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In recent years, the majority of leasing
questions received pertain to:

 Impact of adopting new technologies
» Cash renting
* “Non-traditional” leases

-- Net share rent

-- Flexible cash rent

-- Bushel rent

-- Combination cash/cropshare




Increasing acres of no-till ...

Distribution of tillage systems in KS -- Row crops
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Increasing acres of no-till ...

Distribution of tillage systems in KS -- Small grains (fall)
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Increasing acres of no-till ...

Distribution of tillage systems in KS -- All crops
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Technology adoption ...

Rate of less-tillage adoption, by KS region 1992-2001
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Determining the terms of a crop lease ...

* How are cash lease rates or the terms of crop
share leases established?

* While landowners and tenants (i.e., the market)
ultimately determine terms of crop share and
cash leases, we use the eguitable concept to
arrive at a starting point for negotiations.

A good crop share lease should follow
five basic principles ...

1. Yield increasing inputs should be shared

2. Share arrangements should be adjusted as
technology changes

3. Total returns divided in same proportion as
resources contributed

4. Compensation for unused long-term
investments at termination

5. Good landlord/tenant communications




Principle #1:
Yield increasing inputs should be shared

The reason it is recommended that yield
increasing inputs should be shared is
this provides the economic signal for
the economic optimal amount of the
input to be used.

Principle #2:
Technology may affect share arrangements

Examples of technological change

* Reduced-/no-till

* New crops and/or rotations
» Center pivot irrigation

* Hybrid seed

* Bio-technology

* Precision agriculture (GPS)




Impact of new technologies ...

* Why do people adopt new technologies?

* What happens as “new” technologies
become common practice?

 How does this impact relative contributions?
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Possible reasons for switching to
reduced or no-till ...

v Increase profitability - ???

v Reduce labor requirements

v Reduce machinery cost/acre

v Increase acres farmed

v Reduce moisture stress/increase yield
v Conservation compliance

v Other (e.g., wildlife, carbon sequestration)




Profitability ...

Revenue (yield x price)

- Cost (variable and fixed)

Profit or net returns

Tillage won’t impact price, thus profitability will
depend on how yields and costs are affected

by reducing tillage.

Effect of no-till on YIELDS
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Kansas Annual Precipitation, 1961-90
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K-State research data, 7-year average

Tillage impact on yield -- milo/soybean rotation
Source: Belleville Experiment Field, 1975-1981
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K-State research data, 7-year average

Tillage and rotation impact on crop yields
Source: Ashland Bottoms, Manhattan, KS. 1992-1998
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Comparison of No-Till vs. Tillage -- Yield
Source: NC Farm Management Association, 1996-2002

2%

‘| Jctrt ENT '—

(0]
o
[8)
(]
8
>
o]
k=]
T
=




Effect of tillage on yields?

KSU research in central and eastern Kansas
has generally shown little yield difference
between tillage systems for wheat, sorghum,
soybeans, and corn => NT cost driven.

Research in western Kansas has shown that
yields of crops such as milo and corn grown
in rotation with wheat increase as tillage is
reduced => NT revenue driven.

Effect of no-till on COSTS

e Projected/simulated budgets

e Actual farm-level data
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Projected budgets

Cost comparison of conventional and no-till -- NC KS
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Actual farm-level budgets

No-Till cost study - North Central Farm Management Association, 1996-2002

$ltillable acre $/harvested acre

EXPENSE ITEM, $/acre CT/RT NT CT/RT NT
E Direct input (seed, fert, chem, etc) $39.04  $56.14 $40.31  $54.15( | :
o Machinery cost $38.66  $35.44 $39.94  $34.17 e -
_j Labor $2840  $24.05 $2035  $23.19| |
; | Total asset charge $37.93  $37.86 $39.19  $36.53 :;';‘
. Building and conservation $3.07 $2.03 $3.17 $1.96 ‘ - -;
Other $11.40 $8.22 $11.78 $7.93 ._'1':_"3
g Total expense $158.49 $163.75 $163.74  $157.95 :H':
£ 22
'l.iIL Total acres 938 1,212 908 1,256 "E
%.' “. | Harvested acresttillable acres XXXXX XXXXX 96.8%  103.6% ‘:'.lt'-




Effect of no-till on costs

e Little change in total costs if acreage is held
constant.

e Changes cost “structure” ---i.e., herbicide is
substituted for tillage-related expenses.

e Fixed costs (land, machinery, management,
etc.) will depend on acreage and thus will
vary between producers.
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Technology adoption EXAMPLE:

Impact switching to no-till has on
equitable lease arrangements

24




Lease examples of CT vs NT for NC Kansas

-- Corn, soybean, wheat rotation projected budgets

Cost comparison of conventional and no-till -- NC KS
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(Rotation = 50% W, 25% C, 25% S)

Conventional (CT) vs. No-tillage (NT) Effect on Equitable Shares

Tillage system

Contribution

Farm #1

Contributor

Farm #2

Contributor

Land

Machinery

Herbicde

Herbicide appl.

