Flexible Cash Rents - WHAT?

2010 Leases and Land Rents —

Kansas State University

AG )
PROFITABILITY Flexible cash leases --

CONFERENCE What, Why, and How?

January 25, 2010 ‘

» Flexible cash rents simply refer to land rental
arrangements where the amount of cash rent
Kevin C. Dhuyvetter paid (received) can vary based upon some pre-
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WaoUlt oy K-State Ag Econ determined formula (i.e., formalizes bonus rents)
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Marysville, Kansas 8582 2l « Methods of “flexing” rental rates, i.e., formulas
=4 0 are based on:

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

Price (harvest, season average, actual)

Revenue (yield x price, crop insurance, residue)

Costs
Other...
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Distribution of leases by type of lease ... Cotnce bl Trend towards more cash rent ...
Percent of leases that are crop share Percent of leases that are cash
Region Cash Share Other o D199 [ 2002 [ 2006 o [J1999 [ 2002 [ 2006
Northwest 36.3% 59.8% 3.9% . *
West Central 24.3 71.7 4.0 g ® g
Southwest 16.5 75.5 8.0 o £ o
North Central 34.9 60.5 4.6 20 20
Central 30.9 64.6 45 0 o
NW  wWC sw NC c sc NE EC SE  State NW WwWC sw NC Cc sc NE EC SE State
South Central 21.0 76.4 2.6 Region Region
Source: KSU and KS Ag Stat — Non-Irrigated Farm Lease Arrangement Surveys
Northeast 38.8 53.5 7.7
| Crop share continues to be the most prevalent, but the trend has been a shift
East Centra 36.0 54.3 96 from crop share arrangements towards more cash rent leases.
Southeast 36.2 58.9 4.9
S e 539 - Questions to ask:
tate . . .

1) What factors have been behind this trend?

Source: Schiegel and Tsoodle -- 2006 KAS/KSU survey 2) Do we expect this to continue, stabilize, or reverse in the future?




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)
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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)

— 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 that true?)
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Change from 2008
National average = +5.3%
(KS= 0099 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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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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Cash rent historical perspective

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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Cash rent historical perspective

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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Caonferences q
ﬁ,,/ (not perfect, but better than never changing rent)

At the very least, vary cash rent from year to year

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

e 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?

Risk-return tradeoff

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

25

Risk
premium

Return

x|

Risk
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Landowner/producer risk-return tradeoff

Landowner/producer risk-return tradeoff

[Producer]
Cash rent

Crop share
2?2

Crop share

Cash rent

Return, $/ac

[Landowner]

Risk, $/ac
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Return

Custom farm

Cash rent
Bushel rent

Custom farm
Net share Crop share

Crop share Net share

Bushel rent

Cash rent

What about flexible cash
rents (bonuses, etc.)?

Risk

29




Flexible Cash Rents - HOW?

Flexible Cash Rents - HOW?

Examples of flexible cash rents...
1. Crop share “after the fact”

2. Baserent plus bonus/discount based on actual farm yield
and local price

3. Base rent (floor) plus bonus based on actual farm yield
and local price

4. Base rent (floor) plus bonus based on county/region
average yield and price versus historical average

5. Baserent plus (+/-) bonus based on region/state average
cash rent change from previous year

6. ??7?
31

* 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)

32

Flexible Cash Rents - HOW?

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
» Price and yield (revenue) deviation from base

e Cost deviation from base

33

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)

34




Flexible Cash Rents — EXAMPLES : c.:.‘; ; Projected crop budgets for NE KS (prices 1-22-10) ...

