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Purpose of land talks

• Develop an understanding of the underlying 
economic principles and management aspects of 
land ownership and leasing

• Trying to reduce decisions to numbers

• Two decision tools:
– KSU-Landbuy.xls
– KSU-Lease.xls

Related papers are found at
www.agmanager.info
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Factors/issues impacting land values
(alphabetical order)

• Farm profitability
• Farm size
• Government programs
• Input costs (e.g., fuel and fertilizer)
• Interest rates
• Outside investors (i.e., stock market money)
• Recreation uses (e.g., hunting)
• Renewable fuels (ethanol and bio-diesel)
• Section 1031 tax exchanges
• Technology (e.g., no-till, precision ag, bio-tech, DNA)
• Urban sprawl
• Weather (i.e., drought, flood)
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Background for land leasing



Length of cropland leases …

Source:  Golden, Tsoodle, and Bigge -- 2002 KAS/KSU survey
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Distribution of leases by type of lease …
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• Impact of adopting new technologies

• Cash renting

• “Non-traditional” leases
-- Net share rent

-- Flexible cash rent

-- Bushel rent

-- Combination cash/cropshare

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

… while current “hot topic” changes over time, the 
method of addressing questions has not changed.
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How are cash lease rates or the terms 
of crop share leases established?

Tenant
Land
owner

Determining the terms of a lease ... 



79

Market established rental rates …
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Represents the maximum 
amount buyers are willing 
and able to pay.D

Represents the marginal 
cost of supplying to the 
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• Land Use Value Project of the KSU Ag Econ 
Dept annually conducts one of four surveys 
(irrigated, non-irrigated, pasture, input costs)

• Kansas Agricultural Statistics (KAS) annually 
surveys landowners and producers regarding 
land values and cash rents

• Local and regional surveys of leasing practices

• With surveys there is often a trade-off between 
statistical validity and level of aggregation

Market established rates…
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Market established rental rates
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While landowners and tenants (i.e., the 
market) ultimately determine terms of crop 
share and cash leases, we use the equitable
concept to arrive at a starting point for 
negotiations.

Ways to find equilibrium price/share …



Equitable vs. traditional share rent …

Equitable: Income is shared in the same 
proportion as the contribution of total inputs. 

Traditional: Income and shared expenses (if 
any) are shared in the same proportion as 
what has been done in the past.  Share rent 
based on tradition may, or may not, be 
equitable. 

Traditional = Equitable in the long-run
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• Profit maximization (MR=MC)

• Economic profits (expected profit = 0)

• Opportunity costs

• Risk across lease types

• Equal rates of return on annual investment 
(if economic profit = 0, then rate of return = 0)

Principles embodied in an equitable lease …
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A good crop share lease should follow 
five basic principles …

1. Yield increasing inputs should be shared

2. Share arrangements should be evaluated 
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
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Examples of yield increasing inputs

• Fertilizer

• Irrigation water

• Herbicides ???

• Seed ???

Principle #1:
Yield increasing inputs should be shared

x

y
Px

Py

x*

y*
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Examples of technological change

• Reduced-/no-till

• New crops and/or rotations

• Center pivot irrigation

• Hybrid seed

• Bio-technology

• Precision agriculture (GPS)

Principle #2:  
Technology may affect share arrangements
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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.
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Rent-to-Value Ratio, Non-irrigated Cropland

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

As cash leases 
become more 
common, the land 
contribution can 
be set equal to 
the cash rent.
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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 reported custom rates and the typical 
operations. 

Machinery contributions …
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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. 

How do we deal with input prices if they 
currently deviate significantly from historical 
averages (e.g., fertilizer, fuel)?
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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
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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 – or as the volatility of crop 
and input prices increases.
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Tests of a good crop share lease …

• Are yield increasing inputs shared?

• Does it have flexibility to deal with change?

• Does it promote optimal management?

• Is income shared in same % as contributions?

• Is it written?

• Will it be reviewed periodically?

• Do all parties agree that lease is “fair”?
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“Non-traditional” leases …

• Cash rent

• Net share rent

• Bushel rent

• Flexible cash rent

• Combination cash and crop share rent

Because there is currently much interest 
in these types of leases, there must be 
good reasons to use them ...
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Numerous good reasons to use these 
different types of leases, but landowners 
and producers need to recognize several 
things when doing so ...

• Communication is critical

• Rules-of-thumb really don’t exist

• More important to have a written lease

• Pay special attention to FSA rulings

“Non-traditional” leases …
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Landowner/producer risk-return tradeoff
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Where do net share 
rents fall on this line?
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Landowner/producer risk-return tradeoff
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What about bushel rents?
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Landowner/producer risk-return tradeoff
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What about flexible cash 
rents (bonuses, etc.)?