Other

Fertilizer/insect.

Landlord
Tenant
Shared
Tenant
Tenant

Tenant

Landlord
Tenant
Shared
Tenant
Tenant

Tenant

Landlord
Tenant
Shared
Shared
Shared

Tenant

Tenant
Shared
Shared
Shared

Tenant

Landlord

Contributions

32.5/67.5

33.1/66.9

36.3/63.7

40.6/59.4




If you were previously sharing herbicides ...

* Rather than change the crop share splits,
many producers/landowners continue to
share “non-burndown” herbicides and the

tenant pays 100% of the burndown
herbicides.

e Is this equitable?

* Is there a problem with this arrangement?
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Conventional (CT) vs. No-tillage (NT) Effect on Equitable Shares

(Rotation = 50% W, 25% C, 25% S)

Tillage system

Contribution

Farm #1
CT NT

Contributor

Farm #2
NT

Contributor

Land
Machinery
Fertilizer/insect.

Herbicde

Herbicide appl.

Burndown herbicde
Burndown appl.

Other

Landlord
Tenant
Shared
Tenant
Tenant
Tenant
Tenant

Tenant

Landlord
Tenant
Shared
Tenant
Tenant
Tenant
Tenant

Tenant

Landlord
Tenant
Shared
Shared
Shared
Tenant
Tenant

Tenant

Landlord
Tenant
Shared
Shared
Shared
Tenant
Tenant

Tenant

Contributions

32.5/67.5

33.1/66.9

36.3/63.7

36.7/63.3




Technology adoption EXAMPLE:

Impact of adding double crop
| soybeans to equitable lease
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Equitable Crop Shares with W-M (NT) vs. W-M-DC B (NT) in NC Kansas®
(Costs are based on 2003 FM Guides)

Alternative Arrangements for Sharing Various Inputs2 ’
Wheat-Milo Wheat-Milo-DC Beans /

Contribution Al B1 C1 A2 B2 c2

Land L L L L L L

Machinery T T T T T T

Fertilizer (N-P-K) S S S S S S
Lime L L S L L S W
Herbicide s s s s s s pid
Fertilizer application T S S T S S l'w\‘!
Herbicide application T S S T S S "y
Other T T T T T T "
‘ 9 Contributions (L/T) 33.4/66.6 36.7/63.3 33.9/66.1 25.0/75.0 27.6/72.4 25.3/74.7 i
4 | *Land value is held constant across rotations (100% of wheat acres planted to DC beans) :—-_;3“

-~ 2 L:Lanlo, TTngn,SShared (equitably)

&5 4.__"‘5_-3’; AN



Percent of acres planted to dc beans matters ...

Alternative Arrangements for Sharing Various Inputs2
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2 =Landlord, T=Tenant, S=Shared (equitably)

If the goal is to have an “equitable” lease ...

... then crops should be divided in the same
proportion that inputs are provided,
regardless of how any particular inputs
(e.g., herbicides) are shared.

What is most important is communication.
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Adoption of new technologies ...

... tends to cause problems because traditional
arrangements or rules-of-thumb are often not
appropriate.

.. should not be a problem if we follow basic
principles of a good lease.

.. if problems persist as to what is equitable,
can lead to alternative leasing arrangements
(e.g., cash lease).
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Principle #3:
Returns divided in same proportion as
resources contributed.

This requires annual contributions
of both parties to be identified
(budgeting type approach).

#

Valuing inputs can depend on
whether the lease being
developed is a one-year lease
versus multiple-year lease.

34




Land contribution ...

The land contribution is typically based on an
“average market value” for the land along with
an historical average return to land.

Cash Return to Cropland in Kansas

Non-irrigated (5.75%) Irrigated (7.34%)
10 —O— ——

Rent-to-Value (%)

L e B e B s B B B B B B B B B B B B
1976 1980 1984 1988 1992 1996 2000
1978 1982 1986 1990 1994 1998 2002
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Machinery contributions ...

