2010
e -arm Leases and Land Values
AG . . . .
PROFITABILITY|| (specifically adiscussion of flexible cash leases)
CONFERENCE
Thursday
February 18, 2010 Kevin C. Dhuyvetter
4-H Building K-State Ag Econ
Kenwood Park kcd@ksu.edu
Salina, Kansas 785-532-3527
T m— _ Land Values
] =3
U/Ag Profitability || - m———e
) Conferences |

=AG
==

.

Hansas State University
Department of Agricultural Economics

Factors/issues impacting land values

Factors impacting agricultural land values...

(alphabetical order)

. . Many factors impact land e Aq factors
 Farm profitability values -- some are related g . . o
Farm size to agricultural profitability — Ag portion of agricultural land has been diminishing

and some are not ... — Reduced abjlity to cash flowltraditional land loans with
* Government programs value of agricultural production

e Input costs (e.g., fuel and fertilizer)
* Interest rates
e Qutside investors (i.e., stock market money)

* Non-ag factors
— Urbanization, recreational use of land, etc.

* Recreation uses (e.g., hunting) « While agricultural land may continue to be a good
* Ethanol and bio-diesel / global demand for grain investment, producers need to decide if they want
« Section 1031 tax exchanges to tie up equity in land versus other assets

» Technology (e.g., no-till, precision ag, bio-tech, DNA)
e Urban sprawl
* Weather (i.e., drought, flood)

* Increasingly difficult to analyze/evaluate land
purchases/prices




Land values and inflation rates are highly correlated

over time ...

KS land value (incl. bldgs); 1880-2008
average growth = 3.86%; geometric growth = 3.63% KS land value and inflation index (correlation = 0.96)
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Crop Land Average Value per Acre . Crop Land Average Annual Growth Rate

January 1, 2009 --,,/ Jan 1, 2004 to Jan 1, 2009, percent (geo mean)

Change from 2008
National average = -4.0%

KS = +2.99%¢ NE = +6.3%

OK = +1.8%; MO = -5.6%

National average = 8.4%

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




Pasture Land Average Value per Acre 9= Pasture Land Average Value Annual Growth Rate
January 1, 2009 == Jan 1, 2004 to Jan 1, 2009, percent (geo mean)

Change from 2008
National average = 0.0%

NE = -6.3% y ] National average = 14.2%

OK = +1.0%; MO =-5.6%

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

Returns to land & «-::«- Cash rent and land values are highly correlated...

Kansas (Jan 1) non-irr land value & cash rent, 1967-2009
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Kansas (Jan 1) pasture land value & cash rent, 1967-2009
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Rent-to-value ratios vary by land class ...

percent

Rent-to-value (Jan 1) percent, Kansas, 1976-2009
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Non-ag Considerations

* There could be a non-ag rent:
— e.g., leasing your land to hunters

* There could be a non-ag land value growth:
— e.g., expectations of future development

KSU-Landbuy.xls allows for both

But first some historical information
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Ag land available for private ownership varies
considerably among states ...

percent

2007 USDA Ag Census information
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Land type varies considerably among states ...

percent

2007 USDA Ag Census information

percent of farm land that is crop land
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A lot of farmers are not full-time farmers ...

2007 USDA Ag Census information

percent of principal farm operators whose primary occupation is farming
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Most states currently have some type of “use-value”
tax policy ...

percent

Annual property tax (% of value) by state
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Agricultural rent as a percentage of land values has
been decreasing over time ...

39-state average rent-to-value ratios, by year, 1951-2009
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High farming profit in 2008 did not make it to rents or

end-of-year values ...

39-state average total returns, by year, 1951-2008
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39 states ranked by total returns to land ...

Returns to non-irrigated cropland by state 1951-2008
avg: non-ag growth=1.8%; ag growth= 4.4%; rent= 5.1%; total= 11.3%
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Buying Land — How much can | afford?

» Valuing the capital gains portion

Pick a “selling point,” say 30 years from now
What will the land be worth then?

* Assume some annual capital gain % -- ag and non-ag
What is left after “sell” & pay cap gains tax?
What is that amount worth today?

* Valuing the rent portion
— What is cash rent today, ag and non-ag?
— How will rents evolve (grow) over time?
— What is the future stream of rents worth today?

 Maximum bid =today’s value of the capital gain +
today’s value of the rent stream
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BT Micresof Excel - KSU Landbuy.xis

Pl

‘5w § KSU-Landbuy.xls spreadsheet for land investment decisions
Al
§ A E c e e e e e [ J E P e W N o |
' —
73
3 KSU-Landbuy.xls — A spreadsheet program to analyze land purchase prices and land
4 values in general.
L Print infermation
] Version - 1.25.10
Fi
g INPUTS va CALCULATED VALUES
] In the KSU-Lamdbuy sheet all blue numbers in shaded cells are inputs and all other numbers are calculated from these

0| inputs. The spee mancally recalculates Bvery time an adotional mput i entered. Thas, it 5 impartant i wae unbl
11 all data have been e w reviewed before interpreting any of the caiculated results {ie , black numbers)

12

13 DESCRIPTION OF INPUTS

14 | Several resources edst o aid in the use of this spreadsheet. 1) The paper tiled Valuing and Burying Farmiand (paper at
15 | WU, _buy] < 3% 3 USEr's guite and proviges 3 more detailed docurnentat W
16 | concepts and farmulas used in this spreadshest 7) The input cells 1 & | blue numbers) have a red damand in the upper nght
17| hand cormer of the cell (if the comments do nat appear go ta View / Comments on the Excel menu). By maving your mouse
18 curser over this dirmand, 3 brief description of the nput will be displayes i|||| |r @ screen. ) A viden file (KSULandbuy.wmy)
149 and an audio file {KSU-Landbuy.mpd) - available at waw, diland_buy - can be played on
a0 your computer provading 3 bnef explanation of the inputs and outputs line I&y line.

il

23|

23 Devalopad by: Terry L. Kastens Kevin C. Dhuyvetter

24| Professor Emerius Extension Agricuttural Economist

bl == Kansas State University Kansas State University

% A2

7| = woice: [T35) 825-5000 voice: (TEE) 5323527

5 | FAX: (T85) 6326925 L

29| email: Ternyastens@ageconksuedu email: ked@hsu.edu

30 website: www.agmanager.info websive: www.agmanager.info

A sty G “Video user’s guide”
5 i explaining inputs and
36| Copyright 2008 by Kaztens and Dhu; s reserved.