CROP BUDGETS SHOWING TOTAL COSTS AND RETURNS

e Three sim P le exam P les to show ... Crop/System WhiC — WhiR Sorghum  Soybean Com  DCSB Total Por
Planted acres of each crop 0.0 146 50 437 36.7 00 1000 Acre
Tillable acres per planted acre 1.00 1.00 1.00 1.00 .00 0.00 1000 Tillable

— types of information needed

INCOME PER ACRE

A.Yield per acre 43.0 50.0 76.0 33.0 110.0 20.0 - -
— types of terms that need to be agreed upon B. Price per unit $445  $445  $310  $840  $335  $8.40
C. Net government payments $13.60 $13.60 $13.60 $13.60 $13.60 $0.00 $1,360 $13.60
H . D. Indemnity payments $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 $0.00
— how price impacts rent E. Miscellaneous income $000  $0.00  $000  $0.00  $0.00  $0.00 $0 $0.00
F. Returns/acre (AxB)+C+D +E) $204.95 $236.10 $249.20 $290.80 $382.10 $168.00 $31,424 $314.24
H H H COSTS PER ACRE
« Example 1 —rent flexed on either yield, price, or S $o75  si300 sl saad 531 savs0  sseel  ssest
. . 2. Herbicide 11.39 11.39 28.52 15.34 22.75 9.72 1,814 18.14
revenue (y ield x pri Ce) 3. Insecticide / Fungicide 2628 26.28 0.00 0.00 0.00 0.00 384 384
4. Fertilizer and Lime 34.25 39.80 35.21 17.62 51.55 8.70 3,419 34.19
5. Crop Consulting 0.00 0.00 0.00 0.00 0.00 0.00 o 0.00
6. Crop Insurance 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00
. Examp|e 2 —rent flexed based on how gross 7. Drying 0.00 0.00 9.88 000 1430 0.00 574 5.74
8. Miscellaneous 8.25 8.25 8.25 8.25 8.25 8.25 825 8.25
9. Machinery Expense 87.64 58.06 70.26 50.90 77.73 47.49 6,276 62.76
reven U e CO m par eS tO a b aS e reven u e 10. Non-machinery Labor 9.88 6.50 7.93 5.72 8.84 5.33 709 7.09
11. Irrigation 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00
12. Land Charge / Rent 80.00 80.00 80.00 80.00 80.00 0.00 8,000 80.00
G. SUB TOTAL $267.44 $243.28 $255.41 $221.22 $358.73 $129.09 $27,662 $276.62
e Exam P le 3 —rent flexed based on how gross 13. Interest on 1/2 Nonland Costs 5.83 5.33 5.25 4.60 8.85 419 630 6.30
. H. TOTAL COSTS $273.27  $248.60  $260.65  $225.82  $367.58  $133.28  $28,201
- . RETURNS OVER COSTS (F - H) (§6832)  (31250)  (511.45)  $64.98  $1452  $3472  $3,133
revenue at region al level com pares to 5 yr average J. TOTAL COSTS/UNIT (H/A) $6.36 $4.97 $3.43 $6.84 $3.34 $6.66
K. RETURN TO TOTAL COST (I+13)/G -23.36% -2.95% -2.43% 31.45% 6.51% 30.14% 11.07% 11.07%
35 36

Equitable crop share = 59.5/40.5

(share fertilizer and chemicals and application, except NH3 application) Flexible Cash Rents — Example I (KSU'Lease'XIS)

