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Leasing issues and rental rates for 2013

by Kelvin Leibold, extension farm management specialist, 641-648-4850,
kleibold@iastate.edu

newsletter, an article reviewed

the 2012 leasing rental
rates, which showed continued
strength in the rental markets.
The article provided highlights
from Information File C2-10,
2012 Towa Cash Rental Rate
Survey, which is available on the
Ag Decision Maker website or at
county extension offices. Where
might rental rates be headed this
coming year and are there any
new issues to look at?

In May’s Ag Decision Maker

When landlords and tenants
establish rental rates they of-
ten look at the following: what
others are paying, average crop
yields, Corn Suitability Rating
Index, share of the gross crop
value, the return on investment,
percentage of the crop and the
tenant’s residual. Next year’s
rents may be influenced by the
drought of 2012. In recent years
the tenant’s residual has received
a lot of scrutiny.

For more information on the
methods listed, read Information
File C2-20, Computing a Crop-
land Cash Rental Rate on calcu-
lating rental rates. A Decision
Tool for analyzing the different
methods is also available.

Tenant’s residual method
When people use the tenant’s
residual method they need to
look at the potential range of
outcomes. The volatility in yields
has increased as weather pat-
terns have become more vari-
able. The volatility in prices has
increased with exports, new uses
for commodities such as ethanol,
increased production in other
countries and more world trade.
Government programs, includ-
ing crop insurance, have helped
to stabilize some of this volatility
but not to the extent that we saw
in previous Farm Bills. Revenues
can change by hundreds of dol-
lars per acre in a matter of a few

days.

Costs of production

Two producers with similar
costs of production can have

continued on page 2

Handbook updates

For those of you subscribing to the
handbook, the following new updates
are included.

Historic Costs of Crop Production

—A1-21 (2 pages)

Corn Price Basis — A2-41 (11
pages)

Soybean Price Basis — A2-42 (11
pages)

Please add these files to your

handbook and remove the out-of-
date material.

continued on page 6
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significantly different gross revenues due to
marketing, crop insurance and government
payments. For recent trends in grain prices, you
can refer to Information File A2-11, Cash Corn
and Soybean Prices, which gives monthly prices
for lowa. The Season Average Price Calculator is
another resource. The associated Decision Tool
allows you to estimate future corn prices for the
current crop year; just click on the calculator in
the upper right corner of the screen to download
the interactive spreadsheet. When adjusted for
basis the CME Commodity Prices (http://www.
cmegroup.com/trading/agricultural/)will give you

an idea of what the market thinks future prices
will be.

Crop production budgets

Information File A1-20, Estimated Costs of Crop
Production, takes you to the various crop produc-
tion budgets. These are the 2012 budgets, but they
will be updated in the coming months to estimate
what 2013 budgets will be. If you want to enter
your own data and look at the combined econom-
ics of crop rotations go to Decision Tool, Crop
Rotation Summary.

The costs to watch in the coming season include
seed and fertilizer. High grain prices along with
production problems related to the drought will
allow the seed industry to increase seed costs. The
fertilizer industry is seeing increased worldwide
demand with some governments subsidizing the
cost to their domestic farmers. Natural gas prices
have dropped, but it is still too early to predict
what nitrogen prices will do. With current grain
prices the demand for phosphorus and potash
could set new records for demand worldwide. Pro-
ducers may want to negotiate leases early and lock
in a price to guarantee a supply. With the drought,
we will see significant differences between counties
and even within counties when it comes to yields.
Soil types and weather all impact yields.

Outlook for 2013

One result of the drought is that grain prices re-
main high. If we produce a bumper crop next year,
we would see a major decline in grain prices and
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Leasing issues and rental rates for 2013, continued from page 1

smaller gross revenues in general. World produc-
tion and demand will have a greater impact on
U.S. prices in the coming months. The last few
years we have seen high prices, in part because of
demand, and it will be interesting to follow how
these current prices impact demand in the next
marketing year.

When you look at the CME Group grain prices

for 2013 new crops you see an interesting sce-
nario. We are currently at record high prices for
corn. New crop corn started out at $4 per bushel
and went as high as $6.40 a bushel and has hung
around that mark with the drought. We can eas-
ily see a $1 swing in the price of corn in a matter
of days, which may change the gross revenue by
as much as $200 per acre. The 2013 new crop
soybeans prices on the Chicago Board started out
around $9.50 and then moved higher into the
$13.50 range and now sit around $12.50. We've
seen the Board price move $.70 in a day, which il-
lustrates the volatility in the market. Keep in mind
that normally lowa cash prices are lower than
Chicago prices. Even with the drought these prices
are slightly less than a year ago. Prices could still
increase further.

