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Purpose of land talks

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

» Trying to reduce decisions to numbers

e Two decision tools:
— KSU-Lease.xlIs
— KSU-Landbuy.xls

Decision tools and related papers are found at
www.agmanager.info




Market established rates...

* Land Use Value Project of the KSU Ag Econ
Dept annually conducts one of four surveys
(irrigated, non-irrigated, pasture, input costs)

» Kansas Agricultural Statistics (KAS) annually
surveys landowners and producers regarding
land values and cash rents

* Local and regional surveys of leasing practices

* With surveys there is often a trade-off between
statistical validity and level of aggregation

Market going rate ...

 Kansas Agricultural Statistics (KAS) reports
average cash rent values for non-irrigated,
irrigated, and pasture land at the crop
reporting district (CRD) level
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Market going rate
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Market going rate ...

Kansas Irrigated Cash Rent
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County-level cash rents ...

County-level cash rents were estimated for
non-irrigated crop and pasture land based
upon the KAS reported CRD values

CRD values prorated to individual counties
based on 3-year average of county-level rents
from FSA and 2002 census acreage data

Weighted average county-level cash rents are
exactly equal to the KAS reported district value

Similar procedure was done on land values

10




Kansas county-level non-irrigated

crop cash rents...
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Problem:

The market prices we observe (when they

are available) often do not reflect
individual situations.

That is, they reflect averages, but nobody
IS average...

... SO what can we do to arrive at a price
that is acceptable?




Way to find acceptable lease rates (crop
shares and cash rents) ...

While landowners and tenants (i.e., the
market) ultimately determine terms of crop
share and cash leases, we use the equitable
concept to arrive at a starting point for
negotiations.
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Principles embodied in an equitable lease ...

* Profit maximization (MR=MC)

» Economic profits (expected profit = 0)
* Opportunity costs

* Risk across lease types

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

14




A good crop share lease should follow
five basic principles ...

1. Yield increasing inputs should be shared

2. Share arrangements should be adjusted as
technology changes

3. Total returns divided in same proportion as
resources contributed

4. Compensation for unused long-term
investments at termination

5. Good landlord/tenant communications

15

Principle #3:
Returns divided in same proportion as
resources contributed.

This requires annual contributions
of both parties to be identified
(budgeting type approach).

#

Valuing inputs can depend on
whether the lease being
developed is a one-year lease
versus multiple-year lease.

16




Machinery contributions ...

Machinery contribution should be based on
average costs. Two methods for estimating
the machinery contribution:

1. Machinery investment approach - annual
contribution is based on depreciation, interest,
repairs, fuel and oil, and labor.

2. Custom rates approach - annual contribution is
based on reported custom rates and the typical
operations.

18

Crop production input contributions ...

The value of contributions for input expenses
such as seed, herbicides, insecticides,
fertilizer, etc. are generally valued at current
market prices and represent “typical”
production practices.

What is “typical” today? While current prices
might not be what we expect long-term, can
we afford to ignore them with regard to
leases?

19




Historical and forecasted diesel prices during principal
farming months...

Diesel 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 e —— e

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) $2.04 $2.10 AQON 0.3% 4.1% 2.2%
05 - Awy(00-04) $0.93 $0.96 $0.94 83.5% 90.2% 86.8%
06 - Avg(00-04) $0.93 $1.04 $0.98 84.0% 97.9% 90.8%

