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Introduction

What are the conditions that are facing production agriculture?

What trends exist over the recent years?

Policy makers and analysts will be asking themselves these questions and several
more when they begin to debate what concepts are most appropriate to include in the
2007 Farm Bill.

External forces such as wars and supply disruptions in oil imports, or even
hurricanes and massive rebuilding projects, are not factors we can accurately predict in
regards to their impact on input prices or Federal budgets that will affect the caps placed
on farm program spending. Even the challenges and uncertainty of future agreements
under the World Trade Organization leave plenty of room for speculation regarding the
future “allowable” funding levels of various payment types. What we are able to identify
are the recent aggregate cost and revenue streams and trends that have established the
existing framework of an agricultural economy that will serve as our foundation into the
future come whatever external drivers emerge.

In this paper we will examine highlights of five year revenue and expense trends

for Kansas producers by crop and region-of-state leading up to Farm Bill passage (2001 -

2005) to explore impacts that are being felt and needs those producers may have.



Costs

Much of the media attention in recent years has been focused on the prices of
petroleum and other energy forms. In December of 2005, Dhuyvetter, Funk, Kastens,
and Langemeier analyzed the expected impact on KFMA Farms of energy price increases
for the components of an Energy Expense Complex (EEC). The EEC was comprised of
the KFMA expense categories of: Fertilizer, Gas-Fuel-Oil, and Irrigation Energy
(where appropriate). At that time, the estimated increase in costs per dryland acre in the
KFMA Summary from 2004 to 2005 was $6.33 due to expected prices of EEC
components. $34.15 was the expected rise in per irrigated acre costs from 2004 to 2005.
Irrigated Crop Farms

Prices for energy and several production agriculture inputs that are dependent on
petroleum or other energy-based components soared in 2005. The impacts were
especially noticeable in Kansas on irrigated crop farms. Total farm outlays for more
energy sensitive expenses for the years 2003, 2004, and 2005 are summarized in Table 1
from summary data collected on farms categorized as Irrigated Crop Farms in the Kansas
Farm Management Association (KFMA).

It is important to note that the increases in the whole farm expenditures are not
purely the result of the increased energy prices in 2005. As illustrated in Table 2,
significant changes occurred in the number of crop acres for Irrigated Crop Farms. The
increased acreage in these farms contributed significantly to overall expenses.

While the total crop acres for the farms classified as Irrigated Crop Farms
decreased from 2003 to 2004, the total increased significantly in 2005. Considering that

the average number of Total Crop Acres decreased by 7.2% from 2003 to 2004, the



increase in whole farm EEC expenditures by 9.6% for the Irrigated Crop Farms
demonstrates a marked increase in overall energy expenses.

Table 3 contains the cost per crop acre, or irrigated crop acre in the case of
irrigation energy, for the energy intensive expense categories for Irrigated Crop Farms in
the KFMA Summary from 2003 to 2005.

Summing the per crop acre charges for Fertilizer, Gas-Fuel-Oil, and the per
irrigated crop acre expenses for irrigation energy; the Energy Expense Complex per acre
for the 2005 Summary of Irrigated Crop Farms was $98.46. This represented a rise of
$10.04, an 11.4% increase above the average EEC in 2004 for irrigated crop farms. This
came on the heels of a $9.54 increase from 2003 to 2004, an increase of 12.1%.

Dryland Crop Farms

A paper by Langemeier, Funk, and Weeden examining KFMA Dryland Crop
Farms with continuous data from 2003 to 2005 showed that crop production cost on a per
acre basis increased $8.69 from 2002 to 2003, $8.49 from 2003 to 2004, and $14.97 from
2004 to 2005. These represented respective increases of 8.27%, 7.46%, and 12.24%.

In 2005, 56% of the increase in crop production cost per acre above 2004 was
attributed to increases in energy related expenses. A rise in energy related expenses
increased per acre cost by $8.36 in 2005 and $15.46 from 2002 to 2005.

Year-over-year increases in energy related expenses per acre for the farms in this
analysis were 16.56% from 2002 to 2003, 12.25% from 2003 to 2004, and 27.76% from

2004 to 2005.



Revenues

Incomes from the primary crops across Kansas have varied widely. Exceptionally
high yields for dryland corn in the fall of 2004 in the eastern portions of the state [See
Chart 1] and drought conditions that have impacted several areas — most notably western
Kansas — are testaments to the dramatic variability that has been found in Kansas yields
and in turn, revenues. Potentially more revealing of weather impacts than looking at
crops on a statewide basis, is to look at the net farm income figures for the Northwest
region of the state for 2002 and 2003 in Table 14. A greater than $60,000 jump in net
farm income is indeed dramatic.

