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Land values and rates decision-making...

* When thinking of buying land (or selling),
how do you determine what is an
appropriate value?

* When thinking about renting crop land
(or leasing it out), how do you determine
the terms of the lease?

Purpose of land talks

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

e Trying to reduce decisions to numbers

* Two decision tools:
— KSU-Landbuy.xls
— KSU-Lease.xls

Related papers are found at
www.agmanager.info

Calculated values
VS.
Market values

Which values are the “correct” ones?
If market, why bother with calculations?




Publicly available land data...

Historically Kansas Agricultural Statistics (KAS)
reported average land values and cash rent rates for
non-irrigated, irrigated, and pasture land at the crop
reporting district (CRD) level

Beginning in 2009 KAS began reporting county-level
cash rates (i.e., more intensive data), but in 2010 will
discontinue reporting land values at the regional
level (i.e., less intensive data).

This is the market we observe
and can reference. What you
folks all face day to day is the
real market.

KAS surveyed “market” rates...
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Kansas Land Prices and Cash Rental Rates

rourimant of Agricafturaldonamios — s s 1t

il Statitics

KAS report (switched to county-level in 2009, will
drop CRD-level land values after 2010)

KSU report —basically a repackaging of KAS
data (show more history)

Historical perspective

KS land value (incl. bldgs); 1880-2009
average annual growth = 3.85%
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Historical perspective

KS land value (incl. bldgs); 1880-2009
average growth = 3.85%; geometric growth = 3.63%
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1879 starting land value for Kansas was $10.30




Cash rent historical perspective June 1, 2010 “market” values...

KS non-irrigated crop land rent; 1967-2010 :
1967-2010: avg growth = 3.04%; geo growth = 2.85% %
1991-2010: avg growth = 1.43%; geo growth = 1.55% g we
$50 35% E 4
$45 30% ok
geo growth R B s
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- $35 : 20% %
8 $30 rent$ WV 15% g
&
= $25 growth rate 10% %
o 1 A A E
c
$15 VAR IR 0%
Rent has fallen
$10 I e 26.2% of years -5%
$5\HH\HH\HH\\HH\HH\\HHH\HH\HH _10%
1967 1975 1983 1991 1999 2007 igated — State average = $1.550
1971 1979 1987 1995 2003 Non-irrigated - State average < $1,070 How well do these values
1967-2009 average land value growth = 5.09% Pasture — State average = $770 reﬂ ect th em arket tOd ay’)
Kansas county-level non-irrigated Kansas county-level non-irrigated
crop cash rents... crop cash rents...

‘ - * 2010 Cash rent values as reported by USDA NASS and Kansas Agricultural Statistics (KAS).
] » i

* 2010 Cash rent values as reported by USDA NASS and Kansas Agricultural Statistics (KAS).

Averages can be misleading because...
1) Not all land is equal
2) Not all relationships are equal




Example of market established crop shares...

Table 11. Northeast-70 Nonirrigated Crop-Share Arrangements
c Landlord's Percent of Crop Received (or of Costs Paid)*
ro|
P 33% Share 40% Share 50% Share Other % Share
I : T s Calculated values
% of Total Leases in Lease Arrangement 14.30% 47.60% 38.10% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses
% of Leases Sharing Herbicide Costs 33.30% 60.00% 100.00%
% of Leases Sharing Insecticide Costs 33.30% 40.00% 62.50% V S .
Corn (54 L eases) 2 9 42 1

% of Total Leases in Lease Arrangement 3.70% 16.70% 77.80% 1.80%
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% 100.00% M k 't I
% of Leases Sharing Herbicide Costs 100.00% 88.90% 95.20% 100.00% ar e V a u e S
9% of Leases Sharing Insecticide Costs 100.00% 88.90% 76.20% 100.00%

Sorghum (11 L eases) 1 7 3
% of Total Leases in Lease Arrangement 9.10% 63.60% 27.30% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses
% of Leases Sharing Herbicide Costs 0.00% 85.70% 100.00%
% of Leases Sharing Insecticide Costs 0.00% 57.10% 66.70% ( ) 1

herng oo o : = L If (when) market values have very little
% of Total Leases in Lease Arrangement 9.30% 32.60% 58.10% No . t . d .. d I _t t
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses m ean | n O | n |V| u a Sl u a | 0 n S We
% of Leases Sharing Herbicide Costs 100.00% 92.90% 76.00% g !
% of Leases Sharing Insecticide Costs 100.00% 78.60% 52.00% R . .