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

Fuel Consumption and Diesel Price Impact for Various Field Operations

Custom Fuel price increase, $/gallon
Operation rate* $0.04 $0.50 $0.71 $0.75 $1.00
Increase in custom rate, $/acre
Chiseling $7.96 $0.03 $0.42 $0.60 $0.63 $0.85
Field cultivation $6.27 $0.03 $0.33 $0.47 $0.50 $0.67
Disking $6.84 $0.03 $0.36 $0.52 $0.54 $0.73
Min-till planter $10.29 $0.04 $0.55 $0.78 $0.82 $1.09
No-till drill $10.72 $0.05 $0.57 $0.81 $0.85 $1.14
Sprayer $4.03 $0.02 $0.21 $0.30 $0.32 $0.43
Swather-conditioner $8.90 $0.04 $0.47 $0.67 $0.71 $0.94
Round baler $8.03 $0.03 $0.43 $0.61 $0.64 $0.85
Combine--wheat $14.48 $0.06 $0.77 $1.09 $1.15 $1.54
Combine--soybeans $20.06 $0.09 $1.06 $1.51 $1.60 $2.13
Combine--corn $20.09 $0.09 $1.07 $1.51 $1.60 $2.13

* 2004 state average reported by Kansas Agricultural Statistics
Increase from 2004 = $0.71/gallon, increase from 2000-04 average = $0.98/gallon.

Increase in custom rate 0.4% 5.3% 7.5% 8.0% 10.6% 21




Historical and forecasted natural gas prices during
principal farming months...

Natural Gas Prices

Mar-Oct Natural Gas Price Year-to-year percent change

Year NYMEX US (EIA) Awerage NYMEX US (EIA) Average
2000 $4.04 $3.85 $3.95

2001 $3.69 $3.49 $3.59 -8.6% -9.3% -9.0%
2002 $3.35 $3.12 $3.23 -9.2% -10.7% -10.0%
2003 $5.35 $5.24 $5.30 59.5% 68.2% 63.7%
2004 $5.99 $5.63 $5.81 11.9% 7.5% 9.7%
2005 $8.77 $8.37 $8.57 46.5% 48.6% 47.5%
2006 (F) $9.19 $8.65 &QA 4.8% 3.3% 4.1%
05 - Awy(00-04) $4.28 $4.11 $4.20 95.5% 96.3% 95.9%
06 - Avg(00-04) $4.70 $4.39 $4.55 104.9% 102.9% 103.9%

F = forecast
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Historical and forecasted fertilizer prices during principal
fertilizing months...

Fertilizer Prices (Corn Belt)

Percent of total 40.0% 17.5% 17.5% 20.0% 5.0%  100.0%

Oct-May Fertilizer Price* Year-to-year
Year NH3 (82%) UAN (32%) Urea (46%) -P- -K- Wtd Awg % change
2000 0.136 0.204 0.205 0.211 0.148 0175 -
2001 0.217 0.305 0.272 0.193 0.148 0.234 33.2%
2002 0.141 0.218 0.187 0.201 0.144 0.175 -25.3%
2003 0.195 0.253 0.227 0.209 0.141 0.211 20.7%
2004 0.218 0.290 0.262 0.214 0.141 0.234 10.8%
2005 0.238 0.356 0.322 0.223 0.174 0.267 14.4%
2006 (F) 0.309 0.440 0.351 0.228 0.194 0.318 18.8%
05 - Awg(00-04) $0.057 $0.103 $0.092 $0.017 $0.029 $0.061 29.9%
06 - Avg(00-04) $0.128 $0.186 $0.120 $0.023 $0.050 $0.112 54.4%

* Oct-Dec of previous year (P = average of 10-34-0 and 18-46-0, K = muriate of potash)
F =forecast

06 vs Avg(00-04) 170.4% 173.3% 152.2% 111.2% 134.5% 154.4%

24




Impact of high costs on leases ...

KSU-Lease.xlIs is a tool that can be used to
analyze the impact current costs have on
equitable crop share leases as well as their
cash-rent equivalents

The impact high costs have on leases will
depend on each specific situation due to how
producers change (or not change) production
practices in response to these high prices

= producers should “run their own numbers”

25

Sources of data ...