ALTERNATIVE METHODS OF ESTIMATING CASH RENT 01/24/10 Example of Cash Rent Flexing on Yield, Price, or Revenue*
Crop/System Wht-C Wht-R  Sorghum  Soybean Corn DCsB Total Per A. Market cash rent, $/acre $80.00
Total tillable acre 100.0 Tillable .
Planted acres of each crop 0.0 14.6 5.0 43.7 36.7 0.0 100.0 Acre B. Adjustment to market rent, $/acre -$4.00
C. Base cash rent, $/acre (A+B) $76.00
A. Landowner's COST . .
D. Flex direction (Both and down) vs U Ui
Land $80.00 $80.00 $80.00 $80.00 $80.00 $0.00 $8,000 $80.00 X direction ( up cow )\.’ P) 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 $80.00 $80.00 $80.00 $80.00 $80.00 $0.00 $8,000 $80.00 F. Adjustments based on Base acres or Actual acres Base
B. Landowner's EQUITABLE SHARE RENT ----- risk adj factor 0.0% G. Crop Wht-C Wht-R___Sorghum __Soybean Corn DC SB Total
Total income $204.95  $236.10  $249.20  $290.80  $382.10  $168.00  $31,424  $314.24 H. Include crop (Y=1, N=0) 0 1 1 1 1 0
Landowner's share 40.5% 40.5% 40.5% 40.5% 40.5% 40.5% 40.5% 40.5% |. Base acres 0.0 14.6 5.0 43.7 36.7 0.0 100.0
Landowner's income $83.04 $95.67  $100.97  $117.83  $154.82 $68.07  $12,733  $127.33 ield
Landowner operating expense 40.49 42.82 30.22 2229 45.46 13.00 3463 34.63 J. Baseyiel 43 50 76 33 110 20
Income less operating expense $42.56 $52.85 $61.75 $95.54  $109.37 $54.98 $9,269 $92.69 K. Base price $4.45 $4.45 $3.10 $8.40 $3.35 $8.40
Less risk adjustment 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00 L. Expected revenue $191.35  $222.50  $235.60  $277.20 _ $368.50 _ $168.00 $30,064
Cash rent equivalent $42.56 $52.85 $61.75 $95.54  $109.37 $54.98 $9,269 $92.69
Issues to resolve:
C. Amount tenant CAN AFFORD TO PAY ”
Total income $204.95  $236.10  $249.20  $290.80  $382.10  $168.00  $31,424  $314.24 1) Where does base cash rent come from?
Total operating expense $19327  $168.60  $180.65 $14582  $287.58  $13328  $20,291  $202.91 ) )
Return to land and irr equip $11.68  $67.50  $6855 $14498  $9452  $3472  $11133  $111.33 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 $11.68 $52.85 $61.75 $80.00 $80.00 $0.00 $8,000 $80.00 . . ) .
Average $44.75 $66.78 $70.10  $106.84 $94.63 $29.90 $9,467 $94.67 4) Does rent flex on y|e|d‘ price, or combination (re\/enue)?
High $80.00 $80.00 $80.00  $144.98  $109.37 $54.98  $11,133  $111.33
5) Does rent flex both directions or only up?
Returns above all costs (profit) ($68.32) ($12.50) ($11.45) $64.98 $14.52 $34.72 $3,133 $31.33 )

7 6) What percent change from base should be used? 3




Flexible Cash Rents — Example 2 (KSU-Lease.xIs) co;'; " Flexible Cash Rents — Price risk to consider...

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 $80.00

B. Adjustment to market rent, $/acre -$4.00 1 1 1 1 1

SRR fuspe distribution of potential price outcomes

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

ECrop WhtC  WhtR  Sorghum _Soybean __ Com _ DCSB Total » Price distribution gives a range of prices with
F. Include crop (Y=1, N=0) 0 1 1 1 1 0 . A . . .

G. Acres 00 1486 s0 437 367 00 1000 associated probabilities that is consistent with
H. Base yield 43 50 76 33 110 20 “ . ”

I, Base price $445 445  $310 S840 $335  $8.40 what the “market believes” could happen

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

K. Expected revenue + prem $191.35 $222.50 $235.60 $277.20 $368.50 $168.00 $30,064 ) ) ) ) ) L

L. Revenue base, $/ac $225 $225 $250 $300 $400 $175  $32325 e Price distribution given current Vo|at|||ty can be
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%

, compared with what is more “normal”
Issues to resolve:

Same as before plus...

» Price distribution can help determine range of

1) Do you include crop insurance as part of gross revenue? . . — em .
prices to consider in “what if” analysis

2) What bonus above base gross income should be used?
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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...

DEC '10 Corn Futures Price Distribution Implied by Options Market, DEC '10 Corn Futures Price Distribution Implied by Options Market,
January 22, 2010 -- Price = $3.97 January 22, 2010 -- Price = $3.97
% 100
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Price Range, $/bu Price, $/bu
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Flexible Cash Rents — Price risk to consider...