Other Hay (¢ Leases 2 2 7 need to estimate what we believe might
% of Total Leases in Lease Arrangement 25.00% 25.00% 50.00% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses o ”
% of Leases Sharing Herbicide Costs 0.00% 0.00% 100.00% b e t h e m O re C O rr eCt V al U eS .
% of Leases Sharing Insecticide Costs 0.00% 0.00% 100.00%

* The percentages calculated in this table represent the percent of landlords sharing the same percent of costs as they share of the
crop. For example, 100% of landlords receiving 33% of the wheat crop paid 33% of fertilizer expenses.

Source: Schlegel and Tsoodle -- 2007 KAS/KSU survey (available at www.agmanager.info) 14

Determining the terms of a crop lease... Principles embodied in an equitable lease...

e Profit maximization (MR=MC)
 When market reported rates are not sufficient to

answer the question at hand, what do we do? « Economic profits (expected profit = 0%)

* While landowners and tenants (i.e., the market) * Opportunity costs

ultimately determine terms of crop share and cash
leases, we use the equitable concept to arrive at a
starting point for negotiations — and to better
understand the market.

* Risk across lease types

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

*On average, in the long run.




Landowner/producer risk-return tradeoff
X

[Producer]
Cash rent

Crop share
?7??

Crop share

Cash rent

Return, $/ac

[Landowner]

Risk, $/ac

I Microsoft Excel - KSU-Lease.xis
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KSU Lease.xls — A spread: dgeting program to d i ik
crop share and cash lease rental arrangements.
Vergion = 1.9.10
INEUTE v§ CALCULATED VALUES
In thes Crop bindgrets, Shares, and Leave bagets sheels ol blus numbers are mputs and all black numbers are
caleulatid from thoas inputs. The spreadshaet autamatically rocaleulates ovdey time an additional input is eeternd Thus,
it i3 Emportant to wait il 81 dats have been entered and reviewed before eiespeeting any of the caleulated resulis (Le.,
Black numbers)
DESCRIPTION OF INPUTS
Tha papar fitled KSLALazse.pdf sarves as 3 “users guids® and provides 3 href cveniew of this spreadehast Also, seversl
o the irput cells (e, blug nunber) bave o = he upper nght hand comer of the cedl By miving your mouse
cursor ove this diamond, 3 brisf desengtion of the input will be displayed on 1ha screan
COMPANION PUBLICATIONS
This spreadshest was deeloped as @ decrsson-aid tool based on the pincsles of equitsble leases oulined m several
publications that can b faund on the K-State Ag Ecan dopanmental websits (www agecan keu odu)  Addtionaly, the
budget format of this spreadsheet was designed to follow that of the K- @ Farm Management Guide crop budgets, which
art also availablo on the Ag Ecan wibsite, 5o they can also he a usedul rescurce when analyzing heasing altematies
Davelopad by: Kovin C Tery L. Kastons
Extonsion Aqulcubural Feonomis Professar Emerius
Kansas State Univershty Kansas State University
volce: {T05) 52 3527 velce: (TOS) 626 5000
FAX: (T85) 5326525
amail: kedaksu.adu email: tkastensa kastensinc.com
wiabgite: www. agmanagerinfo wabsite: waw.agmanages.info
x Equruszn INFO
n
k] Copyright 2009 by Dhuyveter and Kastens. All tghts ressrvad.
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o4 v nlntro f Crop budgets f Stares { Lese budgets {Flext {Aen2 { i eremgy costs (Mot |3 3
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L 7+A€1 Projected crop budgets are available on

e agmanager.info (serve as a starting point)

