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Nominal Farm Expenses and Net Farm Income (1990-2009)
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Real U.S. Net Farm Income

U.S. Crop and Livestock Cash Receipts
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Nominal Crop and Livestock Cash Income (1990-2009)
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KFMA Net Farm Income
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KFMA Net Income by Farm Type

Farm Type
All Farms
Crop-Dryland
Crop-Irrigated
Cowherd
Dairy

Backgrounding

2004

$63,491

57,087
62,729
32,088
71,192

82,252

2005
$57,584
49,422
64,955
24,914
52,658
63,279

2006
$46,804
49,366
92,335
13,344
25,663

-5,823

2007 2008
$116,130 $122,788
120,594 142,603
280,585 230,850
34,948 32,674
82,088 63,610

-941 -10,355

Livestock Enterprises

Wﬁ Costs have been rising for cow-calf producers...

Total Costs, Cow-calf enterprise
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Wﬁ] Prices down slightly from last fall...

Returns over variable cost projected to be positive

(barely), but still very low by historical standards...

Average Oct-Nov Price for 500-600 Ib Steer in Kansas
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2009 price is based on Sep 30 futures price and basis forecast from BeefBasis.com

Return over Variable Costs, Cow-calf enterprise
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ISU Estimated Livestock Returns

KFMA Dairy Enterprise Returns

Monthly Returns to Finishing Yearling Steers in lowa
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Avg returns, $/hd
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2004 = -$0.63
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Returns to Dairy Enterprise, KFMA
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ISU Estimated Livestock Returns

Monthly Returns to Farrow-to-Finish Hogs in lowa
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Crop Enterprises
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KFMA fuel costs per acre versus diesel

Actual and Projected Custom Rate Values

prices...
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Operation

Wheat Harvest (base charge) 16.85 21.65 18.92 19.49
Fertilizer Application (dry) 4.20 4.96 4.46 4.57
Herbicide Application 4.50 5.01 451 4.62
(ground)

Wheat Planting (min/no-till) 12.10 13.73 12.35 12.65
Corn Planting (min/no-till) 12.09 13.57 12.21 12.50
Baling (round w/ net), $/bale 9.88 11.10 9.70 9.99

Correlation from 2002 — 2008 = 0.98

2009 rates are expected to decrease 10 to 15% from 2008 and 2010 rates are projected
to increase 2 to 4% over 2009.
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Fertilizer Prices

Fertilizer Prices

Price ($/Ib)

Monthly N Fertilizer Prices -- Kansas Coop
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Fertilizer Type and Price ($/ton) Cost of Nutrient {$/1b)

Anhydrous (NH3) W% $0.305

Urea| $385 & $0.428

UAN, 28-0-0] $270 = $0.482

UAN, 32-0-0 4 | 50.469
Super phosphate
Muriate of potash

10-34-0

18-46-0

11-52-0

Contact Information

Developed by: Kevin Dhuyvetter (ked@ksu. edu)

Copyright 2009, Kansas State University Department of Agricultural Economics www. agmanager.info

Current Fertilizer Prices ($/ton)

Fertilizer Product Average Minimum Maximum
NH3 (82-0-0) 401 340 624
Urea (46-0-0) 387 355 421
UAN (32-0-0) 225 200 292
UAN (28-0-0) 211 175 321
P (10-34-0) 437 350 755
P (11-52-0) 433 370 634
K (0-0-60) 705 585 848

« Significant variability remains between dealers on fertilizers.
* Variability is less than 2008, but more than 2007.

Source: KSU Farm Management Guide Crop Input Survey

Current Fertilizer Prices ($/Ib)

Fertilizer Product Average Minimum Maximum
NH3 (82-0-0) 0.245 0.207 0.381
Urea (46-0-0) 0.421 0.386 0.458
UAN (32-0-0) 0.352 0.313 0.456
UAN (28-0-0) 0.378 0.313 0.573
P (10-34-0) 0.543 0.415 1.013
P (11-52-0) 0.350 0.286 0.540
K (0-0-60) 0.588 0.488 0.707

« Significant variability remains between dealers on fertilizers.
« Variability is less than 2008, but more than 2007.