Livestock continue to be a major portion of the income for the average farm in the
KFMA. However, while the gross income from livestock has increased from 2001 to
2005, the average percentage of the value of farm production represented by livestock has
decreased in five of the six KFMA regions. [See Tables 4 and 5.]

Table 6 relates the planted acreages and percentage change from the prior year for
selected crop in Kansas. While no one should dispute that wheat is still the dominant
crop in Kansas for total acreage, crop mixes that have been changing in regions of the
state as practices and varieties have allowed for diversification of production. The impact
of fall crops (primarily corn, grain sorghum, and soybeans) was evident in 2004 with
strong yields across the eastern portions of Kansas. Table 7 demonstrates the strong
showing these crops had in 2004 with the levels of gross income exceeding variable costs
per acre. Even in the areas of the state where wheat is the predominant crop, fall crops
have found their way into the mix with varied economic results.

Admittedly there are production factors such as weather expectations, cost of

inputs, and rotations to consider in planting decisions other than historical financial



performance. Three of the past five years corn has had a higher margin between gross
income and variable costs than wheat. However, only in 2004 was the return to labor and
management higher for corn than for wheat in the statewide averages. [See Table 8.]
Wheat is the only crop of those included in Table 8 that showed a positive return to labor
and management for each of the years 2001 to 2005.

Soybeans have been fairly strong as a rotational crop considering returns to labor
and management and gross income in excess of variable costs from 2001 to 2005 with the
exception of negative returns to management and labor in 2002. Over the five years
examined in this paper, soybean yields per acre have been at 23 bushels twice (2002 and
2003). The high year for production average statewide was 2004 at 41 bushels/acre.

Grain Sorghum acres have dropped sharply during the 2001 to 2005 time span.
Tolerance for drier conditions and traditional utilization in crop mixes and diversified
operations have contributed to the place grain sorghum holds in Kansas agriculture.
Ethanol facilities in the state may well impact grain sorghum production as well as corn
production — or even wheat. According to the Kansas Ethanol Homepage®* grain sorghum
or corn can be readily interchanged as feedstock for ethanol plants with Kansas
producing more of the biofuel with grain sorghum than with corn.

Although a minor crop in Kansas when considering total crop acres, cotton
showed the largest percentage increase in planted acres from 2001 until 2005;
the last two years in that range showed considerable decreases as seen in Table 6.
However, acres planted to cotton in 2006 are up to 100,000 according to USDA-NASS -
a 150% increase. Nearly 8% of the cotton acres planted in Kansas in 2006 were

represented in the KFMA data. With revenue exceeding variable costs per acre by

! http://www.ksgrains.com/ethanol/



$124.87 and the return to labor and management at $60.18 being the highest for any crop
enterprise in the KFMA summary, the growth in cotton acres where it is feasible in
Kansas is not unexpected. It should be noted that growing cotton is not without risks and
changes in federal crop insurance programs and safety nets are a vital concern for cotton
producers.

Looking across the statewide averages and regional summaries from the Kansas
Farm Management Association, especially comparing operations in the top quartile for
net farm income with operations in the lower quartile, there are vast differences in the
profitability of these operations and their efficiency in the utilization of resources —
notably in the asset turnover ratio. While the farms with higher net farm income (NFI)
do not necessarily have lower per acre costs in any one particular area, the strength they
generally display is in the much higher value of gross crop value when compared with
lower NFI operations.

When considering the financial condition of producers, the area of debt
management is also important. Policy makers and analysts will be looking into the
“capacity” of farms and ranches to absorb losses and obtain credit throughout the coming
years. Typically growth will be financed with a combination of equity capital and debt.
Undoubtedly, those two growth facilitators must be considered and managed
appropriately according to one’s risk outlook, abilities, and resource capacity.

Credit

Measuring the current ratio (current ratio = current assets/current liabilities)
provides us a look at the liquidity of agricultural operations. The average current ratio for
farms across the six Farm Management Associations rose from January 1, 2005 to

December 31, 2005 from 2.37 to 2.41. This change resulted from an increase in current



assets of $20,644 while current liabilities increased by $6,535. During the 2001 to 2005
timeframe, the current ratio has generally improved with some moderate movements up
and down. For the average of all farms statewide, it has remained in a range considered
adequate by many above 2.0.