TAG

anagement § FM Guides | Monirrigated Crops

[ | scorch Aghanger

TRy
© Agribesiness

~ Crops

» Energy

~ Farm Mgl

* Human Resources

Non-irrigated Crops

Northeast Southeast Southwest

Western _South ‘North
Cc Centr

~ hcome Tax & Law
~ Livestock & Meat i
. Policy fincluding Grain Sorghum ME-904 | MPST5 | MP-2153 ) MESTI MAF-995
2008 Farm Bill) Farage Sorghum Silage | | mEse | [
Soybeans MF-2366 | MF-2156 | MF-2160 I MF-5T0 MF-954
Double Crap Soybeans | | urgsar | wrosw | wresy | wrasy
Com MF-215 MF-215T Mr-2161 MFETY Mrss
Com Silage | [ | |z
Sunflower ME-887 ME-2144 I ME-2144
Double Crap Sunflawer | | vEzus | weous| me2us | we2us
Canala JF-24
Cana Hay | mEsar | |
Alfala ME-2I5T ME-353 ME-153 ME-363 ME-353
+ SIGHIP for Weskiy Cotton | | Mesm | MEAM | ME2%E5
i Brome Hay ME-2143 | MF-2143 ME-2143 MF-2143
Fescue Hay pE2ue | ME2us | ME2us ) ME2uE

Excel Version of Crop Budgets

EM-Guides-Crops-[2008) «i

Go to KSU-Lease.xlIs

20




I Microsoll Excel - KSU-Lease-- TropimConl. als

PG TRk 8 0 . m« = Crop budgets for NE Kansas using
Be Ed yew et Fomat Jook  Data wedow  Hel  Adoe POF .
5-year average crop prices.
Y r— e e —r— 5 =

-+ A 8] c e [ e ey e ey e e 7 0 ¥ 9 1=
2| TABLE 1. CROP BUDGETS SHOWING TOTAL COSTS AND RETURNS Print budgets

F]

4| Crop System Wit Rt Whit.C Milo Corn SBFS  SBOC Taml Far Par

3| Planed acres of each ciop 0.0 [ 0.0 10 00 0.0 Acte Hcre

| Tillable acres par planted ace 1.00 1.00 1.00 100 100 0.00 IW.G Flanted _ Tillable

% | INCOME PER ACRE s

5 A, Yield per acie T e e S0 130 0.0 2.0 =

W0 B, Price por unit 8645 f6A5 385 BO5 §9.95 5985 T — 4847

1n . Net qovarmment paynments #1380 1360 1360 1360 41360 000 1360 81360 1360

12 D Indemnity payments §0.00 $0.00 .00 000 $0.00 $0.00 L §0.00 §0.00

13 E. Miscallansous Inc 0,00 f0.00 $0.00 10,00 .00 .00 P 0,00 $0.00

14| F.Rommsace (Ax B+ CoD +F)  $I2ET  $31S01 $360.00  §55225  H1060  $248T75 ME20T (6207 6207

15

16| COSTS PER ACRE i Returns over costs
7] 1. Soed TOMSe0  §INS0 1569 WG4 RIGID $4950 $5E26 1566 §IEI6 .

1] 2, Herbicide Tonm MEII0F A 1000 208 w1 wa am (€ profif) -oneof
w| 3. Insecticide | Fungicide Tons 0,00 000 7790 0.00 0.00 1511 w7 674 the numbers to

1] i et and Lime T OBIB0 S0 G120 93D 2600 2550 6112 BLIZ BLiZ

a | 5. Crop Consulting 060 000 0.00 0.00 0.00 000 0 000 am focuson. We

n 6. Clap Insurance 0.0 0.00 0.00 0,00 0.00 000 o 0.00 o expect it to be

5 7. Duying AT .00 .00 0.00 0.00 0.00 0 0.00 (X "

b7} &, Miscellansous 225 825 .25 B.25 B.25 825 25 8.2 a2 close’ to $0,0n

Fl| 9, Machinery Exponse ToESY 7S WS M 7055 B4l 8419 suen  @s  agverage, in the long-
x| 10. Hon-machimery Laban i .06 1.9 10.01 n.m 6.0 624 8l a8 aal run

il 1. Inigation N 0.0 0,00 0.00 .00 000 0 0,60 000 :

| 12. Land Charqe | Ront To1080 1004 11000 1000 110.00 0.00 1600 1060 110.00

H GSUB TOTAL §3E $33348 ;33! .|"i S80I 77793 §162.98 BN BN B0 high”

x| 13, Interest an 177 Honland Costs 685 6.0 1165 505 135 805 205 sps Ifitis "too high” (as
A H.TOTAL COSTS $3003 439980 smso $92.35 78298 416792 $37BIG 437816 is likely the case

