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Returns to land
e Capital gains (growth)

* Cash returns (rent)

e The two returns to land are similar to
other investments such as the stock
market (capital gains and dividends)

Factors/issues impacting land values

(alphabetical order)

» Farm profitability

* Farm size

* Government programs

* Input costs (e.g., fuel and fertilizer)

* Interest rates

e Qutside investors (i.e., stock market money)
* Recreation uses (e.g., hunting)

* Renewable fuels (ethanol and bio-diesel)

e Section 1031 tax exchanges

* Technology (e.g., no-till, precision ag, bio-tech, DNA)
* Urban sprawl

e Weather (i.e., drought, flood)

Capital gains historical perspective

KS land value (incl. bldgs); 1880-2007
average growth = 4.00%; geometric growth =3.77%

1,200 40%
= |and value
1,000 === growth rate 30%
™ = geometric growth
5 800 20%
S \
g 600 '\ 10%
<
AR AT
E 400 0%
200 -10%
0 TN LU TP ] -20%

1880 1900 1920 1940 1960 1980 2000
1890 1910 1930 1950 1970 1990

annual growth rate (%)

1879 starting land value for Kansas was $10.30




Capital gains historical perspective

NE land value (incl. bldgs); 1880-2007

average growth = 4.25%; geometric growth = 3.95%

Capital

| gains historical perspective

MO land value (incl. bldgs); 1880-2007

average growth = 4.45%; geometric growth = 4.22%
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Cash rent historical perspective Cash rent historical perspective
KS non-irrigated crop land rent; 1967-2008 NE non-irrigated crop land rent; 1967-2008
1967-2008: avg growth = 3.28%; geo growth =3.07% 1967-2008: avg growth =5.18%; geo growth =4.87%
1989-2008: avg growth =2.21%; geo growth =2.12% 1989-2008: avg growth = 3.54%; geo growth = 3.30%
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1967-2007 average land value growth = 6.57%
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Cash rent historical perspective

MO non-irrigated crop land rent; 1967-2008
1967-2008: avg growth = 4.44%; geo growth =4.12%
1989-2008: avg growth =2.86%; geo growth =2.74%
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Rent-to-value (Jan 1) percent, Kansas, 1976-2008
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Downtrend hints at something else going on . . .
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A number of years back we began to
incorporate non-agricultural aspects into
agricultural land values
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We separated land returns into various components

Returns to non-irrigated cropland by state 1951-2007
avg: non-ag growth=2.1%; ag growth= 4.4%; rent= 5.1%; total= 11.7%
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Non-ag growth is:

e True non-ag growth
— Recreation, hunting, homesites, 1031 exchanges

— Subject to the broader economic forces

» Unemployment rate, taxation issues, competing
investments

e Speculation

— A portion of true non-ag growth is speculation on
future trends about such things

— Speculation among ag buyers (farmers and
investors) about future ag trends

* Not easy to sort out the two!

Are we seeing a land price bubble today?

Kansas (Jan 1) non-irr land value & rent-to-val, 1967-2008
Correlation = -91%
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I Microsaft Excel - KS o 1[%]
; KSU-Landbuy.xls spreadsheet for land investment decisions
Buying Land — How much can | afford? y.xIs sp w
(example represents 2008 average values for North Central KS (KAS))
LA l B - - - T . T T T T -
1
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— Pick a “selling point,” say 30 years from now ¢ | s sl ol sum| sse smw] We provide quite abitof [+
i [ | F1.110] $T70] 0| $1.001 FP Purchasy back round on the in utS
— What will the land be worth then? 7] Sl ‘an]  wal sm| e meed you ,?eed to inject to g
. . 10 $0.00) $0.00 $0.00) 0,00 ni Hon-a i
* Assume some annual capital gain % -- ag and non-ag il . — i — 1,......."., make an informed land A
. " " . 3 s s  1ss| er capeaq OWnNership decision. ikt
— What is left after “sell” & pay cap gains tax? T raed reos| ol reos| 1w e
What is that amount worth today? i8] 301] 301 300 GO 94  Grovthrets onag rent and 5gperton ffrd valus (see soamn G 11 Guidtines)
- H 17 0.00% 0.00"] 0.00%| n'aj ahr Growth rate on non-ag rent (normally == inflation rate)
18 4.00% 4.00%] 4.00%) 4.00% '] Growth rate on total (ag and nen-ag) land value (see column | in Guidelines)
° Va|u|ng the rent portlon %? = :.s:o 088" 0.9 ose]  gw non-ag growth rate on land value
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— What is cash rent today, ag and non-ag? g’é i Gmesial Han] e | il far GASHs CioW PSORARY ke N RO
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So, what is “rent today?”
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Basic Lease Types on Crop Land