NOV '10 Soybean Futures Price Distribution Implied by Options Market,
January 22, 2010 -- Price = $9.33
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Price, $/bu
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Flexible Cash Rents — Price risk to consider...
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JUL '10 Wheat Futures Price Distribution Implied by Options Market,
January 22, 2010 -- Price = $5.26
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Flexible Cash Rents — Price scenarios

Price scenarios to consider

Wheat Sorghum  Soybean Corn
Used in analysis above $4.45 $3.10 $8.40 $3.35
Base prices (50%) $4.45 $3.10 $8.40 $3.35
High price scenario (80%) $5.59 $4.41 $10.47 $4.66
Low price scenario (20%) $3.51 $2.12 $6.71 $2.37
Prices increase slightly (60%) $4.77 $3.46 $8.98 $3.71
Prices decrease slightly (40%) $4.14 $2.78 $7.86 $3.03

Base prices are based on current

High and low price scenarios are

forward contracts.

based on options-market-based cumulative

probabilities, respectively, and assuming basis remains constant.

45

Flexible Cash Rents — Example 1 (KSU-Lease.xls)

Example of Cash Rent Flexing on Yield, Price, or Revenue*

A. Market cash rent, $/acre $80.00
B. Adjustment to market rent, $/acre -$4.00
C. Base cash rent, $/acre (A+B) $76.00
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
G. Crop Wht-C Wht-R__Sorghum Soybean Corn DC SB Total
H. Include crop (Y=1, N=0) 0 1 1 1 1 0
|. Base acres 0.0 146 5.0 43.7 36.7 0.0 100.0
J. Baseyield 43 50 76 33 110 20
K. Base price $4.45 $4.45 $3.10 $8.40 $3.35 $8.40
L. Expected revenue $191.35 $222.50 $235.60 $277.20 $368.50 $168.00 $30,064
M. Actual acres 0 15 10 45 30 0 100
N. Actual yield 45 48 85 42 105 25 $32,763
O. Actual price (rows 63-67) l $4.45 $4.45 $3.10 $8.40 $3.35 $8.40 I $30,064
P. Actual revenue $200.25 $213.60 $263.50 $352.80 $351.75 $210.00 $32,763
% chg from base  Rent, $/ac
Q. Cash rent flexing on yield only 9.0% $83.18
R. Cash rent flexing on price only 0.0% $76.00
S. Cash rent flexing on revenue (yield x price) 9.0% $83.18

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

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 $80.00 A. Base cash rent, $/acre $80.00

B. Adjustment to market rent, $/acre -$4.00 B. Adjustment to market rent, $/acre -$4.00

C. Base cash rent, $/acre (A+B) $76.00 C. Base cash rent, $/acre (A+B) $76.00

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) 0 1 1 1 1 0

G. Crop Wht-C Wht-R__Sorghum __ Soybean Corn DC SB Total G. Acres 0.0 14.6 5.0 43.7 36.7 0.0 100.0

H. Include crop (Y=1, N=0) 0 1 1 1 1 0 H. Baseyield 43 50 76 33 110 20

|. Base acres 0.0 146 5.0 43.7 36.7 0.0 100.0 I. Base price $4.45 $4.45 $3.10 $8.40 $3.35 $8.40

J. Baseyield 43 50 76 33 110 20 J. Crop insurance premium $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0

K. Base price $4.45 $4.45 $3.10 $8.40 $3.35 $8.40 K. Expected revenue + prem $191.35 $222.50 $235.60 $277.20 $368.50 $168.00 $30,064

L. Expected revenue $191.35 $222.50 $235.60 $277.20 $368.50 $168.00 $30,064 L. Revenue base, $/ac $225 $225 $250 $300 $400 $175 $32,325
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%

M. Actual acres 0 15 10 45 30 0 100 :

N. Actual yield 45 48 85 42 105 25 $32,763 N. Actual yield 5 18 5 =2 — &

0. Actual price (rows 63-67) [ s5.50 $5.50 $4.41 $10.47 $4.66 $10.47 |  $39,668 O Actual price (rows 63-67) (_sess $4.45 $3.10 $8.40 $3.35 s8.40 |

P. Actual revenue $251.55  $268.32 _ $374.85 _ $439.74 _ $489.30  $261.75 _ $42,966 P. Crop ins indemnity $0:00 S0100 $0.00 $0.00 $0.00 $0.00 0
Q. Actual revenue $200.25 $213.60 $263.50 $352.80 $351.75 $210.00 $32,763

_ _ Zcha lrom base  Renl, $iac R. Bonus due, $lacre $0.00 $0.00 $5.40  $21.12 $0.00 $0.00 $9.50