Crop budgets are designed to follow KSU
Farm Management Guides and thus these

budgets are often a good “first start” at inputs

Machinery costs are based on custom rates

approach (as opposed to investment per acre)

Generally suggest using “average” data as
opposed to farm-specific data, but this will
depend on situation

27




B Microsoft Excel - KSU-Leasp? L e-voix
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(0] Ble Edt View Insert Fon : I
[ Budgets based on 2000-04 costs for energy-related inputs
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[ 2 | CROP BUDGETS SHOWING TOTAL COSTS AND RETURNS Print budgets
3
I Crop/System  Wheat Sorgt Soyb: CornSoyk Sorghum Total Per Per
| 5| Planted acres of each crop Y70 nao” 607 5007 4207 8.0 200.0 Acre Acre
| 6 | Tillable acres per planted acre 1.00 1.00 1.00 1.00 1.00 1.00 2000 Planted Tillable
7
[ 8|  INCOME PER ACRE h
| 5| A vield per acre 48.0 65.0 250 1750 550 1500
10| B, Price per unit $3.25  §220  $565  $2357 5657 8220
[ 11| C.Net government payments $15.00 7 §15.00 7 $1500 $2500 7 $25.00 " $25.00 #4000  $20.00  $20.00
12| D Indemnity payments $0.00  50.00  $0.00  $0.00 $0.00 5000 50 $0.00 5000
[ 13|  E. Miscellaneous income $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0 $0.00 $0.00
12| F.Returnsfacre (AxB)+ C+D +E) $171.00  $158.00 $156.25 $436.25 $335.75 $355.00 $55493  $277.46  $277.46
13
16|  COSTS PER ACRE h
17 | 1. Seed Y8600 $10.33 $3150 45400 $44.0  $17.70 $5,538  $27.69  §27.69
[ 12 | 2. Herbicide 520 25000 1240 30.00 120 2750 3,169 15.85 1585
[ 15 | 3. Insecticide / Fungicide Yo 100 0.00 0.00 0.00 0.00 0.00 73 0.37 0.37
El 4. Fertilizer and Lime Y220 240 900 5570 14.60 4475 6,193 3097 3097
21 | 5. Crop Consulting 0007 0007 0.0 6507 6507  6.50 650 3.25 3.25
E 6. Crop Insurance 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00 0.00
El 7. Drying R K] 0.00 0.00 0.00 0.00 0.00 0 0.00 0.00
Ea 8. Miscellaneous 6007 6007  6.00 900" 9007 9.00 1,500 7.50 7.50
| 25 | 9. Machinery Expense Y6396 5687 4601 7312 4988 79.57 12527 6263 62.63
| 26 | 10. Non-machinery Labor Yo 0o .00 550  10.00 6.50 8.00 1622 8.1 8.1
El . Irigation T 0o 0.00 000 10603 10603 9825 M54 5270 5270
E3 12. Land Charge / Rent 4400 4400 4400 7975 7975 79.75 12375 6188 61.88
[25]  G.SUBTOTAL $160.36  $172.60  $154.41  $424.09  §327.56  $371.02 $54,108 427094  $270.94
| 20 | 13. Interest on 1/2 Nonland Costs 3.67 4.27 3.7 10.32 6.82 8.20 1,248 6.24 6.24
(31| H.TOTAL COSTS $164.04  $176.87  §158.17  $434.42 §334.38  $379.27 $55,436 427718 $277.18
32| T RETURNS OVER COSTS (F-H) $6.96  (¢18.87) (51.67)  $1.83 $1.37 (52422 57 $0.26  $0.78
(33| J.TOTAL COSTS/UNIT (HA) $342  §277  $632  $248 $6.08  §2.53
34| K. RETURNTO TOTAL COST (H) 425% 067%  A.18%  042%  0.41%  6.39% 0.10% _ 0.10% _ 0.10%
E 904 PM_ 01714706 v
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& Microsoft Excel - KSU-Lease2 (MP Co).xls
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36
37
38 TABLE 1. Production Inputs Used for Budgets
3
I ITEM Wheat Sorgh Soyb: Corn_Soyk Sorghum $funit
EN Seeding rate (lbs, seeds, etc) N 75 35 150 30 210 [
| 42 | Seed price, $/unit A $0.08 $2.95 $0.21 $1.80 $0.21 $2.95
| 43| Fertilizer: b
| 44 | 8200 70 50 0 155 0 125 7 §0.19 /b
= N (dry/liguid) 10 10 0 % 0 0T 025
| 46 | P 27 7 20 75 48 55 " $0.20 b
[ 47| K ] ] 0 0 0 0 " $0.15/b \
E3 Lime 500 500 500 500 500 500 " $0.01 /b
4 Herbicide
| 50 | Dryland wheat 5.2 $1.00 /ac 2000-04
ER Dryland sorghum 25 $1.00 /ac averages
| 52 | Dryland soyheans 124 $1.00 /ac
| 53 | RRX
| 54| Irrigated corn 30 $1.00 /ac
EA Irrigated soyheans 11.2 $1.00 /ac
| 56 | Irrigated sorghum 275 $1.00 /ac
| 57 | XX
| 58 | RRX
| 59 | KA
[ 60| Insecticide / Fungicide i
| 6l | Seed treatment 1 $1.00 /ac
| 62 | RRX
| 63 | RRX
| 64 | RRX
[ 65|  Irrigation water, inches/acre h 0 0 0 16 16 147 $235Vin
E Irrigation repairs, $/acre-inch b $0.33 /in
| 67 | Drying cost, $/unit (bu, cwt, etc) $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
68
El
[0 | “
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B Microsoft Excel - KSU-ease? (WP Co).xls