32 L RETURNS OVER COSTS (F . 1) HE5E (2404 §I560 §59.90  $12062  §8083 TR KT w h jand val

3 L TOTAL COSTSUNIT H&) 567 tEAd 4383 370 A1er 72 = ere), land values

32 K RETURN TO TOTAL COST =10 6 WEPh  581%  Ghz%  T4GRN  JB09%  S261% F@agn_ srwen  #zavs  and rents will

a5

3 M. Broakeven price (w. base ciop) .15 [ I TR TR X I V7 TR ¥ ] Increase.

3 M Breakevan yisld (w hase crop) 50.2 503 sz 12 0.1 20.3

3

| Base crop for bieakeven anal i 1 L[] ['] [} o 0

Al bhie valies™ are inputs. black values are calculated from those inputs 01 528 AN

@

A i, Iritr ' Crop budgets | Stares { Lo budgets (Pt f Aoz { i enongy costs {Mates / |3 21x|
By o

I Microsoll Excel - KSU-Lease-- TropimConl. als
HERWE " BEYES AN O e 8 J‘ﬂ-'---}:-,:,ﬂq}:m-u\_!nq

P3] e G vew et Foms look  [aa wredow  Hep  AdoeiOF

205 G0 bo Office Live | Cpen = | Save = .

“Calculated” values for what is
equitable -- numbers to focus on.

Typically what people are doing is
equitable and thus this provides a
check on costs in budget.

If landowners in area are typically
getting a higher percentage than
the calculated value (and profit >
$0), land charge likely should be

7]
oo v wi e Crop budgets Y Shares { Lo budgets {Flent { P i ergegy costs{Nates

Ry

Al - &~
[ ] 4 ) T ) ) e I 1 L
£l
¥ Cropsystem WhER WL Mile Com  SBIS  SBOL Total
& Plantod acies 0.0 00 0 0.4 400 00 1000
]
2 OPERATOR'S shate of machinery, labor, irvigation, and band jenter -100% i shaved equitabl %
45 Diill Plam 100 100% 00 100 100 00
#
| 100% 04 W 100 W00%
| 100% 100% 100° 100 100°
T Fiell cultivate 100% 100% W' 100 0%
& Cultivate wisidedisss 100% 100 100°% 100% 0%
] Anhydious application 100% 100% 00 100% W0
£ Fortiliza application A00% ADON 00N 4804 A0,
51 Herbicide application 0% 00N 00 L100% 00
5| Insecticide fungicide application AB0% AN A00h 004 A
E1] Harvest
34| Harvest 100% 100% 00 1004 100
| Haullng 100% 0% w00t 100 1004
]
7 Miscollanssus 80% 0% 0 0% [T [
5 Mommachinery labor 100% 100% 1W00°% 100% 100 W00%
-
6| Irigation expenses
o Lalios 100% 100% 00 100% 100
2 Fuel and il AB0% 0% 005 .100% 00
Repait and maistonance 100% 100% 100 1004 10
hrrigatien investmant
Well, pump and geathead 100, 100% 00 1004 1004 100°
Motor 100% 100% W00 100 0% W00
Iirigation system 100% 00 W00 100% 00% 1007, increased.
Land 0% % 0% 0% 0% 0%
Cash paymiant to landewnor, $/acre W00 3060 000 W00 W 5000
7 Opmsator's equitable share (0554 I54% 504N 519%  645%  SLI% 9e6h
72 Landowner's squitable share [LS%) 56N ASEN  4BA% BAN 489N 14%
n
74 Predefined operators share for income (crop sales and govermmen paymemts)’
| Oparator’s shate if > 0, 05% will be over dddden)
4 ! By enleiing @ pre-defined share for the operator (landowner shire is calculsted s 100% minus cperslon share), the calculated equtable
| share parcantage (cell L70) will be swar-ridden and nat us the Lasse Bidgets 13b
Opesator and Landowner's income shares are based o the squiiable comcapt