Q. Cash rent flexing on yield anly 9.0% $63.18 S. Cash rent due, $lacre $0.00  $76.00  $81.40 _ $97.12 _ $76.00 $0.00 $85.50

R. Cash rent flexing on price only 31.9% $101.56 * Blue values are inputs and all other values are calculated

S. Cash rent flexing on revenue (yield x price) 42.9% $110.33

* Blue values are inputs and all other values are calculated
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Flexible Cash Rents — Example 2 (KSU-Lease.xIs) ' h_ ) Flexible Cash Rents — Example 3

Average Crop Yields and Prices for Northeast Kansas

Example of Cash Rent Flexing on Gross Income (accounting for crop insurance)* Source: Kansas Agricultural Statistics
“typical” rotation
A. Base cash rent, $/acre $80.00 historical data
B. Adjustment to market rent, $/acre -$4.00 T 5 we\ghts>l 35.0% 5.0% 45.0% 15‘0%1 100%
Yield, bu/planted acre Price, $/bu evenue $/acre, weighted by % of crop
C. Base (?aSh_rem’ $lacre (A+B) $76.00 Year Corn Sorghum Soybeans ~ Wheat Corn Sorghum Soybeans ~ Wheat Corn Sorghum Soybeans ~Wheat  All crops
D. Flex direction (Both (up and down) vs Up) Up 1985 98.0 785 31 388 $222  $176  $469  $3.00 $76.18  $692  $69.86  $17.46 $170.42
1986 1106 86.6 37.2 16.2 $132  $1.23  $445  $2.23 $51.11  $534  $74.55  $5.43 $136.43
E. Crop Wht-C Wht-R__ Sorghum __ Soybean Corn DC SB Total 1987 90.2 711 317 35.9 $158  $1.34  $486  $2.42 $49.86  $478  $69.27  $13.05 $136.96
F. Include crop (Y=1, N=0) 0 1 1 1 1 ) 1988 614 65.1 20.6 407 $266  $227  $7.63  $353 $57.17  $7.40  $70.77  $2155 $156.89
G. Acres 00 146 50 43.7 36.7 00 100.0 1989 53.8 48.1 225 195 $225  $202  $533  $3.92 $42.36  $4.85  $5388  $1145 $112.55
) 1990 82.2 80.4 29.1 371 $218  $203  $575  $2.90 $62.74  $8.15  $7520  $16.12  $162.21]
H. Baseyield 43 50 7 33 110 20 1991 62.7 58.2 22,9 30.4 $238  $225  $545  $2.72 $52.20  $655  $56.22  $12.39  $127.39
|. Base price $4.45 $4.45 $3.10 $8.40 $3.35 $8.40 1992 126.3 93.7 41.0 29.1 $2.11 $1.80 $5.21 $3.23 $93.27 $8.45  $96.20  $14.12  $212.0:
J. Crop insurance premium $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 1993 59.5 46.4 27.2 18.8 $240  $2.18  $6.05  $2.84 $49.94  $5.05  $73.97  $8.00 $136.97)