* Crop-share

— Landowner shares in annual revenues and
typically in certain annual costs

e Cash rent

— Landowner gets a fixed annual cash amount for
use of land

e Numerous variants around these two

25

Determining the terms of a crop lease ...

* How are cash lease rates or the terms of crop
share leases established?
— Short answer is “the market”

26

Market established rates...

e 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
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Distribution of leases by type of lease ...

Distribution of crop share percentages...

Percent of Leases by Crop Share Percentage

Region Cash Share Other
0 0, 0, Landlord Crop Reporting District
Northwest 36.3% 59.8% 3.9% Share NW-10  WC-20  SW-30  NC-40 C50 _SC-60 _ NE-70  EC-80  SE-90
West Central 24.3 71.7 4.0 10.0% 0.0% 0.0% 0.0% 0.0% 0.3% 0.0% 0.0% 0.0% 0.0%
16.5% 17%  00%  00% 00% 03% | 00% | 00% | 00%  06%
Southwest 16.5 75.5 8.0 20.0% 00%  00% 00% 00% 03% | 00% | 00% | 07%  0.0%
North Central 34.9 60.5 4.6 25.0% 29%  00%  41%  04%  03% | 09% | 38% | 13%  1.1%
33.3% 90.1% 96.1% 895% 69.4% 852% | 943% | 205% | 795%  92.6%
Central 30.9 64.6 4.5 40.0% 00%  17%  09% 259%  94% | 35% | 257% | 106%  4.0%
South Central 21.0 76.4 2.6 45.0% 06%  00% 00% 00% 00% | 00% | 00% | 00%  00%
Northeast 38.8 53.5 77 50.0% 41%  22%  32%  35%  28% | 1.3% | 500% | 7.9% = 1.7%
' ' ' 60.0% 00% 00% 05% 08% 00% | 00% | 00% | 00%  0.0%
East Central 36.0 54.3 9.6 66.7% 00%  00%  18%  00%  14% | 00% | 00% | 00%  0.0%
Southeast 36.2 58.9 4.9 100.0% 06%  00% 00% 00% 00% | 00% | 00% | 00%  0.0%
Total 100%  100%  100%  100%  100% | 100% | 100% | 100%  100%
State 30.5 63.9 5.6
Source: Schlegel and Tsoodle -- 2006 KAS/KSU survey L% oo,
Source: Schlegel and Tsoodle -- 2006 KAS/KSU survey %, /)6
6@// %
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Basic Lease Types in Kansas Market going rate ...
Percent of leases that are crop share Percent of leases that are cash . - A
Kansas Agricultural Statistics (KAS) reports
[J 1999 [ 2002 [l 2006 [J 1999 [ 2002 [ 2006 H H
L ' B} ' average cash rent values for non-irrigated,
irrigated, and pasture land at the crop
_ 60 _ 60 . . .
reporting district (CRD) level
S a0 S a0 e
E
20 20 -
85
0 0 H ;:
NW  WC sw NC Cc sc NE EC SE  State NW wC sw NC Cc sc NE SE State L
Region Region
Source: KSU and KS Ag Stat — Non-Irrigated Farm Lease Arrangement Surveys
Crop share continues to be the most prevalent, but the trend has been
a shift from crop share arrangements towards more cash rent leases.
1) What factors have been behind this trend?
2) Do we expect this trend to continue?
32 33




KAS surveyed market rates ...
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Market going rate ...