@
22x |

I Microsoll Excel - KSU-Lease-- TropimConl. als

AR R Y R = 0 =URlr ) B llvd
ﬂP_l e & queston for b 1%

HERNG ™ BEWRS WA Wi U PR S A B
] Be B vew imet Fpme Dok Qe Wedem Heb AddelOR
Gt NN 0% : = = " = e = - -
& 18] c D E ¥_[o] =w I i3 L ] 1 o 3 =
TABLE . ALTERMATIVE METHODS OF ESTIMATING CASH RENT Prit coatiran e | ST S AN
Crop System Wht Rt Wht.C Mils [E SBFS  SBOC Teral Far Par
Total tillable acie 1000 Planted  Tillable
Plantod acres of each crop 20.0 0.0 0.0 400 0.8 (1] 100.0 Acre Acie
A Landowner's COST
FU000  $110.00  $110.00  §110.00  $110.00  50.00 000 11000 $110.00
W 000 00 000 000 S0 W o -
FU000  §1I000  $110.00 11000 $110.00 5000 si000 511000 (11000
P —
B. Landowner's EQUITABLE SHARE RENT . tisk ai] factar |
Total incame $8267 411501 436010 HIL60 §240.75 HEHT 6207 HGROT
Landowner's share FE S E 5 - DO F & N E N FEE NN F & O 5
Landowner's income FIBSES  F10636  HI55.88  R23006  §17A08 $10758 $0.003 20003 $200.0%
Landowner operating expense 6107 .05 0.7 77.50 2599 pral] 5270 3. .70
Income loss operating expeirse LT K T R T A3 B (R o U S63 SMET
Loss shek adjustment 0.00 0.00 0.00 0.00 0.00 0.00 o 0.00
Cash rent equbealent RTINS R 3 (R R AT P A Er R L ¥ 63T §1633
€, Amonunt tenant CAN AFFORD TO PAY
Total income SIEZET $MS0T S360.I0 $552@5  SATI6D  24BH HE207  SE207  HEZOT
Tatal aperating exponse $20.13 122984 RS0 §3235  $17290  BIG797 $26816  S260.16 26816
Renmn to land and 1w equip 1525 8506 $12560 16990  §23H62 f80.83 f1am $1mam W
Cash rent from budget vs. cash rent equivalent with crop share (and imputed risk premium)
-- numbers to focus on.
Historically we have suggested a risk premium of ~10% (i.e., the value that would drive cash
rent (A) and cash rent equivalent (B) equal —in this example it is closer to 25%).
If risk premium is “too high” this suggests that land rent will likely increase.
1 - - o
W o v wh e/ crop budgets f Shares |, Lease budgets (Flend {Ae i ergegy costs {Nates / |« 23# |
By -

Factors/issues impacting land values

(alphabetical order)

* Farm profitability
* Farm size
* Government programs

What are the main
factors today?

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

* Interest rates

* Outside investors (i.e., stock market money)
* Recreation uses (e.g., hunting)
* Renewable fuels (ethanol and bio-diesel)

* Section 1031 tax exchanges

» Technology (e.g., no-till, precision ag, bio-tech, DNA)

* Urban sprawl
* Weather (i.e., drought, flood)

24




15 Microsolt Excet - KSU-Landbury, xis

ERRNE: = WENES e W W0 R SR I 1 S T A W L R ] =1 LB L LB ol A O A B
id] e Ei vew et Fame Tk Daa Wekw Heb Adie 0P ve 8 queston for bep Y
Returns to Land RI.fx—.i!'i'(_: T o [ & [ F I 6 [ w [ 1 [ 3 1T K [ ¢l w I N | & | Pa
| :
° Land 3] KSU-Landbuy.xls — J\rm:ﬂn«mgnnnmamchnspuuhm prices and land
values i'mrﬂ.
— Cash returns: rents or rent-equivalents on owned Version= 20810 S