Bushel rent

Bushel rent
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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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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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KAS surveyed market rates …

KAS report KSU report 136
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Market going rate …
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Market going rate …
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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 2002 census acreage data 

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

• Similar procedure was done for land values
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Kansas county-level non-irrigated
crop cash rents…

Based on KAS reported values for January 1, 2007

Acreage-weighted average of 
counties equals $28.00 (KAS)
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Kansas county-level pasture
cash rents …

Based on KAS reported values for January 1, 2007

Acreage-weighted average of 
counties equals $16.00 (KAS)
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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

• 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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Methods of establishing cash rent values …

• Crop share equivalent (adjusted for risk)

• Landowner’s cost

• Amount tenant can afford to pay

… because no one method is “correct,” we 
typically suggest the average and range of the 
three methods as a starting point of 
negotiation between landowner and tenant.
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Using KSU-Lease
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Using “KSU-Lease.xls” to determine 
equitable crop share and cash leases …

Information/data required:
1. Crop rotation/mix
2. Income information
3. Production inputs
4. Machinery costs
5. Land value
6. Irrigation equipment
---------------------------------
7. Contributor of input
8. Risk adjustment
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Sources of data …

• Crop budgets are designed to follow KSU 
Farm Management Guides and thus these 
budgets are often a good “first start” at inputs

• Machinery costs are based on custom rates 
approach (as opposed to investment per acre)

• Generally suggest using “average” data as 
opposed to farm-specific data, but this will 
depend on situation
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Level of complexity …

• KSU-Lease is extremely flexible and can be 
used to generate leases with terms that are 
quite 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
-- percent of yield for bushel rent
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Various tabs

150
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86 x 0.29 =  
$24.94 /ac

+ 20 x 0.50

+ 39 x 0.385

+ 0 x 0.23

+ 500 x 0.01

$54.96/ac
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Non-machinery 
costs have been 
estimated to be 
10-13% of total 
machinery costs 
for non-irrigated 
crops in Kansas.

Price scenario to 
use depends on 
length of lease.
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Entering a number 
between 0-100% (or 
-100%) by crop and 
by input provides 
flexibility to handle 
most any situation.
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Impact of high commodity 
prices on rental rates

Two approaches:
Crop budgets
Historical relationship
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Central Kansas Monthly Grain Prices
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Crop prices are strong by historical standards…

It’s not just corn! 
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Strength in crop markets impacts hay prices…

It’s not just grains! 164

Impact of high costs and prices on leases …

KSU-Lease.xls is a tool that can be used to 
analyze the impact current costs and prices 
have on equitable crop share leases as well as 
their cash-rent equivalents

How leases are impacted by current conditions  
depends on how producers change (or not 
change) production practices in response to 
these high prices and costs

producers should “run their own numbers”
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Alternative Price Scenarios
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Returns to Land -- Cash Rent
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Returns to Land -- Cash Rent
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Returns to Land -- Cash Rent
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Returns to Land -- Cash Rent
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Market approach…

Examine relationship between historical prices 
and crop yields and cash rents
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Relationship between yields and crop prices 
and rents and land values (1950-2006)

0.990.71Price (1% change)

0.770.70Yield (1% change)

Value (% change)Rent (% change)
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Suggested expected ag growth rate = 2.37% (but if ethanol continues . . . ?)
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Harvest (CBT-Z) futures for corn, 1982-2010
harvest in October; 07-10 based on futures prices 11/16/2007

07-10 average is 70% above 82-06 average

How long will strong prices stick around?
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Harvest (CBT-X) futures for soybeans, 1982-2009
harvest in October; 07-09 based on futures prices 11/16/2007

07-09 average is 68% above 82-06 average

How long will strong prices stick around?
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Harvest (KBT-N) futures for hard red winter wheat, 1982-2009
harvest in June; 07-09 based on futures prices 11/16/2007

07-09 average is 85% above 82-06 average

How long will strong prices stick around?
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Market approach…

Assuming yields continue to grow at historical 
rates (i.e., 1.4 to 2.5 percent per year) and given 
current futures markets prices, increases in 
rents of 30 to 50 percent would be expected.
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Closing Thoughts
• Ethanol is inducing higher crop prices and it 

looks like they’ll be around for awhile

• Higher crop prices have the potential to 
substantially increase rental rates, but rising 
input costs will temper increases somewhat

• Price volatility will be high in years ahead 
(without benefit of LDPs), thus fixed cash rents 
will be risky (potentially to both parties)

• Need for good communications between 
landowners and tenants is critical in these times
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Ethanol Profitability…

Questions? 

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