KAS report (2 years of cash rent data)

KSU report (20 years of cash rent data) 34

Kansas Cash Rent for Non-irrigated Cropland
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Market going rate ...

Irrigated Cash Rent
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In recent years, the majority of leasing
guestions received pertain to:

Impact of adopting new technologies
» Cash renting

* “Non-traditional” leases

-- Net share rent
-- Flexible cash rent
-- Bushel rent

-- Combination cash/cropshare

... while “hot topic” has varied over time, the

method of addressing questions has not changed.

39




“Non-traditional” leases ...

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

40

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 change

a1

Risk-return tradeoff

x|

Risk
premium A

Return

Risk

a2

Landowner/producer risk-return tradeoff
X

Cash rent

Crop share

?2??
Crop share

Cash rent

Return, $/ac

Risk, $/ac
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Risk
* Risk: variation about expected outcome
— Suggests that the cash-equivalent of a share
lease will be greater than cash rent
e« Hasn’'t helped much in understanding rents
— Tenant’s risk lower recently (1990s thru 2006)
— Cashrentis not riskless
— Costs may be higher with share rents

e So cash rents may be higher than share rents i.e.,
tenants bid up cash rents to avoid costs

 Crop share rent shares are sticky

— Only way to bid up rents is through cash rent

Just when we got used to ignoring risk, it seems to come back into play . . . m

Flexible cash rents (method of paying bonuses)

1) Establish base cash rent

2) Flex/modify base rent based on...
— price deviation from base (fixed bushel rent)
— yield deviation from base

— price and yield (revenue) deviation from base
* Does flex work both ways?

e Communication and documentation are
extremely important to make sure everybody
understands what they are agreeing to

a7

Determining the terms of a crop lease ...

» How are cash lease rates or the terms of crop
share leases established?
— Short answer is “the market”

 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 — and to better understand the
market.

— Equitable lease: Total returns divided in same
proportion as resources contributed (cost-based)

50

Methods of establishing cash rent values ...

* Market going rate (if available)

* Crop share equivalent (adjusted for risk)
e 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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KSU-Lease.xls

A what-if spreadsheet to analyze rents

* Delineates relative contributions

» Allows considering cash vs. crop-share
— Can deal with a risk premium

* Very flexible; can handle

— Net share leases

— Fixed bushel rents

— Cash transfers

* Important purpose is to allow people to move
beyond traditional leases when they need to
change (and to analyze impact of cash rent)

53
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KSU-Lease.xls -- 2009 NC KS crop budgets

