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What Makes a Producer Profitable?
…and what to do about high fertilizer prices
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Profit is not a zero sum game

• If you make your clients profitable then you 
will be profitable

• So, you’d better know what makes your 
clients profitable
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Profit Category Difference between
High 1/3 Mid 1/3 Low 1/3 High 1/3 and Low 1/3
Per Acre Per Acre Per Acre Absolute %

Number of Farms 24              24              24              
Percent of Total Crop Acres 50% 63% 59% -10% -16%
Enterprise Acres 902            851            541            361            67%
Owned Acres 151           172          186          (36)           -19%
Rented Acres 751            679            355            396            112%
Yield per Acre 46.8           42.9           40.4           6.4             16%
Operator Percentage 73.5% 74.4% 79.2% -5.8% -7%
Price per bushel $2.60 $2.55 $2.60 ($0.00) 0%

INCOME:
Crop Income $89.01 $81.18 $82.20 $6.80 8%
Government Payments $36.79 $33.57 $37.15 ($0.35) -1%
Other Income $6.83 $9.28 $13.82 ($6.99) -51%
Gross Income $132.63 $124.03 $133.17 ($0.54) 0%

COSTS:
Seed $5.29 $6.03 $8.36 ($3.07) -37%
Fertilizer $14.37 $14.88 $18.90 ($4.52) -24%
Herbicide-Insecticide $6.83 $5.32 $8.22 ($1.39) -17%
Crop Insurance $1.47 $2.29 $3.06 ($1.59) -52%
General Machinery Repair $10.53 $13.67 $18.40 ($7.87) -43%
Machine Hire $2.07 $4.49 $8.16 ($6.09) -75%
Gas, Fuel, and Oil $6.09 $7.22 $9.37 ($3.27) -35%
Depreciation $12.90 $15.06 $17.97 ($5.07) -28%
Machinery Sub-total $31.59 $40.43 $53.90 ($22.31) -41%
Labor $21.30 $26.14 $43.12 ($21.82) -51%
Other $5.49 $6.39 $10.25 ($4.76) -46%
Land $12.26 $13.85 $21.21 ($8.95) -42%
Interest $9.53 $13.77 $15.35 ($5.82) -38%
Total Cost $108.13 $129.11 $182.36 ($74.23) -41%

Net Return to Management $24.50 ($5.08) ($49.19) $73.69
This crop enterprise is based on the operator's share of production, and thus includes only production expenses paid by the operator.

South Central Kansas Farm Management Association
Nonirrigated Wheat Enterprise Sorted by Net Return to Management per Acre, 1999-2001

+101%

-1%

SC KFMA Nonirrigated Wheat Enterprise

$2.60
$2.55

$2.60

-$100

-$50

$0

$50

$100

$150

$200

High 1/3 Profit Mid 1/3 Profit Low 1/3 Profit

C
os

ts
 a

nd
 R

et
ur

ns
, $

/A
cr

e

$2.30

$2.40

$2.50

$2.60

$2.70

$2.80

Pr
ic

e,
 $

/B
u

Total Cost Net Return Price

Cost, not revenue, drives profit
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• Good Management

• A well-managed firm is one that consistently makes 
greater profits than competing firms in the industry.

• In production agriculture, profitability has to do with 
persistently having higher profits than similarly 
structured neighboring farms.

• So, what management traits matter?  What makes 
farmers more profitable than their neighbors?

Cost is a large driver of profit; Technology matters; but also size and renting more
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* statistically different from 0 at 90% confidence

(95-04) diff in profit (over avg farm) by being in best 1/3 of:
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Low- vs High-Profit Groups in Illinois
(1995-2000 average return – Source: University of Illinois)

High quartileLow quartileTrait/category

$6.02$6.25Soybeans
$2.50$2.48Corn

Prices ($/bu)
5047Soybeans

160148Corn

Yield (bu/A)
4654Other
9299Variable inputs
3050Labor
1923Buildings
5571Power
98133Land

$340$430Total costs ($/A)
144 (14%)190 (28%)Cash rent
789 (78%)311 (46%)Share rent
74 (7%)171 (25%)Owned
1,007672Total acres

cost matters

price does not

yield matters

Corn Irr Corn Sorghum Wheat Soybean Alfalfa
Number of Farms 68 28 121 216 119 40 Total Ac
Average Acres 318 538 325 588 332 120 2,222

Costs, $ per Acre Wtd Avg
Seed $26.51 $43.80 $9.21 $5.92 $21.76 $7.01 $20.95
Fertilizer 33.94 46.52 21.99 17.95 3.59 9.16 25.13
Herb-Ins 22.50 40.09 19.73 5.29 17.03 11.61 20.39
Crop Ins 5.28 11.45 3.52 3.48 4.38 0.12 5.63
Machinery 74.09 111.05 55.66 58.32 64.39 79.01 74.98
Other 19.88 99.28 16.11 15.66 18.55 22.71 37.39
Land 36.07 51.24 18.49 20.93 26.12 42.33 32.01
Interest 17.81 33.40 13.07 12.15 15.12 16.87 18.94
Total Cost $236.07 $436.83 $157.78 $139.70 $170.94 $188.83 $235.41