K. Expected revenue + prem $191.35  $22250  $235.60  $277.20  $368.50  $168.00 $30,064 1994 108.1 919 374 43.1 :2-17 :139 :5 27 3-21 :32-12 2857 238-72 220-77 :200-27
1995 80.8 63.0 29.7 233 2.85 2.91 6.36 50 80.55 9.17  $8491  $15.71 $190.34
L. Revenue base, $/ac . $2205 $2205 $2i0 $320 $4(10 $1705 $32,325 1996 | 1270 846 41.0 300 $301  $241  $694  $5.17 $13381  $1018 $128.07  $2327 $295.33
M. Bonus above gross, % 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 1997 98.9 83.0 355 481 $259  $229  $639  $3.33 $89.69  $951 $10221  $24.03 $225.44
L yield 1998 12233 94.7 35.7 46.0 $1.72  $1.60  $513  $2.64 $73.65  $755  $8241  $1820 $181.81]
N. Actual yief 45 48 us 42 100 25 1999 92.9 80.5 310 435 $1.80  $1.37  $445  $225 $5851  $550  $62.04  $14.67 $140.72)
O. Actual price (rows 63-67) [_ss.s0 $5.59 $4.41 $10.47 $4.66 $1047 ) 2000 1175 82.6 216 413 $1.72 $1.58 $4.39 $2.44 $70.72 $6.52  $4276  $1512 $135.1
P. Crop ins indemnity $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 2001 109.2 85.2 37.7 39.0 $1.82 $1.77 $3.97 $2.71 $69.54 $7.54  $67.44  $15.84  $160.36)
Q. Actual revenue $251.55  $268.32  $374.85  $439.74  $489.30  $261.75 $42,966 2002 53.0 51.2 20.7 47.8 $242  $254  $518  $3.36 $44.88  $651  $48.18  $24.07 $123.64
2003 63.3 416 216 62.6 $227  $231  $7.03  $2.96 $50.30  $4.80  $68.28  $27.79 $1511
R. Bonus due, $/acre $0.00 $17.33 $49.94 $55.90 $35.72 $0.00 $42.56 2004 | 1499 1075 455 527 $200  $1.62  $503  $335 $104.96  $872 $102.98  $26.48 $243.13
S. Cash rent due, $/acre $0.00 $9333  $125.94  $131.90  $111.72 $0.00 $118.56 2005 125.1 97.2 447 407 $1.88  $156  $548  $3.24 $8231  $756 $110.11  $19.79  $219.77]
< Blue values are inputs and all other values are caloulated 2006 104.0 815 408 46.3 $263  $303  $555  $4.75 $95.60  $12.34 $101.83  $32.97 $242.83
2007 1195 89.1 430 25.4 $336  $334  $855  $5.25 $140.56  $14.87 $16540  $20.02 $340.85)
2008 139.0 99.7 38.4 32.6 $4.80  $357  $9.05  $7.55 $237.95  $17.78 $17183  $36.87 $464.43
2009 1438 95.0 50.8 44.0 $346  $2.86  $9.11  $5.24 $174.18  $1357 $208.08  $34.58 $430.41
2010 120.0 95.0 38.0 44.0 $335  $310  $840  $4.45 $140.70  $14.73 $14364  $29.37 $328.44