b = A3 0 b 4 an: a0 - Bi (with crop and fertilizer price adjustments)
A B € | o | e V F | G | H 1 ¢ Jy Ok | L ] M HF
CROP BUDGETS SHOWING TOTAL COSTS AND RETURMS
Crop/System Whe (C) Whe (R} Cam Mils Seybean SF Tatal Per Per
Planted acres of each crop b 30.0 300 5.0 2185 12 16 100.0 Acre Acre
Tillable acres per planted acre 3 100 1.00 1.00 1.00 1.00 100 1000 Planted  Tillable
INCOME PER ACRE 1
A, Yield per acre 520 o 80.0 0.0 6.0 1.600.0 — — -
£5.00 £5.00 $123 281 §7.46 £0.15 - - -
. Net government payments $14.16 $14.16 $14.16 $14.16 $14.16 $14.16 $1.416 $14.16 $14.16
D Indemnity payments £0.00 $0.00 £0.00 $0.00 $0.00 £0.00 50 $0.00 £0.00
E. Mizesllansous incoms £0.00 £0.00 £0.00 £0.00 £0.00 £0.00 %0 £0.00 £0.00
F. Returnslacre ((AxB}+ C+D +E) $274.16  $299.16  $30486 S26T06  $I6ATE  5246.16 $28012 $28012  $280.12
COSTS PER ACRE §
1. Seed $14.40 $16.00 $76.32 51476 $35.00 §20.02 52,061 52061 $20.61
2. Herbicide g B.14 814 32.09 3858 2598 1947 1747 74T AT
3. Insacticids | Funglcide N 20.25 20.25 0.00 0.00 000 12.92 1234 1234 1234
4, Fertilizer and Lime 1 64.41 88.58 66.78 6873 34 59.84 6.888 68.98 68.98
5. Crop Consulting 0.00 0.00 0.00 0.00 0.00 0.00 o 0.00 0.00
G Crop Insurance .00 000 0.00 0.00 000 0.00 '] 0.00 0.00
7. Drying 1 0.00 0.00 1170 170 0.00 6.24 318 ERE] 3.18
8. Miscellaneous 6.26 825 6.26 626 825 6.26 626 825 6.25
2. Machinery Expenze 1 2344 6489 gz.27 84.00 6725 68.11 TETE T8.78 Te.TE
0. Mon-machinery Labor 3 10.53 728 8.36 848 TS5 TaT 88T BaT BAT
11, Irrigation K .00 0.00 0.00 0.00 0.00 .00 o 0.00 000
12. Land Charge [ Rent % 57.00 57.00 5T.00 57.00 57.00 5700 5700 57.00 5T.00
G.5UB TOTAL 27241  $26T39 S341T8 520059 $23445 525753 27350 $27T350 $2TAS0
13. Interest on 112 Nenland Costs 7.36 755 982 776 620 6.86 748 748 TAB
H. TOTAL COSTS $279.77  $274.93  $3IG1.60  $298.34  $240.65 $284.30 $23.008  $280.98  £280.98
I. RETURNS OVER COSTS (F -H) [$561) $2423  (S4674) ($3128) $2441  (518.23) (§86)  (s0.88)  (50.86)
J. TOTAL COSTSIUNIT (HIA) $5.38  $482 4391 $331 4688 $0.47 - - -
i|  K.RETURN TO TOTAL COST [#13)iG 064%  1188%  -1080%  S.10%  1293%  441% D3%  03% D3R
35 -
LI »\,{‘Leasebmnau{m{m{mmm:;,{mm{wwa:k ¥
Rsady M