(0] Fle Edt View Insert Format Tooks Data Window Help  Adobe PDF
AN = DEWE T N2 W RN s A R Ne - Y N7 | e B
A70 hd 13
A 8| c [ o T e[ 7 e [ ®w [ 1 [l & T v [ m [w ol

70 b |
El
| 72 | TABLE 2. Machinery and Land Resources Used for Budgets

73
[ 74| ITEM Wheat Serghum Soyhean Corn _Soyhean Sorghum $/unit
| 75 | Drill/Plant, $7acre T $7.35 $10.29 $10.84 $10.55 $10.84 $10.29

76 Tillage and Chemical Applications: *

(77| Chisel 1 0 0 0 ] 0 7 §7.96 jac

| 72 | Disk 1 1} 0 0 0 0 " $684 Jac

EEN| Field cultivate 1 0 0 0 0 0 " 4627 fac

| 20 | Harrow 0 0 0 0 0 0 " $525 /ac

B Anhydrous application 1 1 0 1 0 1 7 4693 fac

| 22 | Fertilizer application o 1 1 1 1 1 7 $383 /ac

| 22 | Herbicide application 1 2 2 2 2 2 7 $403 Jac

| 24 | Insecticide/fungicide application . 1] 1] 1] 1] 0 0 " $402 Jac

85 Harvest

E Base charge, $/acre T O§14.48"  $15.277 $20067 0007 $20.06° $15.27 2004 custom

| 57 | Charge for high yields, $/unit " $0.1367  $0.1357 $0.000° $0.250° $0.0007 $0.135 rates as

| 32 | High yield |- n" 36" 7" 0" %" 36

El Hauling, $7unit " $0.1347  $0.1327  $0.1297 $0.0007 $0.1297  $0.132 reported by

20

EN Non-machinery labor, hriacre h 0.80 0.80 0.55 1.00 0.65 0.80 $10.00 /hr KAS

| 92 | Irrigation labor, hriacre 0.00 0.00 0.00 050" 0507 050 $10.00 /hr

93

| 94 | Average land value, $/acre h $800 $800 7 $B00  $1,450 T $1,450 7 $1,450 b |
| 95| Annual return to land, % 5.50%

| 96 | Interest on capital, % 8.0%

| 97 | Investment, § Salvage

| 98 | Irrigation Equipment h Total $/wetac Years value, %

| 92 | Well, pump and gearhead value $12,000 $120 25 0%

100 | Power unit and meter $4,000 $40 7 0% Print tables

101 | Irrigation system " $45,600 $456 20 0%

[10z] 9:01 PM_ 01714706

105
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1 4 v n[\Intro % Crop budgets / Shares £ Lease budgets / Shestl / AcrestVisids / | < 3l
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Non-irrigated example assumptions ...