This past year we saw significant increases in land
rents. There is the potential for a significant in-
crease in seed costs due to the drought. The new
Farm Bill has not been passed. Two things to watch
for are a disaster program such as SURE (Supple-
mental Revenue) and the loss of “direct payments.”
Direct payments have been “bid into rents” so a
cash rent landowner actually captures the value of
those payments in the form of higher rent. If the
direct payments are eliminated, then rents should
be adjusted to reflect the loss of those payments.

Legal issues

One common topic that comes up frequently deals
with the issue of terminating leases. The Center
for Agricultural Law and Taxation’s (CALT) leasing
publication, lowa Farm Leases - Legal, Economic,
and Tax Considerations, goes into detail on page

6 discussing the ways to terminate a lease. The
article also addresses the issues of material partici-

continued on page 3
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Leasing issues and rental rates for 2013, continued from page 2

pation, USDA payments, landlord liens and many
other topics. AgDM File C2-19 shows an example
form for terminating a lease.

The CALT website also provides a list of New Iowa
Legislation Impacting Rural Landowners and Agri-
cultural Businesses (Effective July 1, 2012). There
are a couple of new legal issues that may be of in-

T b periods of drought

[ :om that has suffered severe drought dam-
age is sometimes harvested as silage instead
of as grain. Questions often arise about how

to arrive at a fair price for standing crops such as

corn silage when there are no widely quoted mar-
ket prices.

Pricing drought-damaged silage

Corn silage can still have significant feed value if
harvested at the right stage. See the article “Alter-
natives for Drought-damaged Corn—Grain Crop
or Forage” for harvesting recommendations. Any
damaged acres that are covered by crop insurance
should be viewed by an adjustor and released by
the insurance company before harvesting takes
place.

Grain producers may be willing to sell corn stand-
ing in the field to be harvested by the livestock
producer or a custom operator. The buyer and

the seller must agree on a selling price. The seller
would need to receive a price that would give at
least as good a return as could be received from
harvesting the corn as grain. The buyer would
need to pay a price that would not exceed the
feeding value of the corn. Within that range the
price can be negotiated.

One ton of normal, mature standing corn silage at
60 to 70 percent moisture can be valued at about
eight times the price of a bushel of corn. For a $6
corn price, a ton of silage would be worth about

terest. They deal with premise liability, mechanics
liens, and fracking, as well as several unresolved
issues such as changing the fence law.

The resources listed above and more are available
on the Ag Decision Maker 2012 Leasing page. Also
included on this page is information on the 2012
lowa State University Extension leasing meetings
being held in August.

Q How to price silage and insurance coverage during

by William Edwards, extension economist, 515-294-6161, wedwards@iastate.edu

$48 per ton. However, drought-stressed corn
may have only 5 bushels of grain per ton of si-
lage instead of the normal 6 to 7 bushels. A value
of about six times the price of corn would more
appropriate. For silage with little grain content, a
factor of five times the price of corn can be used.

If the crop is sold after being harvested and trans-
ported, those costs must be added to that value,
typically $5 to $10 per ton, depending on whether
it is done by a custom operator or the buyer, and
the distance it is hauled. A buyer would only con-
sider the variable costs for harvesting and hauling,
whereas a custom operator would need to recover
fixed costs, as well.

An electronic spreadsheet for estimating a value
for corn silage, for both the buyer and the seller, is
available from Ag Decision Maker.

Insurance coverage for drought-
damaged crops

Nearly 90 percent of the corn and soybean acres in
lowa are covered by multiple peril crop insurance.
Drought damage is an insurable loss under these
policies. Producers should consult with their crop
insurance agents before harvesting or destroying
any drought-damaged crops, however.

The agent will notify a certified crop adjustor to
appraise the insured crops. Keep in mind that
when damage is widespread, adjustors cannot
be everywhere at once. The adjustor may declare

continued on page 4
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How to price silage and insurance coverage during periods of drought, continued from page 3

the crop a complete loss. If it has significant yield
potential, it can be left and harvested in the fall.
If the producer elects to harvest it early, as silage,
check strips can be left to verify the actual yield
achieved. In any case, the acres must be released
by the insurance company before the crop can be
harvested early or destroyed.

Any insurance indemnity payments will be settled
based on actual harvested production over the
entire insurance unit. Fields declared a complete
loss will be combined with any harvested acres in

the same insurance unit to calculate the final yield.

Yield losses are equal to the farms’ historical yield
times the level of guarantee purchased, minus the
actual yield.