interpretation of outputs

ar
H 4 b WO Intro{ KSULandbuy { Gudelnes [/
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I Migrennit Frel . K81 andhi. sl
A E | c [} | E F | 5] H | | J | K L | M |
[ 2 Inputs _Puintiapon | | o) refers to natation in Valuing and Buying Farmiand publication)
3| KS KS KS KS eae State where land is located {enter as two letter abbreviation, e.g., Kansas = K5}
4 Crop Pasture Waste Average == Land ¢lassification (e.9.. cropland, pasture, woods)
5 | 120 a6 ] 160 Ac Enter the acres of each elass of land (used to caleulate weighted average)
] $1.050 400 50 $875 MV 0 Market price of land, $lacre
i §1.050 S400 50 8675 PR Purchase price (PP - amount you pay), $lacre
8 545.00 $14.00 §0.00 $36.81 aR Ag rent-—-cash or cash equivalent in Slacre taday
] s3gs T $148 £0.00 $3.24 Pex Real sstats (property) tax in $facrs today
10 | £0.00 $0.00 £0.00 $0.00 nR MNen-ag rent in Slacre today
11| a0 30 30 30 T Time horizon in years land s held { less than or equal to 100 years)
12 43% 4T 43% 4% fex Income tax rate (on last dollar of taxable income — include SE tax if relevant)
13 15% 5% 15% 15% (=) Caplral galns tax rate
14 6.50% &.50% 6.50% 6.50% I Interest rate on land leans (discount rate)
15 40.0% 40.0% 40.0% 0% s Parcent of purchass price that iz financed [only nesded for return on squity calculations)
16 2.93% LETh 000% | zemi A Growth rate on ag rent and ag pertien of land value (see column G in Guidelines)
17 0.00% 0.00% 0.00% nla ghir Growth rate on non-ag rent (normally >= inflation rate) a n e aS e S
18 | 3.85% 3.86% 0.00% 3.86% g Growth rate on total (ag and non-ag) land value (see column lin Guidelines)
18] 0.80% 1.03% 0.00% 0.51% ahiv Caleulared non-ag growth rate on land value . .
bl (specifically flexible cash leases)
Fall) Caleulated Qutputs
22| 3T1% IT1% 3T1% IT1% W14ex}  After-tax interest rate on fand leans {discount rate)
231 $23.44 4714 $0.00 £19.14 e After-tax rent. $lacre (now property taxes are ramoved as wall)
24 $527.22 S187.70 $0.00 551147 PVRA  Discounted value of all future after-tax ag rents
25 §0.00 $0.00 $0.00 $0.00 FVRN  Discounted value of all future after-tax non-ag rents
i) 12T £1.246 g0 $27T26 — Prajected land value In 30 years. bazed on marker price and ag & non-ag growth
21 52497 $919 S0 £2,075 w—— Projectad land value in 30 years, bazed on market price and only ag growth
2| $988 $376 $0 $B22 PVS  Discounted value of land sale in 30 years (after capital gains tax)
o] $766 $282 $0 PVEA  Discounted value of land sale in 30 years (after capital gains tax) - if enly ag growth
a0 | $1613 $663 50 $1333 |JeBYL  Present value of land purchase
3 95% BN nla Bo% AMVP uts
a2 59% T nfa - | amwr | Present value of land, ROA and ROE | of Guidelines) and after-tax «
32 $563.49 §$163.43 $0.00 $458.37 —
=) $563.49 $163.43 $0.00 $458.37 eae kEy OUtpUtS to focus on
35 9.88% 9.0T% nfa SE0% Approximate pre-tax rate of return on assets
8 12.14% 10.79% nfa 12.00% Approximate pre-tax rate of return on equity
3 -
H‘I v H\lnnnun-m,.-’ [ 25% | 26
Eady am

Flexible Cash Rents —- WHAT? = “_ ¥ Distribution of leases by type of lease ...

» Flexible cash rents simply refer to land rental Region Cash Share Other
arrangements where the amount of cash rent Northwest 36.3% 59.8% 3.9%
paid (received) can vary based upon some pre- West Central 24.3 71.7 4.0
determined formula (i.e., formalizes bonus rents) Southwest 16.5 755 8.0

. . North Central 34.9 60.5 4.6

* Methods of “flexing” rental rates, i.e., formulas

. Central 30.9 64.6 45
are based on:
) South Central 21.0 76.4 2.6
— Yield (actual for producer, county average, etc.)
) Northeast 38.8 53.5 7.7
— Price (harvest, season average, actual)
] . . . East Central 36.0 54.3 9.6
— Revenue (yield x price, crop insurance, residue)
Southeast 36.2 58.9 4.9
~ Costs State 30.5 63.9 5.6

Other...

Source: Schlegel and Tsoodle -- 2007 KAS/KSU survey (2006 data)
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Trend towards more cash rent ...

Percent of leases that are crop share Percent of leases that are cash

100 100
[J 1999 [ 2002 [l 2006 [J 1999 [ 2002 [l 2006
80 |—— 80
60 60
= =
5 3
° °
& &
40 40
20 20
0 0

NW  WC sw NC [ sC NE EC SE State NW  wWC sw NC Cc sC NE EC SE State

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.

Questions to ask:
1) What factors have been behind this trend?

2) Do we expect this to continue, stabilize, or reverse in the future?
29
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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)

32




Daily JUL Wheat Futures Price (Sep 1- Jun 30 each year)

Daily DEC Corn Futures Price (Jan 1 - Oct 31 each year)
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Daily NOV Soybean Futures Price (Jan 1 - Oct 31 each year)
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Monthly Nitrogen Fertilizer Prices, Corn Belt

Monthly Phosphate and Potash Fertilizer Prices
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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)

— Some folks seem to think that once a cash rent is
negotiated this rate is appropriate into eternity (is that true?)

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

35

Change from 2008
National average = +5.3%
(KS= 0299 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

* Corresponding changes in pasture land rents were US=0.0%; KS=+6.5%; NE=0.0%; OK=0.0%; and MO=-3.8%.
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Crop Land Rent Average Annual Growth Rate

Jan 1, 2004 to Jan 1, 2009, percent (geo mean)

Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009
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rent ($/acre)

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%
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Cash rent historical perspective

Cash rent historical perspective

rent ($/acre)
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NE non-irrigated crop land rent; 1967-2009
1967-2009: avg growth =5.19%; geo growth = 4.88%
1990-2009: avg growth = 3.01%; geo growth =2.78%
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1967-2008 average land value growth = 6.17%

39

rent ($/acre)

MO non-irrigated crop land rent; 1967-2009
1967-2009: avg growth = 4.48%; geo growth = 4.16%
1990-2009: avg growth = 3.00%; geo growth = 2.86%
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1967-2008 average land value growth = 6.42%
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OK non-irrigated crop land rent; 1967-2009
1967-2009: avg growth = 2.68%; geo growth =2.16%
1990-2009: avg growth = 0.13%; geo growth =0.06%
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a1

Pasture Land Average Rent per Acre, 2009

Change from 2008
National average = 0.0%

KS = +6.5% NE = 0.0%

OK =0.0%; MO = -3.8%

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

* Corresponding changes in crop land rents were US=+5.3%; KS=+9.4%; NE=+3.1%; OK=-1.8%; and MO=+12.5%.
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Source: USDA NASS Land Values and Cash Rents 2009 Summary and Dhuyvetter and Kastens, August 2009
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KS pasture land land rent; 1967-2009
1967-2009: avg growth = 3.07%; geo growth = 2.83%
1990-2009: avg growth =2.01%; geo growth =1.92%
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rent ($/acre)

Cash rent historical perspective

NE pasture land land rent; 1967-2009
1967-2009: avg growth =2.99%; geo growth =2.45%
1990-2009: avg growth =2.24%; geo growth =2.02%
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Cash rent historical perspective

MO pasture land land rent; 1967-2009
1967-2009: avg growth = 3.11%; geo growth = 2.66%
1990-2009: avg growth = 0.56%; geo growth =0.19%
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rent ($/acre)

Cash rent historical perspective

OK pasture land land rent; 1967-2009
1967-2009: avg growth = 2.84%; geo growth = 2.51%
1990-2009: avg growth = 0.62%; geo growth =0.42%
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At the very least, vary cash rent from year to year

(not perfect, but better than never changing rent)

Kansas Cash Rent for Non-irrigated Cropland
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Source: Kansas Agricultural Statistics

Fixed cash rents can be indexed to statewide average to make year-to-year changes
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Flexible Cash Rents - WHY?