e Crop rotation -- 73% wheat, 21% sorghum, and 6%
soybeans (2000-04 average for MP Co)

* Equitably share all fertilizer on all crops (tenant
pays application costs)

 Equitably share herbicide on all crops (tenant
pays application costs)

e Initial analysis is based on 2000-04 fertilizer costs
and 2004 custom rates

 Examined impact on equitable crop share and
cash rent equivalent with increased costs (all else
held constant)

31




B3 Microsoft Excel - KSU-Lease (MP2006).xls

(0] Fle Edt View Insert Format Tooks Data Window Help  Adobe PDF

AN T NEVETE RN A AR W e A PR e

592 hd A& 3%
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79

El ALTERNATIVE METHODS OF ESTIMATING CASH RENT o - |10:57 PM  01/10/06

&l rint cash rent info ‘

E Crop/System Wheat Sorghum Soybean Total Per Per
23 Total tillable acre 1000 Planted Tillahle
84 Planted acres of each crop 73.0 21.0 6.0 100.0 Acre Acre

| 26 | A. Landowner’s COST

| 27 | Land $44.00  $44.00 %4400 $4,400  $44.00  $44.00

28 | Irrigation equipment $0.00 $0.00 $0.00 $0 $0.00 $0.00

%ﬁr Total $44.00  $44.00  $44.00 $4,400  $44.00  $44.00

(B8]

(92| B. Landowner's FQUITABLE SHARE RENT . risk adj factor

| 93 | Total income $171.00  $138.00  $156.25 . $16,739  $167.39  $167.39
94 Landowner's share 33.6% 33.6% 33.6% 4= Equ itable share 33.6% 33.6% 33.6%

| 95 | Landowner's income $57.50  $53.13  $52.54 $5,629  $56.29  $56.29

ES| Landowner operating expense 10.98 16.58 748 1,195 11.95 11.95

[ o7 | Income less operating expense $46.52  $36.55  $45.06 $4,434  $4434  $4434

EA Less risk adjustment 1.40 1.10 135 133 1.33 1.33
E) Cash rent equivalent $45.12 $35.46 $4,301 $43.01 $43.01

iy

[

102 C. Amount tenant CAN AFFORD TO PAY

| 103 | Total income $171.00  $158.00 $156.25 $16,739  $167.39  $167.39

104/ Total operating expense $120.04 $132.87 $114.12 $12,238  $122.38  $122.38
105 Return to land and irr equip $50.96  $25.13  $42.13 $4,501  $45.01  $45.01

| 106 |

I

102 | Comparison of alternative cash rent methods

| 109 | Low $44.00 $25.13 $42.13 $4,301 $43.01 $43.01

110 Average $46.70  $34.86  $43.07 #4401 4401 401

‘Hzl' High $50.96  $44.00  $44.00 $4,501  $45.01  $45.01

115

| 114] Returns ahove all costs (profit) Y696 ($18.87) (%187 $101 $1.01 $1.01
113 |
W 4 » W\ Intro / Crop budgets  Shares ' Lease budgets 4 Shestl / Acresg:vields / | < >

i Draw e g | AutoShapes+ .

Cash-rent equivalent of roughly $44/acre (profit = +$1.01)
%JE”"-.‘ atem

Non-irrigated example summary ...
Equitable

share Cash rent Profit
Base scenario 66.4/33.6 $44.01 +$1.01
Increased
fertilizor COSLS 66.4/33.6 $39.27 -$9.71
Increased fuel 67.9/32.1 $41.25 -$5.28
costs
Increased fuel 67.9/32.1 $36.57 -$16.00
and fert costs ’ ’ ) ’
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Irrigated example assumptions ...