B Microsoft Eucel - KSU Lease {NC).xls

DA] B E® Pew fuet Fomat Ik Deta B Hep
gl a ) JI. o SR R A | [T — — T
Al -
AlB] c N S [ -5 T O - 0 [ i 7] K i M
1
g | L Average . Morth Central KS. 5550878543 0311308
3 Operator Average farmer, North Central KS, 555-123-4567 i 2:40 PM
_:_ Basis for oguitabll share calculations: For the entire rotation (L4 = 0). Crep-by-crop (L4 =1} L4 === )
4|  OPERATOR'S share of production inputs (enter -100% if equitably shared) >
7|  CroplSystem Wht (C)  Wht (R} Corn Mile  Soybean SF Total
3 Planted acres 0.0 0.0 5.0 215 12.0 15 1000
i 00% T00% 00% A00% 100% 100%
] Print
A00%  100%  -100%  100%  -100%  -100% operator's
N {dryfliquid) A% A00% A00% ~100% ~AD0% ~100% shares
P A00%  -100%  00%  100%  -100%  -100%
K AD0%  -100%  -100%  100%  -100%  -100% .
Lime A00%  00%  -100%  -00%  -100%  -o0%  CNtering anumber
Herbicide between 0-100% (or
Bicep | Magnum (FRE) A00%  -A00%  -100%  00%  400%  -100%  _100%%) by crop and
Status A00%  -100%  <100%  -100%  -100% A00% . .
Buciil + Atrazine 400%  -00% oo 100%  -oow  -joow DY INPUt provides
Glyphosate 100% 00% 00% A00% 00% -o0%  flexibility to handle
+2% Ammenium Sulfate -00%  -100%  -100%  -100%  -100% 0% most any situation.
Finesse A00%  -100%  -100%  -100%  -100%  -100%
+ Surfactant A00%  100%  A00%  400%  -100% 400%
Roundup Weather Max =100% =100% =100% =100% ~100% ~100% . .
24D IV Ester A% 0% 400% 00w oo%  -joox  Euitably sharing
Prawl H20 A00%  -100%  <00%  -t00%  -00%  -00% fertilizer (excluding
Insecticide | Fungicide i ici
Seed treatment A00% -100% -100% -100% -100% ~100% I'me)’ h erb_' C_' des .
Headline A00%  00%  400%  oo%  oo%  aoow  and insecticides in
Warrior 1EC A00%  -100%  -100%  -100%  -100% -00%  this example.
e A00%  00%  A00%  -400%  -100% AD0%
Crop consulting 100°% A00% 100% 100% 100% 100%
Crop insurance -100% ~100% ~100% ~100% ~100% ~100%
Drying cost ~100% ~100% ~00% ~100% ~100% ~100%
W4 v Wi it { Gon budgats {Fax [ Pricescenaras I enengy costs  Mates J{ NAGS CRO dat | &
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Equitable crop-share arrangement — NC KS
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{ CropiSystem Wht (C) Wht (R} Corn Mile  Soybean SF Total
Planted acres 300 0.0 50 pik] 120 15 1000
OPERATOR'S share of machinery. labor. irrigation. and land {enter -100% if shared equitab =
DrrilliPlant 100°% 100% 100% 100% 100% 100%
Tillage and Chemical Applications:
Chizsl 100% 100% 100% 100% 100% 100%
Disk 100% 100% 100% 100% 100% 100%
Field cultivate 100% 100% 100% 100% W00% 100%
Cultivate with sidedrass 100% 100% 100% 100% 00% 100%
Anhydrous applicatdon 100% 100% 100% 100% 100% 100%
Fertilizer application 100% 100% 100% 100% 100% 100%
Herbicide application 100% 100% 100% 100% 100% 100%
Insecticide applicatlon 100% 100% 100% 100% 100% 100%
Harvest
Harvest 100% 100% 100% 100% 100% 100%
Hauling 100% 100% 100% 100% 100% 100%
Mizcallanssus TE% TE% TE% TE% TE% T5%
Mon-machinery labar 100% 100°% 100% 100% 100% 100%
lrrigatian expenses
Labor 100% 100% 100% 100% 00% 100%
Fusl and il 100% 100% 100% 100% 100% 100%
Rapalr and malntenancs A00% 100% A00% 100% 100% 100%
lrrigation investment
‘Well. pump and gearhead (9 % [ 0% 0% %
Mator (3 % 0% 0% 0% 0%
Irrigation system % [ 0% 0% 0% 0%
Land % % U‘A D'L o% o%
Cash payment to landowner, $lacre $0.00 $0.00 ‘0 00 $0.00 §0
Operatar's equitable share (O5%) BEAU— —6R0%. g% = @ 66.5% ¢
Landewner's equitable share (L5%) - ALY =T T %= -m%- Wik I35%
| -
uﬂ". Wi Inkra £ Gro ste budgats [ Flax [ Pricescenarios [ In energy costs { Nates | NASS CRD dat | ¢ |
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ALTERNATIVE METHODS OF ESTIMATING CASH RENT Prin cach ot info | 240 PM 03113108
Crop/System Wht (C}) Wt (R} Corn Mile Soybean SF Total Per Fer
Tatal tillable acre 100.0  Planted  Tillal
Planted acres of each crop 30.0 30.0 5.0 215 120 1.5 100.0 Acre
A Landowner's COST
Land $57.00 $57.00 $57.00 $57.00 $57.00 $57.00 55,700 $57.00 A
Irrigation equipment $0.00 $0.00 50.00 $0.00 50.00 $0.00 50 $0.00 )
Total $57.00  S5T00  SOT00  S5T00  S5T.00  $5T.00 s5700  $57.00 (_s57.00)
B. Landowner's EQUITABLE SHARE RENT - rick adj factor 0.0%
Total income $274.16  $299.16 §304.86 SIGTO6  $26476  $246.16 $28,012  $2B0.12  $280.12
Landowner's share I35% 33.5% 335% 335% 335% 335% 35% 335% 3BE%
Landowner's Income $8182  $10020  S$40211 $65.45 583,68 38245 §8.382 $83.82 58382
Landowner operating expense 3325 dz.02 3888 4282 2302 3584 T TN i
Income less operating expense $58.57  $NE1B  §6212  $4653  §65.66  S46.60 $56T1  $5AT1 $56.71
Less risk adjustment 0.00 0.00 0.00 0.00 .00 0.00 1] 0.00
Cazh rent equivalent $5857  $5B.18  $6212  $4653  $6566  $46.60 $5671  $EET1
C. Amount tenant CAN AFFORD TO PAY
Toral Income 527416 518816 $304.86 SZETOE 526476 524616 528012 $28042 528012
Toral operating expense $2227T7  S21TH3  S28460 524134 §18365 S2OT38 §22388 $22388
Return ta land and Irr equip $5138  $8423  §10.26  $25T2  sAAM1 S3ETT $5614 $56.14
Comparison of alternative cash rent methods
Low $51.39 $57.00 $10.26 $2572 $57.00 $3877 5614 $56.14 556.14
Average 55565 36547 54313 $d308 $67.82 $4T A6 55,662 $56.62 556,62
High $58.57 $8123 $62.12 $5T.00 811 $5T.00 5700 $5T.00 $57.00
Returns above all costs (profit) T [sSE1) 52423 (S4674)  ($3128)  S24M ($18.23) (585)  (S0.86)  (S0.88)
= -
u¢;u\m,{¢mh¢m{ s | Pricacenarios { I enengy costs { Nates | NASS CRD dat | |
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Returns to land (NC KS budgets, current crop and fertilizer prices)...

