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Cash rent is
the agreement
of choice as
landowners
demand higher
rates. But
relationships
can still play

a part in who
farms the land.

BY KURT LAWTON

MANAGEMENT

Red Hot Leases .

heghly charged markerplace s making

crop shares a refic of the past. In

b, pward of TH% of leases

are iow cash rents, Bof trying oo
quanbly EXACT AMINCE EIOWeEs Are Paying
ot bamdowners are receving) i like asking bor
the keys o Fort Koo,

Everv prower and landomamer we radked to
poar this seory would not divalge speahic cash
vents paid or chevged, citing the conpeitive
landscape for farmband.

“They want o koo what others are
patving, bur they don't necessanly want others
to know what they're pavang,” savs Towa Srae
University ag economist William BEdward,
who heads up one of the few anonyimous
cash-rent surveys in the Midwest,

Umie factor doving this “mom’s the word”
comperitive approach 15 the climbing rents—
and the hage renge of rens heing paid:

S 200 lowa survey [960 respondents|
shiveeed that, om average, rental fares climbied
L3t 20'%, which s che biggest onevear
increase simsde e began asking in 1994,
Edwards says, “And that's on mp.of the sseond
bipgest imerense of 3 e 10% lase year™
HUGE REMTAL RANGE. The chart {see page
B-X) shorars cash-rene averages in fowa over
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the past five years: Other Midwestern stares
have experienced similar mereases, Bor the
chart anly shows @ poroon of the story,

High-qualiey lend in 2008 rented tor an
average of $210 per acre in Llowa, with 30
CoURties repoTong at feast one rate ol more
than 3300 Thighest was 53751 More than 45
counties (45% of Towa) reposred ar least one
rental eare-of 5275 and higher. And the range
within a county for high-guality lznd can
ey b move than £150 per acre

Edwards savs this wide range reflecrs the
pncertainty-over-grain prices, “which 1s really
whar's driving rent these days. But the ocher
aspect,” he continues, “where growers are
paving lower rakes s olten due 1o [ong-term
refatiomships where perhaps fandlords don’t
gep the need o tie rentas closely 1o current
Bran prices,

*That's becapse they zet-other benehirs
beyomd the money,™ Edwards savs,
YOUNG FARMER TOUTS RELATIONSHIPS.
With prime cencral fowa farmiband remis
screaming upward Last winter oward $300
an acre, you'd think voung farmers wonid
run fascin the orher directon. Bur nor Dave
and Fanda Melson

[rave's past experence working for
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Momzante selling Rounsdup agsinst geneTc compeimss
gave himevaluable maght into differentiation
marketing. He parlayed that intm reasonable rents as the
Melsons began their second year of fuming in 2008.

“Then: wasn't enough room m my parents’ Fore
Dodpe-arsa operaton, soowe implemented a plan o
start acquiring our own acres. And [ wasn't pust going
to pay top cash renr o acquire Land becanse thar
doesn't st the stage for a sustainable-and profitable
lease areangement for both wnant and landowner,”
Drave says, “The mraits 1 want o share with landowners
AFE O COMITILMEALRTS, trust, business relatonships,
mutaal long-renm goals and increased net income for
both pavties,”

THE HUMAM APPROACH. S0 the Nelsons crafred a
resumie brochure in 2006, then implemented thels
lensng stategy—which had nothing to do with
flexing prices or vields. It muvolved selling thear
personal dreams and farming/business practices,

Chver the pas teed years, the Melsons have shared
plieir business approach and brochure with facm
managess, ag loan officers, older farmers nearing
retiveinent, séed dealers, elevator managers and a few
larger landowniers,

The couple efforts are just beginnimg to pay off,
“Wie hag a substantial mumber of aores come m us—
landewners looking for new tenants, Granted, most of
these Iandowners decided ropuissue higher cash rents;
Thankfully, we were fortunate o end wp with abouar
10% of those acres, plus some cncouraging signs for
the forare,” Melson says.

HOT MIDWEST COMPETITION. Jirn Fareell, president
andd CEQ of Farmers Manonal Company thar marages
maore than 3,700 fiems (1.3 million acres] in 20 sates,
has been surprised at the groweh of cash rent amd the
number of growers YVing 1 oot more land.

bows Farmers Do and Fonda Malson, with children Tyson and Morgan, seek
A busmness refationship that benefils both partses whan negoflatng bases,

“There kas been a big incvease in cash-réne eases m
ehe pasc epght oo 1 vears, We've seen o buge merease in
lerwea, aml cash rents ane spreading west inmo Nebraska
and east into losms, Indiana and Ohie™ Farrell s,

Fortunately for Southern farmers, they are not
tacing the same level of land competinon, *We
have much kawer lind oornover and more long-term
refaricnships berween farmers and landowners here in
the Med-South,” says Bill shannon, farm manager for
Farmers Mational m Jomesboro, Ack.

