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An article (November 2017) used a case farm in west central Indiana to illustrate net returns to
land derived from crop share, fixed cash rent, and flexible cash lease arrangements. This article
compares the net returns of a crop share arrangement with two flexible cash lease arrangements.

Crop Share and Flexible Cash Lease Arrangements

Net return to land from 1996 to 2017 from a landowner perspective were computed for a case farm
in west central Indiana. The case farm had 3000 crop acres and utilized a corn/soybean rotation.
The case farm participated in the ARC-CO program and purchased 80 percent revenue protection
coverage. The three lease arrangements compared in this article are briefly discussed below.

With the crop share arrangement the landlord receives one-third of all revenue (crop revenue,
government payments, and crop insurance indemnity payments). Where this crop arrangement
differs from most crop share arrangements is the splitting of costs. Under this arrangement, the
landlord does not split or share any of the non-land costs.

The first flexible cash lease arrangement used a base cash rent that was 75 percent of fixed cash
rent. In addition to the base cash rent, the landowner receives a bonus to the extent that the
average corn and soybean revenue is higher than 30 percent of corn revenue and 40 percent of
soybean revenue. These percentages represent the long-run average land cost for these two crops
as a percentage of total cost (includes both cash and opportunity costs). Bonuses are frequently
paid out under this arrangement.

The second flexible cash lease arrangement used a base cash rent that was 90 percent of fixed cash
rent. In addition to the base case rent, the landowner received a bonus of 50 percent of the revenue
above non-land cost plus base cash rent if revenue exceeded non-land cost plus base cash rent.
Revenue included crop revenue, government payments, and crop insurance indemnity payments.
All cash and opportunity costs, except those for land, were included in the computation of non-land
cost. This arrangement was compared to traditional crop share and cash rent arrangements in an
earlier paper (November 2017).

Net Return Comparisons

Before making comparisons between leases, we will briefly discuss bonus payments for the flexible
cash leases. Per acre bonus payments for the two flexible cash leases are illustrated in Figure 1.
For the arrangement with a 75 percent base, bonus payments were incurred in every year except
2015. Payments ranged from $14 per acre in 1998 and 2005 to $127 per acre in 2010. Bonus
payments were incurred in 12 out of 22 years from 1996 to 2017 for the arrangement with a 90
percent base. For this lease arrangement, payments ranged from less than $1 per acre in 2006 to
$98 per acre in 2010. From 2007 to 2013, the average bonus payment was $97 per acre for the
arrangement with a 75 percent base and $59 per acre for the arrangement with a 90 percent base.

Pairwise comparisons were used to compare the three leasing arrangements. Specifically, the crop
share and the flexible cash lease with a 75 percent base were compared with the flexible cash lease
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with a 90 percent base. Figure 2 compares the crop share lease to the flexible cash lease with a 90
percent base. The crop share lease had a higher net return in 2006, 2008, and 2009, and a lower
net return in each of the other years. The net return for this lease was particularly low compared to
the flexible cash lease in 2014 and 2015.

Figure 3 compares the net return for the two flexible cash leases. The flexible cash lease with a 75
percent is more correlated to the crop share lease than the flexible cash lease with a 90 percent
base. Because of this, Figure 3 looks very similar to Figure 2. The net returns for the flexible cash
lease with a 75 percent base were higher than those for flexible cash lease with a higher base in
2000, 2001, 2002, 2006, 2008, 2009, 2010, and 2016; and lower for the remaining years. As with
the crop share lease, the net returns for the flexible cash lease with a 75 percent base were
particularly low in 2014 and 2015.

Differences between the flexible cash lease with a 90 percent base and the other two leasing
arrangements are illustrated in Figure 4. This chart was created by subtracting flexible cash lease
payments for the arrangement with a 90 percent base from the net return for the crop share lease
and the flexible cash lease with a 75 percent base. As was noted above, the net returns for the
flexible cash lease with a 75 percent base mimic those for the crop share lease. However, there are
a few differences in the trends for these two leases. For example, the decline in net returns for the
crop share lease were more pronounced in 2013, 2014, and 2015.

Summary and Conclusions

This article used a case farm in west central Indiana to compare the net return to land for a crop
share lease and two flexible cash lease arrangements. Using the results of a previous article
(November 2017) along with those from this article, provides important insights. First, a
landowner that is searching for a lease arrangement that combines the features of a traditional cash
rent lease and crop share lease should examine the flexible cash lease with a 90 percent base rent.
This lease arrangement provides protection against downside risk and provides bonus payments in
years where gross revenue is relatively high. Second, there are minor differences between the
traditional crop share arrangement and arrangements in which the landowner received one-third
of all revenue or a flexible cash lease with a lower base rent and more frequent bonus payments.
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Figure 1. Bonus Payments (Per Acre) for Flex Cash Lease
Arrangements
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Figure 2. Comparison of Net Returns for Crop Share Lease
and Flexible Lease with a 90% Base Rent
(Per Acre Net Returns for Landowners)
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Figure 3. Comparison of Net Returns for Flexible Leases
with 75% and 90% Base Rents
(Per Acre Net Returns for Landowners)

mm Flex 90% —#—Flex 75%
$350
$300

$250

$200

$150
$100
$50
$0

96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

PURDUE Center for

UNIVERSITY (ommerciaIAgricuIture 5 | © 2018 Purdue University




Figure 4. Differences Between Flex 90% and Other Lease
Arrangements
(Per Acre Net Returns for Landowner)
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