 Many good reasons to go to cash rent, but there are
risks associated with multi-year fixed rents

* Method of allowing rents to vary from year-to-year

without having to renegotiate rents annually
(avoid mental anguish associated with rental rate negotiation)

* Way of sharing/managing risks associated with
volatile markets (without hassles of crop share lease)

* FSA has changed rules allowing flexible leases

* Very appealing for certain situations, but they are

not appropriate in all cases (depends on why you are
considering cash rent)
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%, Flexible Cash Rents —- HOW?

e This is the tricky part...

* Thereis not asingle “right” way to do this!
(but there are lots of wrong ways)

* A couple things to keep in mind

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

50

Landowner/producer risk-return tradeoff

» Risk: variation about expected outcome
— Suggests that the cash-equivalent of a share lease will be
greater than cash rent
* Hasn’t helped much in understanding rents
— Tenant’s risk lower recently (1990s thru 2006)
— Cash rentis not riskless

— Costs may be higher with share rents

* 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 . . .
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[Producer]
Cash rent

Crop share
?2??

Crop share

Cash rent

Return, $/ac

[Landowner]

Risk, $/ac
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Landowner/producer risk-return tradeoff .-“m ¥l Distribution of crop share percentages ...

Percent of Leases by Crop Share Percentage

X Landlord Crop Reporting District
Share  NW-10 WC20 SW-30 NC40  C50 _SC60 NE70  EC-80  SE-90
10.0% 00%  00%  00%  00% 03% | 00% | 00% | 00%  0.0%
Cash rent 16.5% 17%  00%  00%  00%  03% | 00% | 00% | 00%  0.6%
Bushel rent 20.0% 00%  00%  00%  00% 03% | 00% | 00% | 07%  0.0%
Custom farm
Net share Crop share 25.0% 29%  00%  41%  04%  03% | 09% | 38% | 13%  1.1%
c . Net share [333%  901% 96.1% 895% 69.4% 85.2% | 94.3% | 205% | 795%  92.6% |
c rop share 40.0% 00%  17%  09% 259%  9.4% | 35% | 25.7% | 106%  4.0%
= Bushel rent 45.0% 0.6%  00%  00%  00% 00% | 00% | 00% | 00%  0.0%
& Custom farm 50.0% 41%  22%  32%  35%  28% | 13% | 500% | 79%  1.7%
Cash rent 60.0% 00%  00% 05% 08% 00% | 00% | 00% | 00%  00%
66.7% 00%  00%  18%  00%  1.4% | 00% | 00% | 00%  0.0%
What about flexibl h 100.0% 06%  00%  00%  00% 00% | 00% | 00% | 00%  0.0%
? ?b outtiexi te )C,?S Total 100%  100%  100%  100%  100% | 100% | 100% | 100%  100%
rents (bonuses, etc.)”
Source: Schlegel and Tsoodle -- 2007 KAS/KSU survey @5 Oo/‘
(2006 data) % 24
Sy é@,/ %
Risk
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Flexible Cash Rents - HOW? % Flexible Cash Rents - HOW?

Examples of flexible cash rents... « This is the tricky part...

1. Crop share “after the fact” . . .
P * Thereis no right way to do this!

2. Base rent plus bonus/discount based on actual farm yield

and local price * A couple things to keep in mind
3. Base rent (floor) plus bonus based on actual farm yield — Risk-return trade-off suggests that higher risk is

and local price associated with higher expected returns and vice versa
4. Base rent (floor) plus bonus based on county/region — 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
5. Base rent plus (+/-) bonus based on region/state average include example calculations)

cash rent change from previous year

average yield and price versus historical average

6. ??7?
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Flexible Cash Rents - HOW?

» Steps to determining a flexible cash lease

1. Establish a base cash rent
(often tied to local market and/or costs of production)

2. Determine how base rent will be “flexed” ...
e Price deviation from base (fixed bushel rent)
* Yield deviation from base
e Price and yield (revenue) deviation from base

* Cost deviation from base
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Flexible Cash Rents - HOW?

Questions to ask

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

2. Is crop insurance included / 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)

58

o
h& Flexible Cash Rents - EXAMPLES

» Three simple examples to show ...
— types of information needed
— types of terms that need to be agreed upon

— how price impacts rent

« Example 1 —rent flexed on either yield, price, or
revenue (yield x price)

 Example 2 —rent flexed based on how gross
revenue compares to a base revenue

 Example 3 —rent flexed based on how gross
revenue at regional level compares to 5-yr average
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2/12)

CROP BUDGETS SHOWING TOTAL COSTS AND RETURNS

Crop/System Wht-R Wht-C  Sorghum  Soybean Corn DC SB Total Per
Planted acres of each crop 44.0 220 14.0 15.0 5.0 0.0 100.0 Acre
Tillable acres per planted acre 1.00 1.00 1.00 1.00 1.00 0.00 100.0 Tillable
INCOME PER ACRE
A. Yield per acre 50.0 45.0 90.0 35.0 90.0 20.0
B. Price per unit $4.30 $4.30 $3.01 $8.17 $3.31 $8.17
C. Net government payments $14.00 $14.00 $14.00 $14.00 $14.00 $0.00 $1,400 $14.00
D. Indemnity payments $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 $0.00
E. Miscellaneous income $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 $0.00
F. Returns/acre (AxB)+C+D +E) $228.94 $207.44 $284.83 $299.87 $311.83 $163.36 $24,682 $246.82
COSTS PER ACRE
1. Seed $11.70 $11.70 $15.36 $43.40 $84.72 $49.60 $2,062 $20.62
2. Herbicide 5.99 5.99 32.87 20.65 27.10 9.72 1,301 13.01
3. Insecticide / Fungicide 26.28 26.28 0.00 0.00 0.00 0.00 1,734 17.34
4. Fertilizer and Lime 39.64 28.49 43.62 18.02 42.70 8.40 3,466 34.66
5. Crop Consulting 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00
6. Crop Insurance 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00
7. Drying 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00
8. Miscellaneous 6.25 6.25 6.25 6.25 6.25 6.25 625 6.25
9. Machinery Expense 58.06 84.01 79.67 60.31 75.33 47.49 6,799 67.99
10. Non-machinery Labor 7.80 7.80 9.10 7.15 9.10 5.85 795 7.95
11. Irrigation 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00
12. Land Charge / Rent 65.00 65.00 65.00 65.00 65.00 0.00 6,500 65.00
G. SUB TOTAL $220.72 $235.52 $251.87 $220.78 $310.20 $127.31 $23,282 $232.82
13. Interest on 1/2 Nonland Costs 5.04 5.24 5.92 5.02 8.16 4.12 536 5.36
H. TOTAL COSTS $225.76 $240.76 $257.78 $225.79 $318.37 $131.43 $23,818 f23&18
I. RETURNS OVER COSTS (F - H) $3.17 ($33.32) $27.05 $74.08 ($6.54) $31.92 $864 $8.64
J. TOTAL COSTS/UNIT (H/A) $4.52 $5.35 $2.86 $6.45 $3.54 $6.57
K. RETURN TO TOTAL COST (I+13)/G 3.72% -11.92% 13.09% 35.83% 0.52% 28.31% 3.63% 3.63%
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Sellicel Saela) Sl = Sl L Flexible Cash Rents — Example 1 (KSU-Lease.xIs)