Machinery, % 31.4% 25.4% 35.3% 41.7% 37.7% 41.8% 31.9%

Kansas Farm Management Association Enterprise Analysis
Nonirrigated Crops -- State Averages, 2000-2004

How important are farm machinery costs for Kansas farmers?
a 5-year analysis

Machinery costs would be larger if we prorated interest appropriately
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Machinery Costs
$80.25
39.3%

Seed
$14.48

7.1%
Herb & Insect

$24.35
11.9%

Fert & Lime
$23.36
11.4%

Other
$12.40

6.1%

Land Cost
$49.32
24.2%

Total: $204.17

Projected Crop Production Costs Per Acre, Kansas, 2000
Farm Management Guides

Average of:
  W KS Wheat
  NC KS Milo
  SC KS Wheat
  NE KS Corn
  SE KS Soybeans

Last year machinery costs were split out in Farm Management Guides was 2000

Machinery Costs
$80.25
51.8%

Seed
$14.48

9.3%Herb & Insect
$24.35
15.7%

Fert & Lime
$23.36
15.1%

Other
$12.40

8.0%

Total: $154.84

Non-Land Crop Production Costs Per Acre, Kansas, 2000
Farm Management Guides

Average of:
  W KS Wheat
  NC KS Milo
  SC KS Wheat
  NE KS Corn
  SE KS Soybeans

Last year machinery costs were split out in Farm Management Guides was 2000
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Corn Irr Corn Sorghum Wheat Soybean Alfalfa
Number of Farms 68 28 121 216 119 40
Average Acres Total Ac

High profit farms 413 681 471 713 450 102 2,728
Mid profit farms 316 572 308 680 345 165 2,221
Low profit farms 226 357 197 372 202 89 1,353

Machinery Costs, $/acre Wtd Avg
High profit farms $57.89 $90.74 $45.05 $48.62 $53.37 $71.06 $60.70
Mid profit farms $64.99 $105.81 $53.48 $51.89 $62.11 $71.65 $69.46
Low profit farms $98.99 $137.19 $68.49 $74.45 $77.62 $94.90 $94.68

High less low, $ -$41.10 -$46.45 -$23.44 -$25.83 -$24.25 -$23.84 -$33.98
High less low, % -41.5% -33.9% -34.2% -34.7% -31.2% -25.1% -35.9%

Kansas Farm Management Association Enterprise Analysis
Nonirrigated Crops -- State Averages, 2000-2004

Machinery costs are highly variable across farms …
a 5-year analysis

Corn Irr Corn Sorghum Wheat Soybean Alfalfa
Number of Farms 68 28 121 216 119 40

Machinery Costs, $/acre Wtd Avg
High profit farms $57.89 $90.74 $45.05 $48.62 $53.37 $71.06 $60.70
Mid profit farms $64.99 $105.81 $53.48 $51.89 $62.11 $71.65 $69.46
Low profit farms $98.99 $137.19 $68.49 $74.45 $77.62 $94.90 $94.68

High less low, $ -$41.10 -$46.45 -$23.44 -$25.83 -$24.25 -$23.84 -$33.98
High less low, % -41.5% -33.9% -34.2% -34.7% -31.2% -25.1% -35.9%

Differences between high profit farms and low profit farms in …
Net returns $96.69 $120.63 $73.15 $70.38 $71.16 $140.10 $83.04
Total costs -$103.44 -$91.99 -$63.07 -$58.83 -$55.74 -$77.20 -$70.23

Cost/net returns 107.0% 76.3% 86.2% 83.6% 78.3% 55.1% 84.6%
Mach/total costs 39.7% 50.5% 37.2% 43.9% 43.5% 30.9% 48.4%
Mach/net returns 42.5% 38.5% 32.0% 36.7% 34.1% 17.0% 40.9%

Kansas Farm Management Association Enterprise Analysis
Nonirrigated Crops -- State Averages, 2000-2004

Machinery costs are important in explaining profitability 
differences across farms … (a 5-year analysis)

Machinery bigger part of costs for alfalfa relative to other crops.  Managing 
costs really matters for corn – matters for alfalfa but revenue does too. 
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Relative custom rate ratio
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Average = 1.306 (range -- 0.55 to 2.47)

Percent less than 1.0 = 23.6%

Most farms have machinery costs higher than published custom rates

Should crop input providers get into or expand 
their custom farming business?

• It does appear many farms would be better off hiring 
farming operations rather than doing them in house
– Is that really true?

• Are farms using more custom work today?
– i.e., is the overall demand increasing?

• Are bigger or smaller farms hiring custom work?
– Where is the best market segment?
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Cus2 is relative custom hire intensity (cust hire / total crop expense).     
Custom hire doesn’t of itself make you profitable.
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* statistically different from 0 at 90% confidence

(95-04) diff in profit (over avg farm) by being in best 1/3 of:

Maybe a slight temporal increase in demand for custom hire . . .
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• Some management features have showed 
trends over time related to big vs. small 
farmers

• Has that been true regarding custom hire?

Custom hire versus farm size?
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A portion of growth in $ values is inflation
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