Ninety percent of the insured acres in lowa are
covered by Revenue Protection insurance policies

eri Jacobs, assistant professor with the De-

partment of Economics, will fill a research

and extension position focused on the
economics of cooperatives and working with Iowa
cooperatives to address emerging issues. Jacobs
joined the ISU faculty in 2010 with interests in
economics related to agricultural business, land-
use decisions and agricultural policy.

The Towa Institute for Cooperatives, which repre-
sents 150 cooperatives in the state, has expressed
its commitment to support Jacobs’ research and
extension program. The nonprofit association cur-
rently is undertaking a fundraising project with a
goal of $1 million. Jacobs will begin serving in the
position on Aug. 15.

“This is one of the most exciting periods in history
for Iowa agriculture,” said David Holm, executive
director for the Iowa Institute for Cooperatives.
“Cooperatives play a significant role in lowa agri-
culture, and we enthusiastically look forward to

in 2012. Yield losses will be paid at a rate equal to
the average CME futures price during the month of
October, if it exceeds the average February price of
$5.68 for corn (December contract) or $12.55 for
soybeans (November contract).

Following harvest, the usual evidence of actual
production should be collected and submitted to
the crop insurance agent as soon as possible if it
appears that a payment is likely, but not later than
15 days after the end of the insurance period,
which is Dec. 10 for corn and soybeans in Towa. If
a producer has a history of selling more than half
the crop in the tax year following harvest, report-
ing of crop insurance proceeds can be deferred to
the next tax year.

More information about crop insurance policies
and procedures can be found on the Ag Decision
Maker website.

working with Dr. Jacobs to address our members’
needs today and in the future.”

The cooperatives economist position is similar to
one held for 31 years by Roger Ginder, an ISU pro-
fessor of economics who retired in 2010. Ginder
was a nationally recognized expert in cooperative
financial and strategic management.

In her new position, Jacobs will develop research
and extension activities on the economics of coop-
eratives and related organizations, with an empha-
sis on the agribusiness sector. Areas of activity may
include the role of cooperatives in the evolving
industrial organization of agricultural markets;
vertical integration; innovation and product de-
velopment; contracting; ownership, control rights
and governance structures; organizational strate-
gies; finance and the equity structure of coopera-
tive firms; regulation and taxation of cooperative
entities; and risk and risk-sharing in commodity
markets.

continued on page 5
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Jacobs takes on new role in cooperatives, continued from page 4

“It is wonderful to have the opportunity to work
on the important issues facing cooperatives and,
thus, the producers in our state,” said Jacobs.
“Cooperatives play an integral role in our economy,
and I am looking so forward to engaging with
them in a way that supports and contributes to
their continued success.”

Jacobs’ extension and outreach plans include
professional development opportunities for co-
operative members, boards of directors and other
cooperative leaders. She also will teach an under-
graduate course in cooperative economics.

wklein@iastate.edu

ationwide, combine and tractor fires

are believed to have caused tens of mil-

lions of dollars in property losses each
year. Harvest is a prime time for agricultural fires,
even when the weather has not been warm and
dry. This year, the normal harvest dryness will
be intensified since lowa has been experiencing
drought conditions. The potential for agricultural
fires also is increased above normal, warns Chuck
Schwab, agricultural safety specialist with lowa
State University Extension and Outreach.

“The three parts of any fire — fuel, oxygen and
ignition source — are in lowa’ agricultural fields,”
said Schwab. “Fuel sources such as husks, leaves,
dust and grains are always present when harvest-
ing, and so are many sources of ignition found on
combines, trucks and other vehicles that include
exhausts, hot engine compartments, bearings and
electrical wiring.”

Minimize risk of harvest fires
Schwab said there are several ways farmers can
minimize the risk of harvest-time fires.

e Clean stalks and debris from the combine often.
How often depends upon the wind and field
conditions.

Since joining lowa State, Jacobs has worked on
research related to conservation, bioenergy pro-
duction and distribution, environmental and

feed availability concerns for pork producers and
other areas. She has taught courses in agricultural
finance, farm business management and applied
economic optimization.

Jacobs, a native of Monticello, lowa, earned a
doctorate in economics from North Carolina State
University and a bachelors degree in business ad-
ministration and economics from Coe College.

Focus on fires for 2012 harvest

by Charles Schwab, agricultural and biosystems engineering, 515-294-4131,
cvschwab@iastate.edu, and Willy Klein, ISU Extension and Outreach, 515-294-0662,

* Monitor tractors for similar buildup of dry ma-
terials that are a fuel source for fires.