INPUTS vs CALCULATED VALUES

In tre KSU-Landbuy sheet all blue numbers in shaded cells are inpats ana all other numbers are calculated from these
Inpigs The spreadshest sutomatically recaloulates every time an additional input is entered. Thus, it 1S impartant to waft
urfil all data have besn entered and reviewsd Defore infErpretng any of the calculated results (| 8 | black numbers)

land
— Non-cash returns: capital gains (growth)

DESCRIPTION OF INPUTS

Several resoUrces eist 10 260 in e use of this spreadsnest 1) The paper ttied Vaiuing and Buying Farmiand {paper
atWww. Into Tarmmgt Tand_buy) serves a5 3 users guide and provides a more detailed documentation
of the concepts and formulas used in this spreadsheet. 2) The input cells (e, bive numbers) have a red diamond in the
upper right hand corner of the cell {f the comments do not appear go to View / Comments on the Excel men), By moving
YOUr MAaUSE Cursor over this Gamond, @ brief Gescrption of the Inpul will e dspiayed on the screen. 3) Avideo Nl (KSU-
Lanabry.wmy) and an audio fe (KSU-Landbuy.mp3) — avalable at www.agmanager.into tarmmgtland land_buy -
t4n be played on your compuler previding a brief explanation of the inputs and outputs ine by line

» Stock market
— Cash returns: dividends

. . Dreveloped by: Terry L. Kastens HKevin C. Dhuyvetter
— Non-cash returns: capital gains (growth) Pratestar Emeitis Extension Agricuttural Ezanarist
Kangas State University Kanzas State University
g2 voice: (T85}625-8000 voice: (785} 5323527
FAX: (T85) 5326325
emall; thastensirkastensine.com email: kedidhsuedu .
website. www.agmanager.infe website: wew.agmanager.info

« Typically, neither land nor stock investments
“cash flow”

KELELandbiy med

Links to supporting materials: i farnlins
lon wanw. Jnto) G wrew Pm“

NAGER.INFO

Copyright 2010 by Kastens and Dhuyvetter. All rights re:
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I Microsoft Excel - KSU-Landbuy.-TraylmCont.xis

HER G- " WIEWRCS NE Wil NI W0 N B e AN N A TN | )
3] e Bk yew jmen Fomst ok [aa Wedow  Hep AddeOf
I G H [ T aE o ™
p”“—[ Label (refers to notation in Valuing and Buying Farmiand publication)
KS KS - State where land |5 located (@nter as two letter abbreviation. e.g.. Kansas = KS§)
crep Pasture Waste Average === Land classification (e.9. cropland, pasture. woods)
150 o 10 160 Ae Enter the acres of each class of land (used to calculate weighted average)
$3.500 1,200 30 $3.281 MV_0  Market price of land, $/acre
£3.500 $1.200 | %0 s3.281 PP Purchase price (PP — amount you pay}, $/acre
$125.00 $20.00 $0.00 $117.49 aR Ag rent—cash ar cash equivalent in $ acre today
$14.00 3480 $0.00 1313 Ptx Real estate [property) tax in $ acre today
£0.00 000 £0.00 s0.00 nR Hen-ag rent in £/acre teday
B 30 0 a0 T Tirne horizon in years land (s held | less than or equal to 100 years)
477 4 43 43 o Income tax rate (on last doflar of taxable income -- include SE tax IF relevant)
15% 5% 15% 15% cex Capital gains tax rate
B.50% 6.50% 6.50% 6.50% 1 Interast rate on land loans (discount rate)
40.0% 40.0% 40.0% 40% === Percent of purchase price that Is financed (only needed for return on equity calculations| G 0 t O K S U - L an d b u y . X | S
264% 253% | omos 264% g4 Growth rate on ag rent and ag portion of land value {see column G in Guidelines)
0.00% 0.00% 0.00% nia GNr Growth rate onh Non-ag rent (normally = inflation rate)
3.85% 3850 ] oo0n JE6Y 9 Growth rate on total {ag and non-ag) land value (see column | in Guidelines)
1.18% 1.29% 0.00% 1.18% gy Calculated non-ag growth rate on land value
Calculated Dutputs
3TN 3TN 371N b A ifT-ftx}  After-tax interest rate on land loans (discount rate)
$62.27 38.66 50,00 559,02 === After-tax rent, $/acre (now property taxes are remeved as well
$162092 | $21850 $000 |$152242 | PURA  Dlscounted value of all future after-tax ag rents
£0.00 $0.00 $0.00 $0.00 PVRN  Discounted value of all future after-tax nen-ag rents
510,871 727 30 | $1049 === Projected land value in 30 years. bazed on market price and ag & nen-ag grewth
£7.648 $2.530 0 7170 e Prajected land value in 30 years, based on market price and only ag growth
$3.279 $1.124 0 $2.074 PVS Discounted value of land sale in 30 years (after capital gains tax)
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The BIG Question(s):