(share fertilizer (not lime), fungicide, in-season herbicides, no applications)

ALTERNATIVE METHODS OF ESTIMATING CASH RENT 02/15/10
Example of Cash Rent Flexing on Yield, Price, or Revenue
Crop/System Wht-R Wht-C  Sorghum  Soybean Corn DC SB Total Per
Total tillable acre 100.0  Tillable A. Market cash rent, $/acre $65.00
Planted acres of each crop 44.0 22.0 14.0 15.0 5.0 0.0 100.0 Acre B. Adjustment to market rent, $/acre -$3.25
A, Landowner's COST C. Base (?ash.rent, $/acre (A+B) $61.75
Land $65.00  $65.00  $65.00  $65.00 $65.00 $0.00  $6,500 $65.00 D. Flex direction (Both (up and down) vs Up) Up
Irrigation equipment $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 $0.00 E. Percent of change to factor into flexible rent 100%
Total $65.00  $6500  $65.00  $65.00 $65.00 $0.00  $6,500  $65.00 F. Adjustments based on Base acres or Actual acres Base
B. Landowner's EQUITABLE SHARE RENT ----- risk adj factor 0.0% G. Crop Wht-R Wht-C  Sorghum _ Soybean Corn DC SB Total
Total income $228.94  $207.44  $284.83  $299.87  $311.83  $163.36  $24,682  $246.82 H. Include crop (Y=1, N=0) 1 1 1 1 1 0
Landowner's share 40.1% 40.1% 40.1% 40.1% 40.1% 40.1% 40.1% 40.1% ’
Landowner's income $91.83  $8321  $114.25  $120.28  $125.08  $6552  $9,900  $99.00 I. Base acres AT 220 1o 150 20 0 1000
Landowner operating expense 34.33 29.69 34.42 16.66 31.64 479 3,054 30.54 J. Baseyield 50 45 90 35 90 20
Income less operating expense $57.50 $53.52 $79.83  $103.62 $93.44 $60.73 $6,846 $68.46 K. Base price ( $4.50 $4.50 $3.20 $8.25 $3.50 $8.25 |
Less risk adjustment 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00 L. Expected revenue $225.00  $202.50  $288.00  $288.75  $315.00  $165.00 $24,293
Cash rent equivalent $57.50  $53.52 $79.83  $103.62 $93.44  $60.73 $6,846 $68.46
Issues to resolve: Base prices are above
C. Amount tenant CAN AFFORD TO PAY f
Total income $228.94  $207.44  $284.83  $209.87  $311.83  $163.36  $24,682  $246.82 1) Where does base cash rent come from? those used in budgets.
Total operating expense $160.76 $175.76 $192.78 $160.79 $253.37 $131.43 $17,318 $173.18
Retunniiollandlandlirgequip S5 TR0 210 S 15105 M 50 1o M 110 N5 3 O 167 2) Where do base acres, yields, and prices come from? (consistent with base rent?)
Comparison of alternative cash rent methods 3) What crops should all be included?
Low $57.50  $31.68 $65.00  $65.00 $58.46 $0.00  $6,500 $65.00
Average $6356  $50.07 $78.96  $102.57 $72.30  $30.88 $6,903  $69.03 i i i i 2
High $68.17  $65.00 $92.05  $139.08 $93.44  $60.73 $7,364 $73.64 4) Does rent flex on yield, price, or combination (revenue)?
5) Does rent flex both directions or only up?
Returns above all costs (profit) $3.17 ($33.32) $27.05 $74.08 ($6.54) $31.92 $864 $8.64
6) What percent change from base should be used?
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Flexible Cash Rents — Price risk to consider...

Flexible Cash Rents — Example 2 (KSU-Lease.xIs)

Example of Cash Rent Flexing on Gross Income (accounting for crop insurance)

» The options market can be used to estimate a

A. Base cash rent, $/acre $65.00 . . . . .
B. Adjustment to market rent, S/acre -$3.25 distribution of potential price outcomes

C. Base cash rent, $/acre (A+B) $61.75

D. Flex direction (Both (up and down) vs Up) Up

£ crop WhLC  WhiR Sorghum Soybean  Com  DCSB  Tot * Price distribution gives arange of prices with

6 mereg PR wo  mo 10 1 so oo 100 associated probabilities that is consistent with
H. Expected yield 50 45 % 35 90 20 « : ”

I E:geeccteed ;\;/rliece $4.30 $4.30 $3.01 $8.17 $3.31 $8.17 what the “market believes” could h appen

J. Crop insurance premium $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0

K. Expected revenue + prem $214.94  $19344  $270.83 _ $285.87  $297.83 __ $163.36 $23,282 ) . . . . .

L. Base revenue, $/ac s $250 $300 $300 $300 $180 ]  $27,800 » Price distribution given current volatility can be
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%

Issues to resolve:

Same as before plus...

Base revenues are above
projections used in budgets.

1) Do you include crop insurance as part of gross revenue?

2) What bonus above base gross income should be used?
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compared with what is more “normal”

* Price distribution can help determine range of
prices to consider in “what if” analysis
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Less confidence in accuracy of current price forecast

(compared to “normal”) given high volatility ... Flexible Cash Rents — Price risk to consider...

JUL '10 Wheat Futures Price Distribution Implied by Options Market, JUL '10 Wheat Futures Price Distribution Implied by Options Market,
February 12, 2010 -- Price = $5.14 February 12, 2010 -- Price = $5.14
35
; : . : 100 i i i i T [l i
| @ Volatility = 22 ! ! ! ! ! ! !
| ] P IR L A e . L S
30 ; B Volatility = 38 b | | Lo |
| T o - A S I
25 | | | | . P | | P |
| | | | S 704 Ao 0 s R e Ao
° ! ! ! ! 2 | | j i i i i
3 ! ! ! ! = I I I I I I
= 20 : | | | 5 604 i R R R e .
= i i i i S Lo : : Lo :
g ; : : : S 50 — e St SIS EEEREEP R
o i i i i i i i
o 151 | ‘ | | o P | | P |
a : A IR T B e b e
| | | | El b | | P |
10 | ! P E aofe b R S— — A ——
| | | | © P | | P |
! ! ! ! 20 : —f o} R D — . A mm e mmmmmm e ——
5 ! ! ! ! | J | | i i i
: 1 .} 10 f-oeeee LA - — LI O —
| | | | /| |sa25 | s5.14 | $6.22 b |
0 0 d ' ; ) ' ' '
2750r 275- 335- 395 455- 515- 575- 6.35- 695 755 815- 875
less 335 395 455 515 575 635 695 755 815 875 andup 256 3 35 4 45 5 55 6 65 7 75 8 85 9 95 10 105 1
) Price, $/bu
Price Range, $/bu
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Flexible Cash Rents — Price risk to consider... bl Flexible Cash Rents — Price risk to consider...
JUL '10 Wheat Futures Price Distribution Implied by Options Market, DEC '10 Corn Futures Price Distribution Implied by Options Market,
February 12, 2010 -- Price = $5.14 February 12, 2010 -- Price = $3.97