Returns to Land -- Cash Rent

Tenant breakeven

Crop-share
equivalent

Landowner's cost

Cash rent, $/ac

Return over TC ($0.86
@ 30-day avg 3-13-09
($10) $0 $10 $20 $30 $40 $50 $60

64

Alternative price scenarios...

14.00

Projected 2009 price for North Central Kansas

@ FVG (Aug)

12.00 B MG (Oct)

@ 30-day avg 3-13-09

10.00

8.00

$/bushel

6.00

4.00

2.00

0.00
Wheat

Milo

Soybean
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NC KS returns to land under alternative price scenarios...
(Fertilizer prices in FMG scenarios were higher than 1/30/09 scenario)

Returns to Land -- Cash Rent

Tenant breakeven

Crop-share
equivalent

@ 30-day avg 3-13-09
@ FMG (Oct)

Landowner's cost B FMG (Aug)

($0.86)

Return over TC

($50) $0 $50 $100 $150 $200 $250 $300
Cash rent, $/ac

Risk associated with a fixed cash rent that was negotiated at the “wrong” time... 66

Summary...

e Land values have been increasing rapidly in
recent years (those days likely over for now)

e Current crop profitability projections support

current land values (i.e., no reason to expect land
prices will decline sharply)

» Trend for more use of cash rents will likely
continue

* However, high volatility will lead to more
flexible cash rent types of arrangements

67

Management Analysis and Strategic Thin

Distance Education for Contemporary
Farmers and Ranchers

Equipping Your Lending Customers

for Success i
» Land Ownership & Leasing
* Machinery Ownership & Leasing
« Financial-‘Analysis
* Human Resources
» Tax & Policy Management

* Risk Management

SaTkEiD MAST 2009-2010
On-Campus Session 1: Nov.16-17

On-Campus Session 2: Feb. 22-23

Program Components

* On-Campus Sessions Fee: $1.250

« Distance Modules :

+ Chat Sessions Sponsorship Opportunities:
Alicia Goheen
785.532.4434

Questions ??7?

Kansas State Research & Extension

www.agmanager.info 6




