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Suggested expected ag growth rate = 2.75% (but if ethanol continues . . . ?)
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KS non-irrigated crop land rent; 1967-2007
1967-2007:  avg growth = 3.12%;  geo growth = 2.91%
1988-2007:  avg growth = 1.63%;  geo growth = 1.55%
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NE non-irrigated crop land rent; 1967-2007
1967-2007:  avg growth = 4.80%;  geo growth = 4.52%
1988-2007:  avg growth = 2.78%;  geo growth = 2.60%
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Suggested expected ag growth rate = 4.30% (but if ethanol continues . . . ?)
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KS pasture land land rent; 1967-2007
1967-2007:  avg growth = 2.89%;  geo growth = 2.65%
1988-2007:  avg growth = 1.20%;  geo growth = 1.09%
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Suggested expected ag growth rate = 2.50% (but if ethanol continues . . . ?)
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1967-2007:  avg growth = 2.87%;  geo growth = 2.32%
1988-2007:  avg growth = 1.36%;  geo growth = 1.09%
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Suggested expected ag growth rate = 2.50% (but if ethanol continues . . . ?)
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Impact of high commodity 
prices on rental rates
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Kansas Monthly Grain Prices
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Source:  Kansas Agricultural Statistics

Crop prices are strong by historical standards…

It’s not just corn! 58
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Kansas Monthly Hay Prices
Source: Kansas Agricultural Statistics

Strength in crop markets impacts hay prices…

It’s not just grains! 
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Harvest (CBT-Z) futures for corn, 1982-2010
harvest in October; 07-10 based on futures prices 08/03/2007

07-10 average is 60% above 82-06 average

How long will strong prices stick around?
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Harvest (CBT-Z) futures for soybeans, 1982-2009
harvest in October; 07-09 based on futures prices 08/03/2007

07-09 average is 49% above 82-06 average

How long will strong prices stick around?
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Harvest (KBT-N) futures for hard red winter wheat, 1982-2009
harvest in June; 07-09 based on futures prices 08/03/2007

07-09 average is 60% above 82-06 average

How long will strong prices stick around?
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Ethanol Profitability…
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If mothballing costs are high, effective breakeven prices are higher
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Impact of high costs and prices on leases …

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

How leases are impacted by current conditions  
depends on how producers change (or not 
change) production practices in response to 
these high prices and costs

producers should “run their own numbers”
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Using “KSU-Lease.xls” to determine 
equitable crop share and cash leases …

Information/data required:
1. Crop rotation/mix
2. Income information
3. Production inputs
4. Machinery costs
5. Land value
6. Irrigation equipment
---------------------------------
7. Contributor of input
8. Risk adjustment
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Methods of establishing cash rent values …

• Crop share equivalent (adjusted for risk)
- Converts equitable crop share rent to an 

expected dollar amount per acre

• Landowner’s cost
- Based on the premise of landowner’s 

continuing to receive comparable returns to 
what has been received in the past

• Amount tenant can afford to pay
- Residual approach – after tenant pays all 

expenses, whatever income is left represents 
cash rent
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Level of complexity …

• KSU-Lease is extremely flexible and can be 
used to generate leases with terms that are 
quite simple to extremely complex

• For example equitable percentages for …
-- net share lease (i.e., no inputs shared)
-- fertilizer shared equitably (i.e., same % as income)
-- fertilizer shared equitably, herbicides shared in 

some other proportion
-- different inputs shared differently for each crop
-- combination of crop share and cash rent
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KAS surveyed market rates (released this week) …

KAS report

2006 2007 % chg

Non-irrigated 39.00 41.00 5.1

Irrigated 74.00 82.00 10.8

Pasture 13.70 14.50 5.8
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• Impact of adopting new technologies

• Cash renting

• “Non-traditional” leases
-- Net share rent

-- Flexible cash rent

-- Bushel rent

-- Combination cash/cropshare

In recent years, the majority of leasing 
questions received pertain to:

… while current “hot topic” is slightly different, 
method of addressing questions has not changed.
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Landowner/producer risk-return tradeoff
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leases fall on this line?
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Landowner/producer risk-return tradeoff
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Landowner/producer risk-return tradeoff
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Looking at the ethanol impact 
on rents and land values in a 

slightly different fashion
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Relationship between yields and crop prices 
and rents and land values (1950-2006)

0.990.71Price (1% change)

0.770.70Yield (1% change)

Value (% change)Rent (% change)
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• $980/ac land growing at 4% per year

• $41/ac rent growing at 2.75% per year

• Corn price ($2.40/bu) growing at 1.3% per year

• Corn yield growing at 2.5% per year

• Real estate taxes at 0.4% of market value

• 50% leverage

• 7% interest

• 30-year land ownership horizon

Baseline (no ethanol) assumptions…
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• Scenario 1 – Baseline

• Scenario 2 – Ethanol comes and disappears

• Scenario 3 – Ethanol comes and stays

Alternative scenaios considered …
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Cash rent
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Land value
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Debt position
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Leverage position
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Return on assets (ROA) and return on equity (ROE)
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Debt and leverage positions -- ethanol disappears
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ROA = 5.42% and ROE = 3.84% (compared to 9.35% and 11.70%)

Coming three years late to the game…
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Debt and leverage positions -- ethanol stays
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Coming three years late to the game…
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Return on assets (ROA) and return on equity (ROE)
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Part 2 Closing Thoughts
• Ethanol is inducing higher crop prices and it 

looks like they’ll be around for awhile
• Higher crop prices have the potential to 

substantially increase rental rates
• There is considerable interest in non-

traditional rental arrangements
– RUN THE NUMBERS!

• If ethanol goes away in a few years it’s not 
the end of the world
. . . unless you’re late to the game
. . . AND you’re highly leveraged
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Questions?
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