100 : ; ‘
ol | | | |
80 4—— —————————ff - b e
i Range of prices with 20 to 80% - i 70 1
% 7777777 cumulative probability: | % 60 1
N A B Current market -- $4.25 to $6.22 S | | ! !
= a 50 ‘ ‘ : :
. O Historical avg. -- $4.60 to $5.75 2 3 : 3 :
g g O 7 250 IR R —— P T
E 7777777 Higher volatility implies greater risk __| :E’ 0 : 4 : :
S 1 | i i 1
o associated with fixed rate leases. 3 ' ' i i
””””””””””” 20 1
09 $3.08 | $3.97 | $5.12
T . . . . ; . . ; ; o : : : ; ! : : : . . ; . . ; . .
6 65 7 75 8 85 9 95 10 105 11 15 2 25 3 35 4 45 5 55 6 65 7 75 8 85 9 95 10
Price, $/bu Price, $/bu
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Flexible Cash Rents — Price risk to consider... ; . Flexible Cash Rents — Price scenarios

NOV '10 Soybean Futures Price Distribution Implied by Options Market,

Price scenarios to consider
February 12, 2010 -- Price = $9.22

100 : : ‘ Wheat Sorghum  Soybean Corn

L ———————————————— —————————————————————————— ———————————————— Base prices (50%) $4.30 $3.01 $8.17 $3.31

80 High price scenario (80%) $5.38 $4.16 $9.99 $4.46
i 70 A Low price scenario (20%) $3.41 $2.12 $6.65 $2.42
% L ”””””””””””””” """""""" Prices increase slightly (60%) $4.60 $3.33 $8.68 $3.63
8 ‘ Prices decrease slightly (40%) $4.01 $2.72 $7.68 $3.02
é 01 Base prices are based on 10-day average (2/1 — 2/12) of forward contracts bids
§ 30 1 (i.e., prices used in budgets).

20 e - ) R R e P

0 | High and low price scenarios are based on options-market-based cumulative

$7.70'| $9.22 $11.04 3 probabilities, respectively, and assuming basis remains constant.
MR

Price, $/bu
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Flexible Cash Rents — Example 1 (KSU-Lease.xls) %o Flexible Cash Rents — Example 2 (KSU-Lease.xls)
S, e
Scenario with YIELDS SLIGHTLY ABOVE base and PRICES SLIGHTLY BELOW. Scenario with YIELDS SLIGHTLY ABOVE base and PRICES SLIGHTLY BELOW.
Example of Cash Rent Flexing on Yield, Price, or Revenue Example of Cash Rent Flexing on Gross Income (accounting for crop insurance)
A. Market cash rent, $/acre $65.00 A. Base cash rent, $/acre $65.00
B. Adjustment to market rent, $/acre -$3.25 B. Adjustment to market rent, $/acre -$3.25
C. Base cash rent, $/acre (A+B) $61.75 C. Base cash rent, $/acre (A+B) $61.75
D. Flex direction (Both (up and down) vs Up) Up D. Flex direction (Both (up and down) vs Up) Up
E. Percent of change to factor into flexible rent 100%
F. Adjustments based on Base acres or Actual acres Base E. Crop Wht-C Wht-R__Sorghum __ Soybean Corn DC sSB Total
F. Include crop (Y=1, N=0) 1 1 1 1 1 0
G. Crop Wht-R Wht-C__Sorghum ___Soybean Corn DC SB Total G. Acres 44.0 22.0 14.0 15.0 5.0 0.0 100.0
H. Include crop (Y=1, N=0) 1 1 1 1 1 0 H. Expected yield 50 45 920 35 920 20
|. Base acres 44.0 22.0 14.0 15.0 5.0 0.0 100.0 I. Expected price $4.30 $4.30 $3.01 $8.17 $3.31 $8.17
J. Baseyield 50 45 90 35 90 20 J. Crop insurance premium $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0
K. Base price $4.50 $4.50 $3.20 $8.25 $3.50 $8.25 K. Expected revenue + prem $214.94 $193.44 $270.83 $285.87 $297.83 $163.36 $23,282
L. Expected revenue $225.00 $202.50 $288.00 $288.75 $315.00 $165.00 $24,293 L. Baserevenue, $/ac $275 $250 $300 $300 $300 $180 $27,800
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%
M. Actual acres 45 20 10 15 10 0 100 .
N. Actual yield (rows 35-39) 53 27 %5 37 95 22 $25,644 N. Actual yield [ 53 47 95 37 95 22 ]
0. Actual price (rows 45-49) [ $4.01 $4.01 $2.72 $7.68 $3.02 $7.68 ] $21,604 O. Actual price (rows 6367) $4.01 $4.01 $2.72 $7.68 $3.02 $7.68
P. Actual revenue $212.46 918841 __ $258.33__ $28408 _ $286.83 _ $168.91 __ $22.805 P. Crop ins indemnity $0:00 (H0100 $0:00 $0:00 $0:00 $0:00 $0
Q. Actual revenue $212.46 $188.41 $258.33 $284.08 $286.83 $168.91 $22,805
%chg from base  Rent, $/ac
Q. Cash rent flexing on yield only 5.6% $65.36 R. Bonus due, $/acre $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
R. Cash rent flexing on price only 11.1% $61.75 S. Ca_sh rent d.ue, $/acre $61.75 $61.75 $61.75 $61.75 $61.75 $0.00 $61.75
. . . * Blue values are inputs and all other values are calculated
S. Cash rent flexing on revenue (yield x price) -6.1% $61.75

* Blue values are inputs and all other values are calculated
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Flexible Cash Rents — Example 1 (KSU-Lease.xIs) ' c; ) Flexible Cash Rents — Example 2 (KSU-Lease.xIs)

Scenario with AVERAGE YIELDS and HIGH PRICES. Scenario with AVERAGE YIELDS and HIGH PRICES.