In contrast, the statewide average for farms in the lower quartile by net farm
income was only above 2.0 once in 2003 when the number reached 2.02. This group
ended up at 1.78 at the end of 2005.

Not all farms in the lower net farm income quartile of the KFMA Summary in
2005 had a less-liquid position indicated by their current ratio when compared to farms
with higher average net farm incomes. As can be seen in Chart 4, the lower quartile of
farms in the Northeast KFMA Summary had a markedly higher current ratio than the top
net farm income quartile in that region. This group of farms also had a lower debt-to-
asset ratio than the higher net farm income quartiles.

The debt-to-asset ratio (debt-to-asset ratio = total debts/total liabilities)
providing us a glimpse at solvency levels was at 0.30 on average for the farms in the
2005 KFMA summary the beginning and end of 2005. This was a decrease from the year
prior when the December 31, 2004 debt-to-asset ratio for the farms in the KFMA
summary that year averaged 0.33. It is important to note that in 2005 the land values for
farms in the KFMA Program were adjusted to reflect more current levels. Land is
revalued every five years in the KFMA Program to allow for operating impacts to be
reflected more in the financial records. The land values are adjusted at the beginning of
the year so as to not skew the single year analysis more than necessary. Apart from the
land adjustments at the beginning of the year, total assets increased $44,841 while total

liabilities increased $13,157 on average from January 1 to December 31 of 2005.



In general, statewide averages of the debt-to-asset ratio for each group of farms
separated by net farm income trended lower or held steady.

A balance between cash flow, growth, and financial liquidity and solvency must
be considered. It is important to note that some operations will seek to expand or utilize
their asset base to seek other investment opportunities and the “risk” some see with
leveraging their assets is seen as more of an opportunity to others.

Summary

The energy price concerns of recent years are reflected in the substantial increases
in energy related costs for Kansas producers. Double-digit percentage increases in
Energy Expense Complex components have dramatically affected profitability on farms.
Coupled with large swings in yields for major Kansas crops, there has been significant
variability in the profitability for the “average” Kansas farmer.

As producers look to diversify their investment portfolio, ethanol production
appears poised to be a vehicle of choice for many. The expansion of biofuels may well
offer opportunities for grain producers in Kansas, while at the same time offering new
opportunities and challenges to livestock producers.

Evaluating financial conditions for the average Kansas farm statewide can be a
difficult task given the variability around the average. Looking at financial ratios on the
average, farms appear well-healed to move forward into the future. However, with
dramatic variability always possible, conditions can change suddenly and harshly.
Policies in the future must address the need for a safety net for Kansas producers to allow
them to weather financial storms and regain their footing in order to pull themselves onto

solid ground.



Table 1. Energy intensive expenses from 2003 to 2005 for Irrigated Crop Farms.

Percent Increase (Decrease)
From Prior Year
Expense Category 2003 2004 2005 '03-'04 '04-'05
Fertilizer $35,434 | $39,511 | $53,276 11.5% 34.8%
Gas-Fuel-Oll $16,716 | $19,285 | $25,412 15.4% 31.8%
Irrigation Energy (Per Irr. Acre) $39,438 | $41,602 | $49,341 5.5% 18.6%
Herbicides $26,957 | $28,415 | $34,944 5.4% 23.0%

Source: 2003-2005 Kansas Farm Management Association Summary Data

Table 2. Total Crop Acres, Irrigated Crop Acres and Non-Irrigated Crop Acres for Irrigated Crop

Farms in the KFMA Summary.

Percent Increase (Decrease)
From Prior Year
2003 2004 2005 '03-'04 '04-'05
Total Crop Acres 1520 1411 1659 -7.2% 17.6%
Irrigated Crop Acres 885 890 967 0.6% 8.7%
Non-Irrigated Crop Acres 687 668 723 -2.8% 8.2%

Source: 2003-2005 Kansas Farm Management Association Summary Data

Table 3. Per crop acre costs for energy intensive expense categories Irrigated Crop Farms.

Percent Increase (Decrease)
From Prior Year
Expense Category 2003 2004 2005 '03-'04 '04-'05
Fertilizer $23.31 $28.00 $32.11 20.1% 14.7%
Gas-Fuel-Oil $11.00 $13.67 $15.32 24.3% 12.1%
Irrigation Energy (Per Irr. Acre) $44.56 $46.74 $51.02 4.9% 9.2%
Herbicides $17.73 $20.14 $21.06 13.6% 4.6%

Source: 2003-2005 Kansas Farm Management Association Summary Data

Table 4. Average Livestock Income per Farm.

