
the IRR is 12.6 percent. Thus, the maximum value

represents a 12.6 percent return on the 20-yeaQuestions by landowners indicate that regenerat-

tree growing investment. ing trees after lease expiration is important. To add
the value of regenerating to the lease rate, con-
Why a range for lease rates? sider the following aspects. Appraisgural or

, planted regeneration. Natural regietion is
Remember that our estimates are made for - cheaper but carries more risk and may return
average conditions. Our calculations show aver-a\wer total dollars. Be sure to consitter number
age estimated values in Coastal and Piedmont ¢ trees per acre regeneratedtiecactual distri-
areas of Georgia where most of the CRP tree  pytion of the trees per acre, not éverage
acres are |ocated. Ifyourlandis locatedin  djstribution of trees over the totairesFor re-
Coastal Georgia, your values could be alittle  planting, site preparation, tree specigslity of
higher than those shown. If your land &led in seedlings planted, planting methatissity, and
Piedmont Georgia, your values could bila  herbaceous weed control are impot consid-
lower than those shown. Also, yeadues could be erations. A forester can help you with these
higher if your stand of trees is above average  decisions.

quality, likewise your values could be lowerif YOUR, calculate the value of future regeneration to

stand quality is below average. add to a 10 year lease payment on a 20 year
rotation follow these steps:

BUGWOOD 98-205 http://www.bugwood.caes.uga.edu/



DANGERFIELD, JR., NEWMAN, AND MOORHEAD: Calculating Lease Value Ranges for CRP Trees Page 3 of 4

Calculate cost of regeneration at end of Implications for the CRP landowner
rotation. For example, regeneration cost
per acre could be $150 after a clear-cut Landowners can earn their greatest monetary

to cover site preparation, seedlings,  returns by growing their own trees from planting
planting, weed control, efc. to financial maturity. But, more landowner inputs
Compute annual annuity value duriifggof ~ are required to grow their own trees. Generally,
proposed present lease. Using the sinkingfewer dollars are earned by landowners leasing
fund formula with our above example for their trees. Also, realize that less landowner inputs

regeneration costs of $150 per acre, the i ] _ )
annual value of regeneration for aytar '€ required when leasing. However, with leasing,

lease is $9.41. cash-flow is greatly improved for the landowner.
Or, use this short-cut for a 10% interest L(_aaswlg rema.lns an important option and can be a
rate: win/win experience for landowners and lessees.

. _ When examining any lease option, landowners
31;(9) Zrls" $150 X.06275= " should consider the following:

10 yrs.: regeneration cost X .06275 =
* Leasing trees is a new option Geo

15 yrs.: regeneration cost X .03147 =
Slowly.

20 yrs.: regeneration cost X .01746 =

* Check-out leasing company.
25 yrs.: regeneration cost X .01017 =

Consider leasing only part of timber-

30 yrs.: regeneration cost X .00608 =
land.

Subtract annual value of regeneration
from present lease payment if lessee is to

Consult a lawyer before signing any

provide regeneration at the endesse. lease agreement.
For example, if the 10 year lease is $55
per acre without regeneration, theyBar - Lease only the specific resource

annual lease rate with regeneration (with
our assumed $150 per acre regeneration
cost) would be: $55 - $9.41 = $45.59.

(growing trees), not full use of the land.
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Table 1.Planted pine timber lease estimates for lump sum and annual payments for years 11 through 20
of un-thinned, pulpwood rotations, Coastal and Piedmont Georgia.

Species Sl Lump Sum Lease Annual Lease
=L —— $/A, 1996--------- ---$/IA/YT. 1996-2006----
min to _max min. to _max
Slash 60 343 to 363 44 to 49
65 345 to 395 45 to 56
70 350 to 430 46 to 65
Loblolly 60 345 to 405 44 to 60
65 350 to 440 45 to 67
70 360 to 468 47 to 75
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