49 Revenue given typical rotation 50




Flexible Cash Rents — Example 3 (baseline prices)

Average Crop Yields and Prices for Northeast Kansas Average => $15.69 $10.21°
Source: Kansas Agricultural Statistics % of years bonus is earned => 60.0% 36.0%
% of 5-year average as target => 100.0% 125.0%
% of overage to landowner => 40.0% 50.0%,
35.0% 5.0% 45.0% 15.0% 100% preceding preceding preceding preceding

Revenue $/acre, weighted by % of crop Syr avg Syr avg Syr avg Syr avg Syravg thisyr %of bonusto  bonusto

Year Corn Sorghum Soybeans Wheat  All crops Corn Sorghum  Soybean Wheat all crops 5yr avg landlord landlord
1985 $76.18 $6.92  $69.86  $17.46] $170.42 $54.78 $6.12  $68.89 $17.64| $147.43 | 115.6% $9.20 $0.00
1986 $51.11 $5.34  $74.55 $5.43  $136.43 $62.68 $6.40  $65.24  $16.86| $151.18 90.2% $0.00 $0.00
1987 $49.86 $478  $69.27  $13.05| $136.96 $57.44 $5.93  $61.68  $13.86| $138.92 98.6% $0.00 $0.00
1988 $57.17 $7.40 $70.77 $21.55 $156.88 $54.57 $5.65 $63.56 $13.88| $137.66 114.0% $7.69 $0.00
1989 $42.36 $4.85 $53.88 $11.45 $112.55 $58.94 $6.02 $65.63 $14.68] $145.27 77.5% $0.00 $0.00
1990 $62.74 $8.15 $75.20 $16.12) $162.21 $55.34 $5.86 $67.67 $13.79 $142.65 113.7% $7.82 $0.00
1991 $52.20 $6.55 $56.22 $12.39 $127.36 $52.65 $6.10 $68.74 $13.52 $141.01 90.3% $0.00 $0.00
1992 $93.27 $8.45 $96.20 $14.121  $212.03 $52.87 $6.34 $65.07 $14.91 $139.19 152.3% $29.13 $19.02
1993 $49.94 $5.05 $73.97 $8.00] $136.97 $61.55 $7.08 $70.45 $15.13 $154.21 88.8% $0.00 $0.00
1994 $82.12 $8.67 $88.72 $20.77)  $200.27 $60.10 $6.61 $71.10 $12.42] $150.22 133.3% $20.02 $6.25
1995 $80.55 $9.17 $84.91 $15.71  $190.34 $68.05 $7.37 $78.06 $14.28 $167.77 113.5% $9.03 $0.00
1996 $133.81 $10.18  $128.07 $23.27) $295.33 $71.62 $7.58 $80.00 $14.20 $173.39 170.3% $48.78 $39.29
1997 $89.69 $9.51  $102.21 $24.0: $225.44 $87.94 $8.30 $94.37 $16.37 $206.99 108.9% $7.38 $0.00
1998 $73.65 $7.55 $82.41 $18.20] $181.81 $87.22 $8.52 $95.58 $18.35 $209.67 86.7% $0.00 $0.00
1999 $58.51 $5.50 $62.04 $14.67) $140.72 $91.97 $9.02 $97.26 $20.40| $218.64 64.4% $0.00 $0.00
2000 $70.72 $6.52 $42.76 $15.12  $135.13 $87.24 $8.38 $91.93 $19.18] $206.73 65.4% $0.00 $0.00
2001 $69.54 $7.54 $67.44 $15.84]  $160.36 $85.28 $7.85 $83.50 $19.06 $195.69 81.9% $0.00 $0.00
2002 $44.88 $6.51 $48.18 $24.07) $123.64 $72.42 $7.32 $71.37 $17.57 $168.69 73.3% $0.00 $0.00
2003 $50.30 $4.80 $68.28 $27.79] $151.16 $63.46 $6.72 $60.57 $17.58 $148.33 101.9% $1.13 $0.00
2004 $104.96 $8.72  $102.98 $26.48] $243.13 $58.79 $6.17 $57.74 $19.50| $142.20 171.0% $40.37 $32.69
2005 $82.31 $7.56  $110.11 $19.79] $219.77 $68.08 $6.82 $65.93 $21.86| $162.69 135.1% $22.83 $8.21
2006 $95.69 $12.34  $101.83 $32.97| $242.83 $70.40 $7.03 $79.40 $22.79 $179.62 135.2% $25.29 $9.16
2007 $140.56 $14.87  $165.40 $20.02) $340.85 $75.63 $7.99 $86.28 $26.22 $196.11 173.8% $57.90 $47.86

2008 $237.95 $17.78  $171.83 $36.87] _$464.43 $94.76 $9.66 $109.72 $25.41 $239.55 $89.

2009 $174.18 $13.57  $208.08 $34.58  $430.41 $139.13 $13.14 $137.29 $27.41 $316.97 135.8%
2010 $140.70  $14.73 $143.64  $29.37 $328.44 $162.10 $14.64  $161.78 $31.11  $369.63 88.9%

Flexible Cash Rents — Example 3 (high prices)