Source: KSU Farm Management Guide Crop Input Survey

Select Herbicide Prices
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Select 2009 Herbicide Prices

Crop Input Cost Projections
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Returns for Selected Crop Enterprises Yields for Selected Crops
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Prices for Selected Crops Wheat Returns by Profitability Category

10.00 2007 2008
A —

9.00 High 1/3 Mid 1/3 Low 1/3 High 1/3 Mid 1/3 Low 1/3
8.00 Yield 43.4 19.2 15.1 50.5 415 34.1
7.00

5 6.00 / Price $5.99 $5.47 $5.23 $7.21 $6.59 $6.39

G 500 — Seed $5.93 $9.37 $6.91 $12.29 $14.01 $13.04

z 5

s 4.00 —3 Fertilizer $17.40 $28.64 $23.23 $38.75 $37.39 $45.63
3.00 Machinery $52.89 $44.57 $56.05 $58.95 $50.89 $76.33
2.00 —
100 Chemicals $8.56 $7.67 $9.53 $10.67 $10.35 $15.34
0'00 Total Exp $175.81 $163.83 $168.71 $213.82 $211.59 $255.57

2004 2005 2006 2007 2008 Return/Mgmt |  $81.14 -$7.83 -$21.53 $113.59 $31.84 -$41.90
——Corn -8 Irr Corn -4 Milo Wheat =% Soybeans ‘ Source: Kansas Farm Management Association

Source: KFMA Enterprise Profit Center Summary % %

Sorghum Returns by Profitability Irrigated Corn Returns by Profitability
Category Category

2007 2008 2007 2008

High1/3  Mid 1/3 Low 1/3 High 1/3 Mid 1/3 Low 1/3 High /3 Mid 1/3 Low 1/3 High 1/3 Mid 1/3 Low 1/3
Yield 96.6 89.1 69.9 1111 84.1 74.6 Yield 209.5 201.8 1918 192.3 169.9 178.4
Price $4.01 $3.86 $3.71 $3.65 $3.14 $3.10 Price $4.08 $3.80 $3.74 $4.65 $4.08 $4.07
Seed $11.04 $14.76 $22.29 $14.96 $14.27 $24.38 Seed $41.72 $60.35 $59.61 $60.03 $63.34 $70.06
Fertilizer $35.86 $38.01 $43.58 $54.17 $47.83 $62.74 Fertilizer $72.28 $74.61 $81.66 $99.74 $93.15 $116.80
Machinery $46.34 $54.92 $64.78 $64.62 $59.51 $75.44 Machinery $86.53 $75.15 $91.89 $107.59 $102.17 $121.45
Chemicals $23.37 $30.30 $23.06 $27.85 $24.44 $39.52 Chemicals $30.06 $43.81 $32.28 $51.22 $45.35 $66.21
Total Exp $238.37  $240.92 $271.22 $261.32 $255.73 $328.68 Irr. Fuel $56.96 $67.91 $75.88 $77.62 $91.05 $112.15
Return/Mgmt | $128.63 $57.05 -$39.80 $84.52 -$15.20 -$112.10 Total Exp $495.11  $528.24 $527.32 $604.74 $583.69 $714.67
Source: Kansas Farm Management Association Return/Mgmt | $311.44  $169.23 $83.74 $223.56 $44.41 -$188.98

% Source: Kansas Farm Management Association %




KSU Crop Decision Making Tools

Western KS Dryland Crop Budgets

> KSU-NPI_CropBudgets.xls

— Excel spreadsheet for developing crop budgets where
nitrogen and phosphate fertilizer and irrigation levels
are optimally determined based on prices

> FM-Guides--Crops(2008).xls
— Excel spreadsheet of projected crop budgets

> KSU-Lease.xlIs

— Excel spreadsheet of projected crop budgets and
equitable crop share and cash leases

2009 2010
Sorghum Sorghum
Yield (bu/acre) 43 75 44 78
Price ($/bushel) $5.00 $2.60 $4.25 $3.15
Returns ($/acre) $225.90 $205.85 $197.33 $258.66