Example of Cash Rent Flexing on Yield, Price, or Revenue Example of Cash Rent Flexing on Gross Income (accounting for crop insurance)

A. Market cash rent, $/acre $65.00 A. Base cash rent, $/acre $65.00

B. Adjustment to market rent, $/acre -$3.25 B. Adjustment to market rent, $/acre -$3.25

C. Base cash rent, $/acre (A+B) $61.75 C. Base cash rent, $/acre (A+B) $61.75

D. Flex direction (Both (up and down) vs Up) Up D. Flex direction (Both (up and down) vs Up) Up

E. Percent of change to factor into flexible rent 100%

F. Adjustments based on Base acres or Actual acres Base E. Crop Wht-C Wht-R__Sorghum __ Soybean Corn DC SB Total
F. Include crop (Y=1, N=0) 1 1 1 1 1 0

G. Crop Wht-R Wht-C_Sorghum __Soybean Corn DC SB Total G. Acres 44.0 22.0 14.0 15.0 5.0 0.0 100.0

H. Include crop (Y=1, N=0) 1 1 1 1 1 0 H. Expected yield 50 45 90 35 90 20

|. Base acres 44.0 22.0 14.0 15.0 5.0 0.0 100.0 I. Expected price $4.30 $4.30 $3.01 $8.17 $3.31 $8.17

J. Base yield 50 45 90 35 90 20 J. Crop insurance premium $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0

K. Base price $4.50 $4.50 $3.20 $8.25 $3.50 $8.25 K. Expected revenue + prem $214.94 $193.44 $270.83 $285.87 $297.83 $163.36 $23,282

L. Expected revenue $225.00 $202.50 $288.00 $288.75 $315.00 $165.00 $24,293 L. Baserevenue, $/ac $275 $250 $300 $300 $300 $180 $27,800
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%

M. Actual acres 45 20 10 15 10 0 100 .

N. Actual yield (ows 35-39) 50 5 %0 35 %0 20 )  $24,293 N Actual yield [ 50 45 90 35 90 20 I

0. Actual price (rows 45-49) [ $5.38 $5.38 $4.16 $9.99 $4.46 $9.99 ] $29,649 O. Actual price (rows 6367) $5.38 $5.38 $4.16 $9.99 $4.46 $9.99

P._Actual revenue $068.94 __ $242.04___$374.33 _ $34957 _ $40133 __ $199.76 __ $29,649 P. Crop ins indemnity $0:00 010D 000 0100 0100 0100 $0
Q. Actual revenue $268.94  $242.04  $374.33  $349.57 $401.33  $199.76 $29,649

%chg from base  Rent, $/ac
Q. Cash rent flexing on yield only 0.0% $61.75 R. Bonus due, $/acre $0.00 $0.00 $29.73 $19.83 $40.53 $0.00 $9.16
R. Cash rent flexing on price only 22.0% $76.08 S. Ca_sh rent d.ue, $/acre $61.75 $61.75 $91.48 $81.58 $102.28 $0.00 $70.91
. . . * Blue values are inputs and all other values are calculated
S. Cash rent flexing on revenue (yield x price) 22.0% $76.08

* Blue values are inputs and all other values are calculated
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Flexible Cash Rents — Example 1 (KSU-Lease.xls) = 1 Flexible Cash Rents — Example 2 (KSU-Lease.xIs)
S, e
Scenario with HIGH YIELDS and HIGH PRICES. Scenario with HIGH YIELDS and HIGH PRICES.
Example of Cash Rent Flexing on Yield, Price, or Revenue Example of Cash Rent Flexing on Gross Income (accounting for crop insurance)
A. Market cash rent, $/acre $65.00 A. Base cash rent, $/acre $65.00
B. Adjustment to market rent, $/acre -$3.25 B. Adjustment to market rent, $/acre -$3.25
C. Base cash rent, $/acre (A+B) $61.75 C. Base cash rent, $/acre (A+B) $61.75
D. Flex direction (Both (up and down) vs Up) Up D. Flex direction (Both (up and down) vs Up) Up
E. Percent of change to factor into flexible rent 100%
F. Adjustments based on Base acres or Actual acres Base E. Crop Wht-C Wht-R__Sorghum __ Soybean Corn DC SB Total
F. Include crop (Y=1, N=0) 1 1 1 1 1 0
G. Crop Wht-R Wht-C__Sorghum ___Soybean Corn DC SB Total G. Acres 44.0 22.0 14.0 15.0 5.0 0.0 100.0
H. Include crop (Y=1, N=0) 1 1 1 1 1 0 H. Expected yield 50 45 920 35 920 20
|. Base acres 44.0 22.0 14.0 15.0 5.0 0.0 100.0 I. Expected price $4.30 $4.30 $3.01 $8.17 $3.31 $8.17
J. Baseyield 50 45 90 35 90 20 J. Crop insurance premium $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0
K. Base price $4.50 $4.50 $3.20 $8.25 $3.50 $8.25 K. Expected revenue + prem $214.94 $193.44 $270.83 $285.87 $297.83 $163.36 $23,282
L. Expected revenue $225.00 $202.50 $288.00 $288.75 $315.00 $165.00 $24,293 L. Baserevenue, $/ac $275 $250 $300 $300 $300 $180 $27,800
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%
M. Actual acres 45 20 10 15 10 0 100 .
N. Actual yield (rows 35-39) 5 50 125 28 130 30 ) $32,625 N. Actual yield [ 65 60 125 48 130 30 I
0. Actual price (rows 45-49) [ $5.38 $5.38 $4.16 $9.99 $4.46 $9.99 ] $29,649 O. Actual price (rous 63-67) $5.38 $5.38 $4.16 $9.99 $4.46 $9.90
P._Actual revenue $34962 __ $32273 51991 _ $47941 __ $57970 __ $299.63 __ $39,852 P. Crop ins indemnity 0100 0100 cH0100 0100 (0100 000 $0
Q. Actual revenue $349.62 $322.73 $519.91 $479.41 $579.70 $299.63 $39,852
%chg from base  Rent, $/ac
Q. Cash rent flexing on yield only 34.3% $84.04 R. Bonus due, $/acre $29.85 $29.09 $87.96 $71.76 $111.88 $0.00 $48.21
R. Cash rent flexing on price only 22.0% $76.08 S. Ca_sh rent d.ue, $/acre $91.60 $90.84 $149.71 $133.51 $173.63 $0.00 $109.96
. . . * Blue values are inputs and all other values are calculated
S. Cash rent flexing on revenue (yield x price) 64.0% $103.38

* Blue values are inputs and all other values are calculated
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Flexible Cash Rents — Example 3

Average Crop Yields and Prices for North Central Kansas
Source: Kansas Agricultural Statistics