Average Crop Yields and Prices for Northeast Kansas Average => $15.69 $10.21
Source: Kansas Agricultural Statistics % of years bonus is earned => 60.0% 36.0%
% of 5-year average as target => 100.0% 125.0%
% of overage to landowner => 40.0% 50.0%
35.0% 5.0% 45.0% 15.0% 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 Syr avg landlord landlord
1985 $76.18 $6.92 $69.86 $17.46  $170.42 $54.78 $6.12 $68.89 $17.64 $147.43 115.6% $9.20 $0.00
1986 $51.11 $5.34 $74.55 $5.43  $136.43 $62.68 $6.40 $65.24 $16.86  $151.18 90.2% $0.00 $0.00
1987 $49.86 $4.78 $69.27 $13.05 $136.96 $57.44 $5.93 $61.68 $13.86  $138.92 98.6% $0.00 $0.00
1988 $57.17 $7.40 $70.77 $21.55 $156.88 $54.57 $5.65 $63.56 $13.88  $137.66 114.0% $7.69 $0.00
1989 $42.36 $4.85 $53.88 $11.45 $112.55 $58.94 $6.02 $65.63 $14.68  $145.27 77.5% $0.00 $0.00
1990 $62.74 $8.15 $75.20 $16.12  $162.21 $55.34 $5.86 $67.67 $13.79 $142.65 113.7% $7.82 $0.00
1991 $52.20 $6.55 $56.22 $12.39  $127.36 $52.65 $6.10 $68.74 $13.52 $141.01 90.3% $0.00 $0.00
1992 $93.27 $8.45 $96.20 $14.12  $212.03 $52.87 $6.34 $65.07 $1491  $139.19 152.3% $29.13 $19.02
1993 $49.94 $5.05 $73.97 $8.00 $136.97 $61.55 $7.08 $70.45 $15.13  $154.21 88.8% $0.00 $0.00
1994 $82.12 $8.67 $88.72 $20.77  $200.27 $60.10 $6.61 $71.10 $12.42  $150.22 133.3% $20.02 $6.25
1995 $80.55 $9.17 $84.91 $15.71  $190.34 $68.05 $7.37 $78.06 $14.28 $167.77 113.5% $9.03 $0.00
1996 $133.81 $10.18  $128.07 $23.27  $295.33 $71.62 $7.58 $80.00 $14.20 $173.39 170.3% $48.78 $39.29
1997 $89.69 $9.51  $102.21 $24.03  $225.44 $87.94 $8.30 $94.37 $16.37  $206.99 108.9% $7.38 $0.00
1998 $73.65 $7.55 $82.41 $18.20 $181.81 $87.22 $8.52 $95.58 $18.35  $209.67 86.7% $0.00 $0.00
1999 $58.51 $5.50 $62.04 $14.67  $140.72 $91.97 $9.02 $97.26 $20.40  $218.64 64.4% $0.00 $0.00
2000 $70.72 $6.52 $42.76 $15.12  $135.13 $87.24 $8.38 $91.93 $19.18  $206.73 65.4% $0.00 $0.00
2001 $69.54 $7.54 $67.44 $15.84  $160.36 $85.28 $7.85 $83.50 $19.06 $195.69 81.9% $0.00 $0.00
2002 $44.88 $6.51 $48.18 $24.07 $123.64 $72.42 $7.32 $71.37 $17.57 $168.69 73.3% $0.00 $0.00
2003 $50.30 $4.80 $68.28 $27.79  $151.16 $63.46 $6.72 $60.57 $17.58  $148.33 101.9% $1.13 $0.00
2004 $104.96 $8.72  $102.98 $26.48  $243.13 $58.79 $6.17 $57.74 $19.50  $142.20 171.0% $40.37 $32.69
2005 $82.31 $7.56  $110.11 $19.79  $219.77 $68.08 $6.82 $65.93 $21.86  $162.69 135.1% $22.83 $8.21
2006 $95.69 $12.34  $101.83 $32.97 $242.83 $70.40 $7.03 $79.40 $22.79  $179.62 135.2% $25.29 $9.16
2007 $140.56 $14.87  $165.40 $20.02  $340.85 $75.63 $7.99 $86.28 $26.22 $196.11
2008 $237.95 $17.78  $171.83 $36.87  $464.43 $94.76 $9.66 $109.72 $25.41  $239.55
2009 $174.18 $13.57  $208.08 $34.58  $430.41 $139.13 $13.14  $137.29 $27.41  $316.97
2010 $195.72 $20.95 $179.04 $36.89  $432.60 $162.10 $14.64  $161.78 $31.11  $369.63

Flexible Cash Rents — Price scenarios

Comparison of Rental Rates at Alternative Price Scenarios
150
OExample 1 @ Example 2 @ Example 3 m Crop share
125
100
o
Q
g
@ 75
<
[0
o
50
25
0 T T
Base prices High prices Low prices  Slightincrease Slight decrease
Price scenario

Averages over five price scenarios = $87.31, $90.39, $85.05, and $94.63.
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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

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

* 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?)
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