Rotation -- 50% corn, 42% soybeans, and 8% sorghum

Equitably share fertilizer, herbicides, and irrigation
energy (tenant pays all application costs)

Tenant owns center pivot and ¥2 motor, landowner
owns well, pump and gearhead, and 2 motor (tenant
pays 50% of irrigation repairs, landowner 50%)

Initial analysis is based on 2000-04 fertilizer and
irrigation pumping costs and 2004 custom rates

Examined impact on equitable crop share and cash
rent equivalent with increased costs (all else held
constant)

39

Irrigated example summary ...

Equitable

share Cash rent Profit
Base scenario 66.7 /33.3 $91.88 -$0.44
Increased
e i 66.7/33.3 $84.86 -$16.36
Increased 66.7/33.3 $74.26 -$40.39
pumping costs
Increased fuel 67.4132.6 $89.01 -$6.99
costs
Increased 67.4/32.6 $64.51 -$62.86

costs (ALL)
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Impact of high costs on land values ...

KSU-Landbuy.xls is a tool that can be used to
analyze the theoretical impact higher costs
might have on land values in the long-run (i.e.,
assuming high costs persist in the future)

It is important to recognize that numerous
factors impact land values and thus observed
values likely won’t match up with theoretical
expectations
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& Microsoft Excel - KSU-Landbuy (MP Co).xls

i3] Bl Edt Yiew Insert Format Iools Data Window Help  Adohe PDF Type aquestion for help = o B8 X
NEEH SRR s B F9 08T slilMaer e
B3 < A 44
allB [ ¢ o T B [ F T & [ A [ v [ J T K [ [ M [ N [j
Inputs _printroport || oo (refers to notation in Valuing and Buying Farmland publication)
KS KS KS State where land is located (enter as two letter abbreviation, e.g., Kansas = KS)
Crop Waste | Average — Land classification (e.q., cropland, pasture, woods)
0] 160 Ac Enter the acres of each class of land {used to calculate weighted average)
$0] $800] ANV 0  Market price of land, $/acre
0] $800 FP Purchase price (PP -- amount you pay), $/acre

$0.00} $44.00 ar Ag rent-cash or cash equivalent in $/acre today

$0.00 $4.80 Pix Real estate (property) tax in $/acre today
$0.00} $0.00 nR Non-ag rent in $iacre today
30 30 T Time horizon in years land is held ( less than or equal to 100 years)
35%| 35%| 35%)| x Income tax rate {on last dollar of taxable income -- include SE tax if relevant)
15% 15% 15%)| Cie Capital gains tax rate
7.50% 7.50% 7.50% 1] Interest rate on land loans (discount rate)
40.0% 40.0% 40%)| - Percent of purchase price that is financed (only needed for return on equity calculations)
1.50% 0.00%] 1.50% gA Growth rate on ag rent and ag portion of land value (See column G in Guidelines)
0.00% 0.00%] nial g Growth rate on non-ag rent (normally >= inflation rate)

3.50% g Growth rate on total (ag and non-ag) land value {see column | in Guidelines)
1.97%] ohiv Calculated non-ag growth rate on land value

Calculated Qutputs

o e e e e e e .
o] o e 2 2 2 e e o )