“typical” rotation

historical data weighs>[__ 5.0% 140% 150% 660%] 1000
Yield, bu/planted acre Price, $/bu ‘evenue $/acre, weighted by % of crop
Year Corn Sorghum Soybeans ~ Wheat Corn Sorghum Soybeans =~ Wheat Corn Sorghum Soybeans ~ Wheat  All crops
1985 76.2 57.9 26.5 36.7 $2.27 $1.70 $4.55 $2.82 $8.65 $13.76 $18.08 $68.28  $108.77|
1986 82.6 75.6 34.1 28.4 $1.41 $1.24 $4.38 $2.11 $5.82 $13.10 $22.41 $39.48 $80.82]
1987 63.6 74.0 29.6 40.3 $1.55 $1.32 $4.83 $2.26 $4.93 $13.64 $21.46 $60.10  $100.13]
1988 32.1 50.3 17.9 32.7 $2.62 $2.25 $7.42 $3.39 $4.20 $15.86 $19.95 $73.20  $113.20
1989 28.4 38.6 18.9 8.5 $2.19 $1.93 $5.13 $3.80 $3.10 $10.45 $14.53 $21.38 $49.46]
1990 58.0 56.5 20.1 44.2 $2.14 $1.86 $5.54 $2.71 $6.21 $14.72 $16.70 $79.07  $116.69]
1991 27.2 40.3 153 31.4 $2.38 $2.19 $5.31 $2.48 $3.24 $12.35 $12.21 $51.35 $79.15]
1992 83.0 74.9 36.2 32.6 $2.09 $1.75 $5.06 $3.09 $8.67 $18.37 $27.51 $66.42  $120.97|
1993 59.7 63.0 32.1 243 $2.26 $2.02 $5.84 $2.76 $6.75 $17.83 $28.11 $44.22 $96.91]
1994 78.7 83.6 335 39.6 $2.11 $1.76 $5.17 $2.99 $8.30 $20.57 $25.95 $78.13  $132.95]
1995 58.8 56.4 234 30.9 $2.73 $2.73 $6.17 $4.20 $8.03 $21.58 $21.64 $85.56  $136.82]
1996 82.2 83.8 38.6 313 $2.75 $2.22 $6.55 $4.98 $11.30 $26.02 $37.92 $102.74 $177.99
1997 69.8 69.1 29.9 48.6 $2.56 $2.22 $6.25 $3.13 $8.93 $21.45 $28.07 $100.43  $158.89
1998 99.3 87.6 35.1 53.6 $1.67 $1.54 $4.91 $2.43 $8.30 $18.88 $25.83 $86.01  $139.01
1999 89.8 81.1 31.4 45.4 $1.66 $1.27 $4.37 $2.15 $7.45 $14.38 $20.57 $64.36  $106.76|
2000 53.7 39.3 10.3 36.7 $1.81 $1.65 $4.40 $2.43 $4.86 $9.05 $6.81 $58.86 $79.59
2001 62.7 73.8 28.4 33.9 $1.83 $1.75 $3.79 $2.71 $5.73 $18.10 $16.16 $60.65  $100.64]
2002 17.7 34.4 10.6 34.9 $2.43 $2.45 $5.09 $3.26 $2.15 $11.80 $8.06 $75.01 $97.02
2003 19.9 37.4 13.7 56.7 $2.27 $2.21 $6.84 $2.76 $2.26 $11.59 $14.06 $103.21  $131.12
2004 92.9 82.3 34.2 39.5 $2.08 $1.61 $4.90 $3.33 $9.66 $18.52 $25.12 $86.92  $140.22]
2005 89.6 91.0 37.8 39.6 $1.94 $1.55 $5.36 $3.14 $8.69 $19.70 $30.38 $82.03  $140.80
2006 54.4 70.5 30.7 40.9 $2.62 $2.95 $5.20 $4.45 $7.12 $29.12 $23.92 $120.24  $180.41
2007 92.9 87.3 35.6 29.3 $3.32 $3.28 $8.27 $5.21 $15.42 $40.04 $44.19  $100.74  $200.38
2008 107.9 104.4 43.5 41.6 $4.29 $3.57 $9.58 $7.63 23,14 52,20 62,47 209.34 347.15
2009 124.8 117.7 51.7 43.6 $3.28 $2.89 $8.88 $5.22 $20.46 $47.63 $68.86 $150.38  $287.33
2010 100.0 85.0 35.0 40.0 $3.31 $3.01 $8.17 $4.30 $16.55 $35.81 $42.88 $113.49  $208.72
Revenue given typical rotation 77

Flexible Cash Rents — Example 3 (baseline prices)

Average Crop Yields and Prices for North Central Kansas Average => $8.74

Source: Kansas Agricultural Statistics % of years bonus is earned => 60.0%

% of 5-year average as target => 100.0%

% of overage to landowner => 33.3%

5.0% 14.0% 15.0% 66.0% 100% preceding preceding preceding preceding
Revenue $/acre, weighted by % of crop Syr avg Syr avg Syr avg Syr avg 5yravg thisyr %of bonusto  bonus to
Year Corn Sorghum Soybeans Wheat  All crops Corn Sorghum  Soybean Wheat all crops 5yr avg landlord landlord

1985 $8.65 $13.76 $18.08 $68.24  $108.77 $4.91 $12.19 $15.94 $75.78| $108.82 99.9% $0.00 $0.00
1986 $5.82 $13.10 $22.41 $39.49 $80.82 $6.44 $13.26 $17.86 $71.90| $109.45 73.8% $0.00 $0.00
1987 $4.93 $13.64 $21.46 $60.10]  $100.13 $5.98 $13.19 $17.61 $67.48| $104.26 96.0% $0.00 $0.00
1988 $4.20 $15.86 $19.95 $73.200 $113.20 $5.75 $12.90 $18.52 $65.17| $102.35 110.6% $3.61 $0.00
1989 $3.10 $10.45 $14.53 $21.39 $49.46 $5.86 $13.65 $19.51 $62.18| $101.20 48.9% $0.00 $0.00
1990 $6.21 $14.72 $16.70 $79.071 $116.69 $5.34 $13.36 $19.29 $52.49 $90.48 129.0% $8.73 $1.80
1991 $3.24 $12.35 $12.21 $51.35 $79.15 $4.85 $13.55 $19.01 $54.65 $92.06 86.0% $0.00 $0.00
1992 $8.67 $18.37 $27.51 $66.42 $120.97 $4.34 $13.40 $16.97 $57.02 $91.73 131.9% $9.74 $3.16
1993 $6.75 $17.83 $28.11 $44.22 $96.91 $5.08 $14.35 $18.18 $58.28 $95.89 101.1% $0.34 $0.00
1994 $8.30 $20.57 $25.95 $78.13 $132.95 $5.59 $14.74 $19.81 $52.49 $92.64 143.5% $13.42 $8.58
1995 $8.03 $21.58 $21.64 $85.56 $136.82 $6.63 $16.77 $22.10 $63.84| $109.33 125.1% $9.15 $0.07
1996 $11.30 $26.02 $37.92  $102.74 $177.99 $7.00 $18.14 $23.08 $65.14| $113.36 157.0% $21.52 $18.14
1997 $8.93 $21.45 $28.07 $100.43 $158.89 $8.61 $20.87 $28.23 $75.42 $133.13 119.3% $8.58 $0.00
1998 $8.30 $18.88 $25.83 $86.01 $139.01 $8.66 $21.49 $28.34 $82.22 $140.71 98.8% $0.00 $0.00
1999 $7.45 $14.38 $20.57 $64.3¢ $106.76 $8.97 $21.70 $27.88 $90.58| $149.13 71.6% $0.00 $0.00
2000 $4.86 $9.05 $6.81 $58.8 $79.59 $8.80 $20.46 $26.81 $87.82| $143.89 55.3% $0.00 $0.00
2001 $5.73 $18.10 $16.16 $60.69 $100.64 $8.17 $17.96 $23.84 $82.48| $132.45 76.0% $0.00 $0.00
2002 $2.15 $11.80 $8.06 $75.01 $97.02 $7.06 $16.37 $19.49 $74.06] $116.98 82.9% $0.00 $0.00
2003 $2.26 $11.59 $14.06 $103.23 $131.12 $5.70 $14.44 $15.49 $68.98| $104.60 125.3% $8.83 $0.18
2004 $9.66 $18.52 $25.12 $86.92 $140.22 $4.49 $12.98 $13.13 $72.42| $103.03 136.1% $12.38 $5.72
2005 $8.69 $19.70 $30.38 $82.03  $140.80 $4.93 $13.81 $14.04 $76.93] $109.72 128.3% $10.35 $1.83
2006 $7.12 $29.12 $23.92 $120.24 $180.41 $5.70 $15.94 $18.76 $81.56] $121.96 147.9% $19.46 $13.98
2007 $15.42 $40.04 $44.19  $100.74  $200.38 $5.97 $18.15 $20.31 $93.48| $137.91 145.3% $20.80 $13.99
2008 $23.14 $52.20 $62.47  $209.34  $347.15 $8.63 $23.79 $27.53 $98.63] $158.58 218.9% $62.79 $74.46
2009 $20.46 $47.63 $68.86 $150.38  $287.33 $13.59 $35.27 $40.24 $128.09  $217.18 132.3% $23.36 $7.93
2010 $16.55 $35.81 $42.88 $113.49 $208.72 $16.53 $42.25 $49.86  $145.18  $253.82 82.2%) $0.00 $0.00
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Average Crop Yields and Prices for North Central Kansas
Source: Kansas Agricultural Statistics