» Watch closely when trucks and other vehicles
enter those fields with dry materials. The cata-
lytic converter located on the underside of these
vehicles can easily serve as the ignition source.

* Carry a fire extinguisher and know how to use
1t.

Using fire extinguishers

Carrying a fire extinguisher in these vehicles might
make the difference. Be prepared for combine fires
by carrying two ABC-type extinguishers — one in
the cab and one at ground level. Use a 10-pound
extinguisher in the cab or operator’s station and a
20-pound size nearer to ground level. Tractors and
other vehicles can have one ABC-type extinguisher
and the size depends on the space available.

“Make sure the extinguishers you have on your ve-
hicles are ready and fully charged for use,” Schwab
said. “Just having the extinguisher is not enough;
you should know how to use it effectively.”

Ideally, it is best to have practiced putting out a fire
with an extinguisher in a controlled training ses-
sion before confronting an actual fire, according to

continued on page 6
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Focus on fires for 2012 harvest, continued from page 5

Schwab. However, that is not always possible, so
he suggests remembering the acronym PASS when
using any portable fire extinguisher. PASS stands
for:

P — Pull the pin in the fire extinguisher handle.
This allows you to squeeze the handle and
release the extinguishing agent.

A — Aim the fire extinguisher at the base of the
fire. If the spray is not directed at the base,

then the chance of extinguishing the fire is lost.

S — Squeeze the handle firmly to start the flow of
extinguishing agent. Starting and stopping ex-
tinguishing agent flow is controlled by squeez-
ing the handle.

S — Sweep the fire extinguisher back and forth —
not too fast or too slow because it does make
a difference in how effective you'll be in extin-
guishing the fire.

Not all fire can be extinguished by an individual
with a portable fire extinguisher. A large 20-pound
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fire extinguisher does not contain an infinite sup-
ply of extinguishing agent. These portable extin-
guishers only last a few minutes at most and that
means the time to control the fire is limited. A fire
extinguisher can be effective when properly used if
the fire is discovered early, when it is still small.

Fires that have been discovered too late or that
have grown too big for a fire extinguisher to
handle require a different response. Call for profes-
sional help during the first sign of fire. Instead of
fighting the fire, retreat to a safe distance and wait
for the professionals. In some cases, farmers barely
have enough time to exit the operator station be-
fore the fire can trap them. Avoid getting caught or
trapped by a large fire while trying to extinguish it.

“Personal safety must be the top priority and the
equipment that is on fire secondary,” said Schwab.
“Make smart decisions about safety as you choose
to fight or flee a fire. The value of that equipment
that is on fire is never worth your life.”

Updates, continued from page 1

Internet Updates

Cattle Marketing Decisions — B2-35 (1 page)
Cow Sell Calculator — B2-35 (Decision Tool)

Cow Repurchase Calculator — B2-35 (Decision Tool)

Weather-related Sales of Livestock — C4-28 (2 pages)
Current Profitability

Corn Profitability — A1-85

Soybean Profitability — A1-86

lowa Cash Corn and Soybean Prices — A2-11
Season Average Price Calculator — A2-15
Ethanol Profitability — D1-10

The following information files have been added or updated on www.extension.iastate.edu/agdm.

Value of Soil Erosion to the Landowner — A1-75 (10 pages)

The following tools have been updated on www.extension.iastate.edu/agdm/info/outlook.html.

Biodiesel Profitability — D1-15
Returns for Farrow-to-Finish — B1-30
Returns for Weaned Pigs — B1-33
Returns for Steer Calves — B1-35
Returns for Yearling Steers — B1-35

... and justice for all

Permission to copy

The U.S. Department of Agriculture (USDA) prohibits discrimina-

tion in all its programs and activities on the basis of race, color,
national origin, gender, religion, age, disability, political beliefs,
sexual orientation, and marital or family status. (Not all prohibited
bases apply to all programs.) Many materials can be made avail-
able in alternative formats for ADA clients. To file a complaint of
discrimination, write USDA, Office of Civil Rights, Room 326-W,

Whitten Building, 14th and Independence Avenue, SW, Washington,
DC 20250-9410 or call 202-720-5964.

Issued in furtherance of Cooperative Extension work, Acts of May 8

and August 30, 1914, in cooperation with the U.S. Department of Ag-
riculture. Cathann A. Kress, director, Cooperative Extension Service,

lowa State University of Science and Technology, Ames, lowa.

Permission is given to reprint ISU Extension and
Outreach materials contained in this publication via
copy machine or other copy technology, so long as
the source (Ag Decision Maker lowa State University
Extension and Outreach) is clearly identifiable and the
appropriate author is properly credited.