Total Costs ($/acre) $211.13 $225.78 $188.51 $213.27
Net Returns ($/acre) $14.37 -$19.94 $8.82 $45.38
Total Cost/Bushel $4.95 $3.03 $4.33 $2.73

North Central KS 2009 Crop Budgets

North Central KS 2010 Crop Budgets

Wheat Corn Milo Soybeans
Yield (bu/acre) 48 86 84 35
Price ($/bushel) $5.00 $3.10 $2.60 $8.00
Returns ($/acre) $252.16 $280.33 $233.42 $290.80
Total Costs ($/acre) $204.77 $321.82 $255.66 $239.57
Net Returns ($/acre) $47.39 -$41.50 -$22.24 $51.23
Total Cost/Bushel $4.30 $3.75 $3.03 $6.93

Wheat Corn Milo Soybeans
Yield (bu/acre) 49 89 88 35
Price ($/bushel) $4.25 $3.55 $3.10 $7.90
Returns ($/acre) $220.29 $328.55 $287.30 $289.55
Total Costs ($/acre) $183.53 $303.28 $239.72 $211.53
Net Returns ($/acre) $36.76 $25.27 $47.58 $78.03
Total Cost/Bushel $3.78 $3.42 $2.72 $6.07




Historical and forecasted natural gas prices

$/mcf
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Irrigation Energy Cost Comparison

Inputs Energy Prices
Compares energy costs of imgation
Acres 1 Eleceric: $/kWh| $oos |2 pumping with different fuels at various
Inches Applied | 1 Nat. Gas: $/mef| $6.00 | prices and livels of parformanc
Faat Lift 400 Diesel: $/gal| $2.30

Psl Pressure| 20 Fropane: $/gal| $1.30 [+

| === Cost as percent of: --—

Source Cost($) Use Elec.|Nat. Gas| Dlesel Propane
Elactricity $5.13 64 kWh 100% 23% 49% 48%
Haxtural Gas $5.52 1 mef 108% 100% 53% 52%
Diesel $10.44 5 lmal 204% 1884 100% 98%
Fropane $10.70 & gal 208" 184% 1034 1084

Ceveloped by Kevin Dhuyvetter (kod@ksu edu) and Troy Cumnler (tdumler@ksre ksu.edu)

Copyright 2009, Kansas State Universty Department of Agricultursl Ecanamics

Cone & Inteenat

Western KS Irrigated Crop Budgets

2009 2010

Soybeans

Soybeans

Yield (bu/acre) 194 54 200 54
Price ($/bushel) $3.10 $8.00 $3.55 $7.90
Returns ($/acre) $632.44 $461.09 $741.36 $460.51
Total Costs ($/acre) $641.79 $426.84 $645.82 $420.53
Net Returns ($/acre) -$9.35 $34.25 $95.45 $39.98
Total Cost/Bushel $3.32 $7.97 $3.23 $7.76

Land Values and Rents




Crop Land Average Value per Acre
January 1, 2009

Change from 2008
National average = -4.0%
KS = +2.9%; NE = +6.3%
OK = +1.8%; MO = -5.6%

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009

* Corresponding changes in pasture land values were US=0.0%; KS=0.0%; NE=-6.3%; OK=1.0%; and MO=-5.6%. R

Crop Land Average Annual Growth Rate
Jan 1, 2004 to Jan 1, 2009, percent (geo mean)

National average = 8.4%

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009
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Pasture Land Average Value per Acre
January 1, 2009

Change from 2008
National average = 0.0%
KS = 0.0%; NE = -6.3%
OK = +1.0%; MO = -5.6%

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009

Pasture Land Average Value Annual Growth Rate
Jan 1, 2004 to Jan 1, 2009, percent (geo mean)

National average = 14.2%

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009

* Corresponding changes in crop land values were US=-4.0%; KS=2.9%; NE=6.3%; OK=1.8%; and MO=-5.6%. R
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Crop Land Average Rent per Acre, 2009

Change from 2008
National average = +5.3%
KS = +9.4%; NE = +3.1%
OK =-1.8%; MO = +12.5%