Flexible Cash Rents — Example 3 (high prices)

Average => $8.74 $5.91
% of years bonus is earned => 60.0% 48.0%
% of 5-year average as target => 100.0% 125.0%

% of overage to landowner => 33.3% 50.0%
5.0% 14.0% 15.0% 66.0% 100% p p i
Revenue $/acre, weighted by % of crop Syr avg Syr avg Syr avg Syr avg 5yravg thisyr %of bonusto  bonus to

Year Corn Sorghum Soybeans Wheat  All crops Corn Sorghum  Soybean Wheat all crops 5yr avg landlord landlord
1985 $8.65 $13.76 $18.08 $68.28  $108.77 $4.91 $12.19 $15.94 $75.78  $108.82 99.9% $0.00 $0.00
1986 $5.82 $13.10 $22.41 $39.48 $80.82 $6.44 $13.26 $17.86 $71.90  $109.45 73.8% $0.00 $0.00
1987 $4.93 $13.64 $21.46 $60.10  $100.13 $5.98 $13.19 $17.61 $67.48  $104.26 96.0% $0.00 $0.00
1988 $4.20 $15.86 $19.95 $73.20 $113.20 $5.75 $12.90 $18.52 $65.17  $102.35 110.6% $3.61 $0.00
1989 $3.10 $10.45 $14.53 $21.38 $49.46 $5.86 $13.65 $19.51 $62.18  $101.20 48.9% $0.00 $0.00
1990 $6.21 $14.72 $16.70 $79.07 $116.69 $5.34 $13.36 $19.29 $52.49 $90.48 129.0% $8.73 $1.80
1991 $3.24 $12.35 $12.21 $51.35 $79.15 $4.85 $13.55 $19.01 $54.65 $92.06 86.0% $0.00 $0.00
1992 $8.67 $18.37 $27.51 $66.42  $120.97 $4.34 $13.40 $16.97 $57.02 $91.73 131.9% $9.74 $3.16
1993 $6.75 $17.83 $28.11 $44.22 $96.91 $5.08 $14.35 $18.18 $58.28 $95.89 101.1% $0.34 $0.00
1994 $8.30 $20.57 $25.95 $78.13  $132.95 $5.59 $14.74 $19.81 $52.49 $92.64 143.5% $13.42 $8.58
1995 $8.03 $21.58 $21.64 $85.56  $136.82 $6.63 $16.77 $22.10 $63.84  $109.33 125.1% $9.15 $0.07
1996 $11.30 $26.02 $37.92  $102.74  $177.99 $7.00 $18.14 $23.08 $65.14  $113.36 157.0% $21.52 $18.14
1997 $8.93 $21.45 $28.07 $100.43 $158.89 $8.61 $20.87 $28.23 $75.42  $133.13 119.3% $8.58 $0.00
1998 $8.30 $18.88 $25.83 $86.01  $139.01 $8.66 $21.49 $28.34 $82.22  $140.71 98.8% $0.00 $0.00
1999 $7.45 $14.38 $20.57 $64.36  $106.76 $8.97 $21.70 $27.88 $90.58  $149.13 71.6% $0.00 $0.00
2000 $4.86 $9.05 $6.81 $58.86 $79.59 $8.80 $20.46 $26.81 $87.82  $143.89 55.3% $0.00 $0.00
2001 $5.73 $18.10 $16.16 $60.65 $100.64 $8.17 $17.96 $23.84 $82.48  $132.45 76.0% $0.00 $0.00
2002 $2.15 $11.80 $8.06 $75.01 $97.02 $7.06 $16.37 $19.49 $74.06  $116.98 82.9% $0.00 $0.00
2003 $2.26 $11.59 $14.06 $103.21 $131.12 $5.70 $14.44 $15.49 $68.98  $104.60 125.3% $8.83 $0.18
2004 $9.66 $18.52 $25.12 $86.92  $140.22 $4.49 $12.98 $13.13 $72.42  $103.03 136.1% $12.38 $5.72
2005 $8.69 $19.70 $30.38 $82.03  $140.80 $4.93 $13.81 $14.04 $76.93  $109.72 128.3% $10.35 $1.83
2006 $7.12 $29.12 $23.92 $120.24  $180.41 $5.70 $15.94 $18.76 $81.56  $121.96 147.9% $19.46 $13.98
2007 $15.42 $40.04 $44.19  $100.74  $200.38 $5.97 $18.15 $20.31 $93.48  $137.91 145.3% $20.80 $13.99
2008 $23.14 $52.20 $62.47  $209.34  $347.15 $8.63 $23.79 $27.53 $98.63  $158.58 218.9% $62.79 $74.46
2009 $20.46 $47.63 $68.86 $150.38  $287.33 $13.59 $35.27 $40.24  $128.09  $217.18 132.3% $23.36 $7.93
2010 $22.30  $49.50  $52.44 $142.00 $266.23 $16.53  $4225  $49.86 $14518  $253.82  104.9%
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Flexible Cash Rents — Price scenarios

100

Comparison of Rental Rates at Alternative Price Scenarios

OExample 1 ample 2 @Example 3 m Crop share
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Flexible rental rate at various price scenarios (yields at base levels)

Averages

over five price scenarios = $65.02, $63.73, $65.83, and $69.51. 80




Flexible Cash Rents - SUMMARY R Flexible Cash Rents - SUMMARY

* Flexible cash leases are simply a way of sharing * Prices used should be a market average (publicly
risks of unpredictable markets (and yields?) without reported) as opposed to actual price received
the hassles of crop ownership (typically recommend using a harvest time price — identify

dates and locations in advance)
* Why not simply give landowner ad hoc “bonuses”

when times are good? * Yields can be either county or farm averages, but

need to be spelled out how/source for determining
e There are many types of flex leases —no one

method is right or best in all cases e Itis important that both parties know and

understand what they are agreeing to!

* 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?)

* Likely will become more common in the future and
thus producers will need to be willing to use them
or risk losing land
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