Kansas (Jan 1) non-irr land value & cash rent, 1967-2010

Correlation = 94%
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Kansas (Jan 1) pasture land value & cash rent, 1967-2010 Rent-to-value (Jan 1) percent, Kansas, 1976-2010
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Downtrend hints at something else going on besides ag profits . . .

32




Are we seeing a land price bubble today?
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Kansas (Jan 1) non-irr land value & rent-to-val, 1967-2010
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Just how important is rent-to-value as an indicator of smart investing?
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Have investors been grossly unwise for decades?

39-state average rent-to-value ratios, by year, 1951-2010
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Is RTV really a reliable indicator of land price bubbles?
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Are we approaching the 1980s?

* Most economists will say NO, pointing to:
Much lower interest rates today
Much lower leverage today

Much lower inflation today
Growing world demand, especially China

» A few economists will say YES, pointing to:

Chinais unpredictable

Interest rates will soon rise

Lenders will get caught up (e.g., housing bubble)
Economists never see a bubble from the inside

 We ask the more direct question, What

happens if we see land value and growth
rates like the 1970s-1980s?
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Historical perspective

IA land value (incl. bldgs); 1880-2009
average annual growth = 4.41%
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Our analysis
Today’s expected growth rates from the
vantage points of 1971, 1976, 1981, & avg
Market value of IA land pegged to 4.5% rent
20-year horizon
0.5% of market property tax rate
Interest rate of 6.5%
Income tax rate of 35%
A $1000 investment

Report value path and pre-income-tax ROE
— For different leverage rates
— For different rates of above-market purchasing

We first consider leverage issues

buy at market

impact of leverage on investment value; start year 1971
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No problems here .. . If 2011 is akin to 1971!

impact of leverage on investment value; start year 1976
buy at market
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Don’t borrow excessively if 2011 is like 1976

impact of leverage on investment value
buy at market

; start year 1981
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High leverage and buying at the top could be painful




impact of leverage on investment value; start year avg 3
buy at market
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2011 like 1971 & 1976 & 1981 — more like we might expect??

We next consider overpaying for land; leverage fixed 50%

impact of overpay on investment value; start year 1971
leverage 50%
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If the glory days are ahead of you it is not that painful to overbid on land

impact of overpay on investment value; start year 1976
leverage 50%
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Don’t overbid on land if 2011 is like 1976

impact of overpay on investment value; start year 1981
leverage 50%
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Buying at the top AND even modest overbidding on land can kill you




Results of analysis...

impact of overpay on investment value; start year avg 3
leverage 50% Summary of Results -- Impact on 20-year pre-income tax ROE
3,500 | Start year "looks like" ...
3,000 | Leverage 1971 1976 1981 Avg of 3
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2011 like 1971 & 1976 & 1981 — more like we might expect??

» Market trumps our calculated values, but we
calculate values to avoid making bad decisions

Questions ??7?

* To reduce risk associated with renting land,
consider:
-- Staying with (going back to) crop share
-- Go to a flexible cash rent (not ad hoc bonuses)
-- Renegotiate often (i.e., every year) and be willing to
increase and decrease rents annually
-- Increase level of communication * a G
* If buying land in current market, avoid high
leverage and paying premiums (i.e., continue to Kmamn
look for the “best” deals)

www.agmanager.info