2001 2002 2003 2004 2005
Statewide $44,712 $44,717 $55,650 $70,261 $77,765
NE $75,974 $49,806 $56,451 $61,508 $82,572
SE $61,758 $62,619 $81,613 $99,007 $106,811
NC $53,945 $49,904 $64,321 $80,228  $91,840
SC $24,877 $27,569 $34,663 $34,010 $29,835
NW $30,992 $27,513 $36,386 $50,262  $52,889
SW $23,839  $17,775 $25,333  $36,812  $45,427

Source: 2001-2005 Kansas Farm Management Association Summary Data

Table 5. Livestock Income as a Percent of Value of Farm Production.

2001 2002 2003 2004 2005
Statewide 34.4% 20.8% 22.5% 23.2% 26.5%
NE 41.7% 24.1% 31.4% 28.8% 30.7%
SE 50.2% 29.7% 29.5% 33.4% 34.9%
NC 46.4% 27.9% 28.8% 28.4% 33.3%
SC 18.6% 11.6% 12.8% 14.0% 13.1%
NW 22.1% 12.1% 13.3% 13.4% 17.3%
SW 13.3% 10.3% 9.0% 10.4% 15.8%

Source: 2001-2005 Kansas Farm Management Association Summary Data




Table 6. Planted Acres and Change from Previous Year.

Planted Acres(Thousands of Acres) / Increase (Decrease) from Previous Year

Planted Acres

2001 2002 2003 2004 2005 '01-'05 Change
Corn 3,450 0.0% 3,250 -5.8% 2,900 -10.8% 3,100 6.9% 3,650 17.7% 5.8%
Soybeans 2,850 -3.4% 2,750 -3.5% 2,600 -55% 2,800 7.7% 2,900 3.6% 1.8%
\Wheat 9,800 0.0%| 9,700 -1.0%| 10,500 8.2%| 10,000 -4.8% 10,000 0.0%) 2.0%
Cotton 41 1.3% 80 97.5% 90 12.5% 85 -5.6% 74 -12.9% 82.7%
Grain Sorghum 4,000 14.3% 3,800 -5.0% 3,550 -6.6% 3,200 -9.9%| 2,750 -14.1% -31.3%
All Crops 23,903 4.0%| 23,217 -2.9%| 23,237 0.1%| 22,854 -1.6% 22,711 -0.6% -5.0%
Source: USDA-NASS Website
Table 7. Gross Income — Variable Costs Per Acre.

Gross Income - Variable Costs Per Acre Average

2001 2002 2003 2004 2005 2001-2005
Corn $58.61 $36.37 $38.71 $106.70 $49.49 $57.98
Soybeans $50.31 $22.47 $63.19 $89.88 $74.15 $60.00
Wheat $41.46 $43.64 $69.89 $38.82 $33.62 $45.49
Grain Sorghum $27.14 $32.24 $15.19 $47.99 $16.56 $27.82
Source: 2001-2005 Kansas Farm Management Association Summary Data
Table 8. Return to Labor and Management / Acre.

Return to Labor and Management / Acre Average

2001 2002 2003 2004 2005 2001-2005
Corn $19.27 -$1.96 -$3.62 $52.36 -$1.10 $12.99
Soybeans $24.62 -$3.57 $33.61 $48.18 $37.25 $28.02
Wheat $21.79 $22.78 $45.47 $15.78 $9.12 $22.99
Grain Sorghum $4.95 $10.23 -$6.54 $19.40 -$11.47 $3.31

Source: 2001-2005 Kansas Farm Management Association Summary Data
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Chart 1. Kansas Average Corn Yields, 1996 — 2005.
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Source: 1996-2005 Kansas Farm Management Association Summary Data; USDA-NASS Website

Chart 2. Per Acre Dryland Corn Revenue, Variable Cost, and (Rev. — VC).
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Source: 1996-2005 Kansas Farm Management Association Summary Data
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Chart 3. Yields for Selected Crops 2001 — 2005 as a Percent of 2001.
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Chart 4. KFMA-NE Current Ratio for Average, Top-Quartile, and Low-Quartile farms by Net

Farm Income from 2001 to 2005.
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Source: 2001-2005 Kansas Farm Management Association Summary Data
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