Machinery contribution should be based on
average costs. Two methods for estimating
the machinery contribution:

1. Machinery investment approach - annual
contribution is based on depreciation, interest,
repairs, fuel and oil, and labor.

2. Custom rates approach - annual contribution is
based on custom rates and the typical operations.

36




Crop production input contributions ...

The value of contributions for input expenses
such as seed, herbicides, insecticides,
fertilizer, etc. are generally valued at current
market prices and represent “typical”
production practices.

Principle #4:
Compensation for unused long-term
investments at lease termination.

It is generally recommended that landowners
make long-term investments such as terraces,
irrigation well, lime, alfalfa seed, etc.

If the tenant pays for long-term investments,
or shares their cost, he should be
compensated for his share of any value that
remains when the lease is terminated




Fertility levels impact rents (land values) . ..

NWKS WCF rent premiums for STP by time horizon
benchmark: STP = 20; horiz =30 yrs (15 crops)
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Does no-till impact rents (land values) . ..

* What are the long-term impacts of NT on soil
quality?
-- organic matter (fertilizer provider)
-- soil structure (water holding capacity)
--reduced erosion

* Market rents early vs. late (extra N needed early?)

* Will tenants be compensated for
improvements at lease termination?

40




Principle #5:
Good communications between the
landlord and the tenant.

Because so many of the terms of a lease are
based on negotiation between the landowner
and the tenant, good communications are
critical.

A lease is a legal contract in Kansas, thus it is
suggested that terms of the lease agreed upon
by both parties be put in writing. This
becomes more important as the complexity of
leases increases.

41

Increased interest in cash rents ...

=

Some possible explanations for the
current interest in cash rents ...
* Increased cropping flexibility

* Landowners not wanting to share increased
expenses of new tillage/cropping systems

* Landowners wanting fixed income
* Increasing farm size and landlords per farm

 Difficult to prorate technology costs (e.g., GIS)

42




Cash rents ...

Numerous good reasons to go to cash rent
but landowners and producers need to

recognize several things when doing so ...

» Land tends to change hands more often

* Relative risks may change (with cash rent
landowners have no yield or price risk)

43

Farmland Leasing
South Dakota Farmland Leasing 2003, B739
Larry Janssen and Xuan Xu

Evaluation of leasing agreements and leasing market competition

Score/rank 1) ) 3) 4)

Fairness of lease: Poor Adequate Good Excellent Total
Cash 2.8% 13.8% 43.6% 39.4% 3.19
Share 1.9% 10.4% 40.5% 45.4% 3.26

Very Somewhat Generally Very

Satisfaction with Lease: dissatisfied dissatisfied satisfied satisfied Total
Cash 2.1% 9.5% 53.9% 34.5% 3.21
Share 2.2% 2.2% 54.9% 40.7% 3.34

No Slight Moderate Intense

Leasing Competition: competition competition competition competition Total
Initial lease agreement 48.3% 19.9% 22.3% 6.1% 1.79
Renewal of lease 58.5% 20.9% 15.0% 2.4% 1.55

... communication is every bit as much important with cash rent.

a4




Cash rents may not be much lower than cash
equivalents of crop share rents because risk
may not be that much different ...

» Subsidized crop insurance

» Geographical spread of large farms

* Ad hoc disaster programs

* Non-insured assistance program (NAP)

« Landowners still have risk with cash rents

45

Cash rents may even be higher than cash
equivalents of crop share rents ...

* It may be easier to “bid away” land from other
producers with cash rents (prevailing crop
share arrangements are often “sticky”)

» Cost of servicing lease is lower for tenant
— Costs associated with billing landlord for inputs
— Marketing landlord’s crop
— Reporting on crop progress
— Educating landlord about new technologies

... cash rents are not just about risk/return, they
are also about costs and revenues

46




Methods of establishing cash rent values ...

* Market going rate (if available)

47

Market going rate ...

Kansas Agricultural Statistics (KAS) reports
average cash rent values for non-irrigated,
irrigated, and pasture land at the crop
reporting district (CRD) level
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Market going rate ...

Cash Rent for Non-irrigated Land in Kansas
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Market going rate ...

Cash Rent for Irrigated Land in Kansas
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Market going rate ...
[Farm Management Guide ____________________________MF1100 |

Kansas Land Prices and Cash Rental Rates

N EISTATE MF-1100 -- summary of

historical KAS land
values and cash rents
by district and land

type.