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009

Crop Land Rent Average Annual Growth Rate
Jan 1, 2004 to Jan 1, 2009, percent (geo mean)

* Corresponding changes in pasture land rents were US=0.0%; KS=+6.5%; NE=0.0%; OK=0.0%; and MO=-3.8%. R

National average = 3.3% |

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009
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Land values and rents -- KAS surveyed rates
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Cropland Values and Rents

Value

Irrigated

2005 $1,180 $770
2006 $1,200 $820
2007 $1,260 $880
2008 $1,450 $980
2009 $1,500 $1,000

% Change
‘08 to ‘09

Non-irrigated

3.4% 2.0%

Irrigated
$73.00
$74.00
$82.00
$92.00

$103.00

12.0%

Rent

Non-irrigated

$38.50
$39.00
$41.00
$42.50
$46.50

9.4%

KAS report

KSU report ol

Source: Kansas Agricultural Statistics and KSU




Market going rate...

Kansas Non-irrigated Cash Rent
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Based on KAS state average reported value for 2009 ($16.50)
(county-level survey in August of 2009 data available in April of 2010)

Market going rate...
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Kansas Irrigated Cash Rent
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Flexible Cash Rents

Flexible Cash Rents — WHAT?

> Flexible cash rents simply refer to land rental
arrangements where the amount of cash rent paid
(received) can vary based upon some pre-
determined formula (i.e., formalizes bonus rents)

> Methods of “flexing” rental rates, i.e., formulas are
based on:

Yield (actual for producer, county average, etc.)

Price (harvest, season average, actual)

Revenue (yield x price, crop insurance, residue)

Costs

Other...

Flexible Cash Rents — WHY?

> Trend in Kansas has been moving away from crop
share leases to more cash leases

> Volatility of last few years has significantly
increased the risk of fixed cash rents

— Most popular question received in the summer of 2008
was “How can | terminate my lease with my current
tenant?” (in 2009 several questions about tenants
walking away)

> Why not simply give landowner ad hoc “bonuses”
when times are good?

=

Flexible Cash Rents — WHY?

> Less need to negotiate lease every year...

— It appears that some producers feel that once a cash
rent is negotiated this rate is appropriate into eternity...
(by definition, this is true for landowners as well)

— Tenants are concerned that if they increase their cash
rent, they will never be able to lower it
(is this true?)




Cash rent historical perspective

KS non-irrigated crop land rent; 1967-2009
1967-2009: avg growth = 3.28%; geo growth = 3.08%

] 1990-2009: avg growth = 1.88%; geo growth =1.81% —
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1967-2008 average land value growth = 5.14%

Flexible cash rents — HOW?

> This is the tricky part...
> Thereis no right way to do this!

> A couple things to keep in mind

— Risk-return trade-off suggests that higher risk is
associated with higher expected returns and vice versa

— Absolutely critical that all parties involved understand
the flexible arrangement and how it can play out under
different scenarios (i.e., have a written lease and
include example calculations)

Flexible cash rents (method of formalizing 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

— cost deviation from base

> Communication and documentation are
important to ensure everybody understands
what it is they are agreeing to.

Flexible cash rents —- HOW?

Questions to ask

1. Does cash rent flex up and down or only up?
(should impact base rent as it relates to market rate)

2. lIscropinsuranceincluded / accounted for?

3. What sources of data are used to determine
base rent and flex provisions?

4. What will final rent be under alternative

potential outcomes?
(i.e., ask yourself lots of “what if” questions)




Flexible Cash Rents — SUMMARY

Flexible cash leases are simply a way of sharing
risks of unpredictable markets (and yields?)
without the hassles of crop ownership

There are many types of flex leases —no one
method is right or best in all cases

Important to think about risk-return tradeoff when
establishing the base and trigger point where
bonuses are earned (e.g., does lease flex both ways?)

It is important that both parties know and
understand what they are agreeing to!

Questions???

Troy Dumler
tdumler@ksu.edu
620-275-9164

Kevin Dhuyvetter

kcd@ksu.edu
785-532-3527

www.agmanager.info