“Crop-share leases [some of which have shared
input coses| st comprise the bulle of agreements
because the landowner has betver income potential,
but wich less risk o the farmer,” continues Shannon.

“ e o our more common deooghe nisks and crops
sich as corpon and rice, which have higher input costs
compared 1o the Midwest crops, growers will not pay
high cash renes with the nsk of not making a crop.

“Whereas 3175 per acre would:be considered & heeh
cash rent, landowners may recewe more than 53(H) per
acre with excellent vields under a crop-share lease,”
adds Shannon.

But with: prime Midwes land prices blowing past
$5,000 and 36,000 per acve, most landowners realize
they deserwe higher rent to help pay tor hegher land
raxes, However, growers we talked o for this story
were quick mo point-out the added rsks they o
in skyrocketing fertilizer, seed, fuel costs and the
inabilicy o lock in future crop sales,

Sall, most said they are looking for more land to k=ase
and are willing to-pay higher cash rents 1o gee i,
GREAT RISK, HIGHER PROFIT. Whar is rruly fueling
this land jump—Ilike in the late 19 705—i% gross
revenue, moving faster than a speeding buller (sorry,
Superman). *This revenue has morally changed the
tenane-bandlord dynamics in corn, soybean and wheart
country,” savs ag banker Kenr Thicsse, who works bor
MinnStar Bank i Lake Crysral, Minn,

“For example, i 2006, grven 170-bushel com,
growers were looking at $400 m 5500 per acre with
government payments. Now, they're probably looking
ac $R0O to $1,000 per acre in gross revenue,” he says.

“Bur for landowners who no longer hve i che tarm
commumiy where they own ehe fand, they often don't
understand thae the input costs for fertilizer, fuel and
seed have goie uip dramarically, Those costs have
moved the break-even poice bar for com vp m around
53.25 per bushel or more, compared to about 52 a
bushel in 2008, says Thicsse.

LANDOWNERS ARE HUMAN TOO. Fortunately, many
retived Farmer landowners still remember the lare
19705 and the srhsequent land value crash by the
mikd-1980s that forced some friends and neighbors
give up the life they loved.
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“| work with o loe of landowners who are canfisis
abour perting o carned away with mising land
rental pares toomich; they know che costs are
going up for the producer and theve could be a big
adjustment coming.” Thiesse says,

“There are still some very good long-term
relarionships berween tenants and landowners who
don't wans o hreak up a relationship just o grab
quick meney thar someone may be offering for
One Vear,

FLEXIBLE LAND DEALS. For all the ralk about
Hexible land beases {hase vene with fexible bonus
fee tied to price andor vieldl, rhe adopton of these
less-than-simplisee land deals has ver o gain much
MRITEOLLITL

T'he mitial challenge is to decide how o strocrure
the bonus pordon. If groweeslandowners tie the fex
bomus o actual vields ov acmial prices received—
ingtead of counry vields or local elevator prices—then
the Faa will consider this-a crop-share lpase instead
o cash renty and you sphit govermmens payments.

Luc YWakentm, Purdue University ag economist, has
warked with many farmiers and landlords chis past
year to analyze leasing arrangements.

“In today s risky and more walatile enviconment,
ir-shoald make flexible leases mare popular because
both sdes can find mutual benefit. Bar we also
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vecognize thar some landowners and some larger
farmers (with 30 o 40 landowners or mose) value the
simplicity of cash rent,” Yalenom says,
COMMUNICATION. " The best lease deals can occur
when boch sides Agune out what s imporeant for

the other parry and don't keep things hidden or

anly provide informaticn when asked, 1f you don't
commtinicare openly, vou risk losing frost,” e says;

Just ask the Medsons abour their eighr-page color
newsderter they send o landowners {current and
prospects) several times 3 vear,

“We helleve in open communications, which
leads o ne surprises with our landlords, Markering
O OPEATion I8 JUSC 35 ImpoTant as markering
mair crop, and both areas steengrhen our farm long
termy,” Dave says. @

Leasing resources

Purdiae Laasing Resoorces

valses_resources.asp

A Decisan Maker—Leasing {lowa State Univarsity}
wwrw.ektension iastate edu/agdm

Fisrmm Leasing e-School
www.extansion.iastate.edu/ames/fla.htm
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