4.88% 4.88% 4.88% 4.88% After-tax interest rate on land loans (discount rate)
$25.48| $6.44] $0.00 $25.48 After-tax rent, $/acre (now propertytaxes are removed as well)
$479.07 $113.52 $0.00 $479.07 Discounted value of all future after-tax ag rents
$0.00 $0.00) $0.00 $0.00| Discounted value of all future after-tax non-ag rents
$2,245.43 $082.38 $0.00] $2,245.43 Projected land value in 30 vears, based on market price and ay & non-ag growth
$1,250.46 $471.75 $0.00] $1,250.46 Projected land value in 30 years, based on market price and only ag growth
$212.82] $0.00 $486.45 Discounted value of land sale in 30 years (after capital gains tax)
$283.65 $108.74 $0.00 $283.65 Discounted value of land sale in 30 years (after capital gains tax) -- if only ag growth
( $326.34 $0.00 $965.52 Present value of land purchase
N 205 68%| nia 79%| Ag market value percent implied by non-ag rent an
B82%)| A7%| nal Ag market value percent implied by Ag Rent-to-Valu| —
s1652|  -522.66) .00 $166.52 Present walue less market price Rent = $44.00/acre
$165.52 -$23.66 $0.00 $165.52 Present value less purchase price
8.94% 7.03% nial 8.94% — Approximate pre-tax rate of return on assets f
E B.BU"/ﬂ 6.72“/3 niaj Q.QU“El Approximate pre-tax rate of return on equity PVL $966/ac r e

7
W« % W Intro . KSU-Landbuy { Guideines / |< >




B Microsoft Excel - KSU-Landbuy (MP Co).xls

0] Fle Edt View Insert Format Tooks Data Window Help  Adobe PDF Type a question for help
AEN=N REWENI= RN N NN RS A R RN R TR N Y |
BB hd & 366

SR - S T - A I T S O T
| 2 | Inputs m Lahel {refers to rotation in Vaiuing and Buying Farmiand publication)
| 3 | KS KS KS State where land is located (enter as two letter abbreviation, e.g., Kansas = KS)
L Crop aste Average e Land classification (e.g., cropland, pasture, woods)
| 5 | 0] 160 Ac Enter the acres of each class of land {used to calculate weighted average)
| & | 0] $800] AV_0  Market price of land, $/acre
| 7 | $0] $800| PP Purchase price (PP -- amount you pay), $/acre
| & | ( $0.00] $36.50 ar Ag rent--cash or cash equivalent in $iacre today
EN $0.00} $4.80 Pix Real estate (property) tax in $/acre today
| 10 | $0.00] $0.00 nR Mon-ag rent in $iacre today
l 30 30 T Time horizon in years land is held { less than or equal to 100 years)
| 12 | 358 358 35%| Jbe Income tax rate {on last dollar of taxable income -- include SE tax if relevant)
| 13| 15%)] 15%| 15% Cix Capital gains tax rate
| 14 | 7.50% 7.50% 7.50% 1] Interest rate on land loans {discount rate)
ﬂ 40.0% 40.0% 40%)| - Percent of purchase price that is financed (onhy needed for return on equity calculations)
| 16 | 1.50%| 0.00%} 1.50% gA Growth rate on ag rent and ag portion of land value {(see column G in Guidelines)
| 17 | 0.00%| 0.00%] nja o Growth rate on non-ag rent (normally >= inflation rate)
ﬂ 3.50% 0.00%} 3.50% [ Growth rate on total {ag and non-ag) land value {see column | in Guidelines)
718_ 197%] oNv  Calculated non-ag growth rate on land value
| 21 | Calculated Qutputs
| 22 | 4.88% 4.88% 4.88% 4.88%) J(1-4x) After-tax interest rate on land loans (discount rate)
|23 | $20.61 $6.44) $0.00 $20.61 After-tax rent, $iacre (now propertytaxes are removed as well)
E3 $387.41]  $113.52 $0.00] $387.41] PVRA  Discounted value of all future after tax ag rents
| 25 | $0.00 $0.00) $0.00 $0.00] PVRN  Discounted value of all future after-tax non-ag rents
A $2,245.43 $982.38 $0.00] $2,245.43| E— Projected land value in 30 years, based on market price and ag & non-ag growth
| 27 | $1,250.45) $471.75 $0.00| $1,250.46 ———- Projected land value in 30 years, based on market price and only ag growth
| 25 | )‘Eﬁ& $212.82 $0.00] $486.45 PVS Discounted value of land sale in 30 years (after capital gains tax)
|29 | $283.65| $108.74 $0.00 $283.65 PVSA Discounted value of land sale in 30 years (after capital gains tax) — if only ag yrowth
| 30 | ( $873.86 ) $326.34 $0.00] $873.86) PVL Present value of land purchase
| 31 | 68%) nia| T Ag market value percent implied by non-ag rent an