Available at
www.agmanager.info

51

County-level cash rents ...

County-level cash rents were estimated for
non-irrigated crop and pasture land based
upon the KAS reported CRD values

CRD values prorated to individual counties
based on 3-year average of county-level rents
from FSA and 1997 census acreage data

Weighted average county-level cash rents are
exactly equal to the KAS reported district value

Similar procedure done for land values
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County-level non-irrigated crop cash rents ...

Rental Rates ($/ac)

[ 415t088.1
[ 367t0d15
O 323t0 36.7

[] 27.7t0 323
L] 172t027.7

Based on KAS reported values for January 1, 2003
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Methods of establishing cash rent values ...

« Market going rate (if available)

* Crop share equivalent (adjusted for risk)
 Landowner’s cost

« Amount tenant can afford to pay

The last three require yield, price, and
government payment projections (as well as
cost information used for crop share).
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Methods of establishing cash rent values ...

 Crop share equivalent (adjusted for risk)

- Converts equitable crop share rent to an
expected dollar amount per acre

e Landowner’s cost

- Based on the premise of landowner’s
continuing to receive comparable returns to
what has been received in the past

« Amount tenant can afford to pay

- Residual approach — after tenant pays all
expenses, whatever income is left represents
cash rent
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Using “KSU-Lease.xIs” to determine
equitable crop share and cash leases ...

Information/data required:

1. Crop rotation/mix
. Income information

. Production inputs

2
3
4. Machinery costs
5. Land value

6

. Irrigation equipment

|

7. Contributor of input
=> 8. Risk adjustment

—

T
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Level of complexity ...

» KSU-Lease is extremely flexible and can be
used to generate leases with terms that are
qguite simple to extremely complex

* For example equitable percentages for ...
-- net share lease (i.e., no inputs shared)
-- fertilizer shared equitably (i.e., same % as income)

-- fertilizer shared equitably, herbicides shared in
some other proportion

-- different inputs shared differently for each crop
-- combination of crop share and cash rent

57

Alternative equitable leasing arrangements
with wheat-milo-DB bean rotation...

g Assuming DC beans on 100% of wheat acres:

d . Crop share of 75% / 25% (sharing fertilizer and herbicide,

:\f lime-landowner, tenant-application costs) "_{_:
FE o 0
BN © Crop share of 83.0% / 17.0% (tenant pays ALL expenses, E”'r"“
8% | c. net share rent) W}
": * Cash rent of $16/tillable acre + 90/10 split (tenant pays :‘

Y ALL expenses) 2 B
® ', _____________________________________________ )
~\ » Crop share of 66.6% / 33.3% (sharing fertilizer & &
W | herbicide, lime-landowner, tenant—application costs, _’_:

= landowner pay tenant $29.25/DC bean acre) ==




3 AgManager: Info on Crops, Livestock, Farm Management and Policy - Microsoft Internet Explorer

| Fie Edt vew Favories Toos Hep | (Qsak - () - [%] (@] (3 D seach Firaories @reda &) (2 s @ - ) 3B -,',l
cdress | ) hitp:fww. agmanager infof v

Livestock &
Meat

Farm
Management

Policy

Human
Resources

Income Tax &
Law

Agribusiness

i

i

i

i

Programs
Ag Econ News
Contributors

i

i

Opportunity Ag Profitability
Scoping Conferences

Site Updates

KSU-Graze: Determine

Cattle Grazing Leases

Feb 17, 2004 by Dumler &

Dhuyvetter

A Wehbsite Providing Information .
— = c tion M fi

and Tools For The Competitive Business 2€0r‘|159rva e

Feb 12, 2004 by Brad Lubben

Contact Us: »
Department of Agriculiural Economics Updated: Volatility, Counter
342 Waters Hall Cyclical Payments & Cash

Manhattan, KS 66502

Prices
(785)532-6702 Feb 11, 2004 by Art Barnaby

Valuing Market Hogs
Feh B, 2004 by Schroeder, Mintert &
Berg

R mdlals Dmnin

ammrk

& Internet

[z -[&ia.

Questions ??77?

Kevin C. Dhuyvetter
785-532-3527
kcd @ksu.edu

Terry L. Kastens
785-532-5866
tkastens@ksu.edu

‘ MANAGER.INFO

Kansas State Research & Extension

www.agmanager.info




