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Background thoughts . ..

* Prices for energy-related inputs are at very high
levels relative to what we normally expect

* Producers likely cannot do much about the prices
they face, but they need to “understand the
numbers” to make good management decisions

* Major decisions crop producers have pertain to
input levels, crop selection, tillage method, and
possibly negotiating leases on rented land




Diesel prices are forecasted to be below 2005 peak level,
but they are still at historically high levels ...

Monthly Diesel Prices, Jan 1996 - Jul 2006
(Aug 2006 - Dec 2007 forecasted)
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Historical and forecasted diesel prices during principal
farming months...

Off-road Diesel Fuel Prices

Mar-Oct Diesel Price

Year-to-year percent change

Year SW KS US (EIA) Average SW KS US (EIA) Average
2000 $1.09 $1.04 $1.07

2001 $1.09 $0.98 $1.04 0.6% -6.1% -2.7%
2002 $0.94 $0.88 $0.91 -14.1% -10.0% -12.1%
2003 $1.05 $1.05 $1.05 12.1% 18.6% 15.3%
2004 $1.37 $1.34 $1.36 30.0% 28.4% 29.2%
2005 $2.04 $2.02 $2.03 48.5% 49.9% 49.2%
2006 (F) $2.44 $2.41 /$2.42\\ 19.8% 19.6% 19.7%
2007 (F) $2.60 $2.30 $2.45 6.8% -4.6% 1.1%
06 - Avg(00-04) $1.33 $1.35 \ $l.34} 119.7% 127.4% 123.5%
07 - Avg(00-04) $1.49 $1.24 $1.37 134.6% 116.9% 125.9%

F = forecast

N

Based on 7/31/06 futures closing prices




Fuel prices are extremely high, but fuel costs represent
one of the smaller cost categories...

Machinery Costs Per Acre, Kansas, 2001
Source: 182 KFMA Members (Beaton)

Fuel Interest

$9.53 $11.80
11.4% \ 14.2%
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Labor
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& shelter
$3.36
Repairs J 4.0%
$15.25
18.3%
Total: $83.29

Estimated effect diesel price has on machinery costs per
acre based on custom rates...

Diesel Price Impact on Custom Rates for Various Field Operations

Custom Fuel price increase, $/gallon
Operation rate* $0.10 $0.20 $0.30 $0.40 $0.50
Increase in custom rate, $/acre

Chiseling $8.45 $0.08 $0.16 $0.24 $0.31 $0.39
Field cultivation $7.13 $0.07 $0.13 $0.20 $0.27 $0.33
Disking $6.84 $0.06 $0.13 $0.19 $0.25 $0.32
Min-till planter $10.94 $0.10 $0.20 $0.31 $0.41 $0.51
No-till drill $11.45 $0.11 $0.21 $0.32 $0.43 $0.53
Sprayer $4.26 $0.04 $0.08 $0.12 $0.16 $0.20
Swather-conditioner $9.46 $0.09 $0.18 $0.26 $0.35 $0.44
Round baler $8.24 $0.08 $0.15 $0.23 $0.31 $0.38
Combine--wheat $15.24 $0.14 $0.28 $0.43 $0.57 $0.71
Combine--soybeans $21.48 $0.20 $0.40 $0.60 $0.80 $1.00
Combine--corn $21.68 $0.20 $0.40 $0.60 $0.81 $1.01
* 2005 state average reported by Kansas Agricultural Statistics

Increase in 2005 custom rates 0.9% 1.9% 2.8% 3.7% 4.7%




Fuel costs per acre versus diesel prices...

Fuel and Qil Costs for Non-irrigated Farms in KFMA
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Without any change, costs in 2006 & 2007 will be up substantially on average.
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What can producers do is response to higher
machinery costs?

Without any change, costs of machinery
operations will increase about 10-15%
from more “normal” times.

Things to consider...
— Reduce operations?
— Hire custom operators?

— Make sure machinery is properly maintained
and used efficiently?

— Pass increased costs on to landowners?
— Nothing?
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Fuel-savings benefit of no-till increases at higher prices...

Comparison of No-Till vs. Tillage -- Fuel and Oil Cost
Source: NC FMA, 1996-2005 -- 2006-07 forecasted
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NT fuel generally 67-75% of CT/RT, savings could be as high as $5/acre at current
diesel prices (correlation between $/acre and $/gal — 0.954 NT and 0.945 CT/RT)
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Custom harvesters raised their rates in 2005...

Kansas Custom Rates -- Wheat Harvest (KS Ag Stats)
Annual growth rates from 87-05 of 0.9% (BR), 1.0% (HY), 1.0% (H)
Annual growth rates from 04-05 of 5.2% (BR), 5.9% (HY), 5.2% (H)
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... hiring custom operators to avoid higher fuel costs probably won’t be effective.
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Custom harvesters raised their rates in 2005...

Kansas Custom Rates -- Sorghum Harvest (KS Ag Stats)
Annual growth rates from 87-05 of 1.1% (BR), 1.2% (HY), 1.1% (H)
Annual growth rates from 04-05 of 8.1% (BR), 8.1% (HY), 6.1% (H)
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... hiring custom operators to avoid higher fuel costs probably won't be effective.
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Not all custom rates increased as much in 2005...

Kansas Custom Rates (KS Ag. Stats)

inflation is 3.8%
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Economics of no-till...

* If you have been thinking of no-till, but have been
reluctant to make the change --- now might be the
time to make the switch!

Farm level herbicide (glyphosate) and diesel prices
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Distribution of tillage systems in KS -- All crops
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Source: CTIC, Crop Residue Management Survey (1999, 2001, and 2003 interpolated)

Most growth in no-till has come at expense of mulch-till
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Good cost management will likely be even more valuable with
high input prices...

(96-05) diff in profit (over avg farm) by being in best 1/3 of:
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* statistically different from 0 at 90% confidence
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Centact Us: Departmant of Agricultural Economice 342, Waters Hall, Manhattan, K§ 65506 (T05) 532-5a23

Kevin Dhuyvetter

Questions ? 785-532-3527
kcd @ksu.edu