32 66%, 47% nfal - Ag market value percent implied by Ag Rent-to-Valul —_
Ed $73.06| 2366 s0.00]  $73.86 Present value less market price Rent = $36.50/acre
| 34 | $73.86 -$23.66| $0.00| $73.86 - Present value less purchase price

3 8.14% 7.03% niaj 8.14% e Approximate pre-tax rate of return on assets =
E B8.57% 6.72% nial 8.57% Approximate pre-tax rate of return on equity PVL $874/ac r e

37
Eonl A
W 4+ nfyIntro % KSU-Landbuy { Guidsines / |< >
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Summary ...

High diesel fuel prices will impact returns, but they
have relatively minor impact on equitable crop share
percentages

Crop share tenants will not be impacted nearly as
much as those cash renting (assuming fertilizer and
irrigation pumping expenses are being shared)

Producers cash renting need to negotiate with
landowners to see if they will help “share the pain”
(likewise for crop share tenants not sharing fertilizer
or irrigation pumping costs)
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Summary ...

Producers need to “do their homework” so as to
understand the numbers before talking to landowner(s)

Tenants need to think long-term when negotiating with
landowners

-- Impact of losing or giving up land?

-- Have “good times” been shared?

Good landlord/tenant communications will be critical as
we go through these tough economic times

Impact of higher costs on land values will depend on
expectations about future costs as well as other factors
that affect land market
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3 AgManager: Providing Agricultural Economic Information on Crops, Livestack, Marketing and Outlo - Microsoft Internet Explorer

© Fie Edt View Favorites Tools Hel ar

C Qeak - O - [ G Psearch SrFavoes @ (3 B (O] - D) B R addess (€] betpsifuwn agmanager infof v

about  contributars  useful links  site map

Site Updates

A Website Providing Information
= Agribusiness and Tools For The Competitive Business Modiiving Fertilizer Recs to Reffect Price
~ Crops December 2, 2005 hy Hastens of al.

v Energy Prices Impact of Energy Prices on KS Farm Costs
~ Farm Management

~ Human Resources

Decemier 2, 2005 by Dhuyvstter st 2l.
Livestock and Hay Charts
Decempar 2, 2008 ay Jir IWnter
Updated Cattle Databases
Decerber 2, 2006 by dia Mited

Updated Crop Basis Tool
December 1, 2008 by Meuin Diuryueter

Monthiy NH3 and Diesel Price Forecasts
Mevember 30, 2006 by Kevin Dhuy vetier

{n The Cattie Matkets

i wstrier 28, 2003 by din Ateti 0

The U.S. Ethanol Industry

Mgventder 23, 2003 by Druyuetter et 21,

Livestock Farm Management Update
AMowember 18, 2006 by Aod Jones

Crop Basis Maps
- Aioventher 18, 2008, by Kevin Dhuyveter
t I O n S; > JI Livestock Risk Protection
H Aguerrher 17, 2008 hy Divuyvetter snd Mirtert

Grain Outlook
(et D B s Nowembar 17, 2006 by Mike Woolveriar

Cost Comparison of Silage Storage Allernatives
Analysis and Strategic Thinking Miowerber 8, 2008 hy Dirwyettter et al.

~ income Tax & Law
~ Livestock & Meat

~ Policy

~ Ag Econ News

~ Contributors

~ Programs

~ Sponsors

~ Upcoming Evenis

Contact Us: Department of Agricultural Economics 342, Waters Hall, Manhattan, KS 66506 (785) 532-6822

Department of Agricultural Economics Caollege of Agriculture
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