Having Fun with Agricultural Economics
Ben Brown, University of Missouri EXtenSiOIl
Univrsity of Miowari

1/13/2025

Five Things to Prepare fo

Evaluate Crop Lease Arrangements

Cost Management and Financial Analysis
Grain Marketing Plans

Tax Management- Thinking Strategically

Commodity Program & Crop Insurance Elections

Fivst Step/

Build out a Plan

Good First Step: Writing out a plan
and evaluating it- then adjust the
following year.

Build out a Plan
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Pasture, Rangeland, and Forage (PRF) Insurance
Why
= Missouri is a significant forage producing state (roughly 9 million acres of permanent pasture and hay, 2017
Ag Census or 28% of land)
= Pasture, Rangeland, and Forage is a significant part of the inputs to Missouri's livestock industry and is risk.
What
= Insurance product available through Risk Management Agency (RMA) in Missouri since 2009 based on
rainfall index (single peril).
= Provides protection when precipitation falls below an area’s longer-term historical norm.
= Based on a 17 x 15-mile grid of rainfall.
= Mitigates risk of loss due to drought for forage and livestock producers. Intended to provide $$$ to purchase
replacement feed.
When
= Calendar year policy- typically, and enroliment date of November 15 of the previous year. 2-month
intervals- must pick two, 2-month intervals (4 months)




1/13/2025

The program has been increasing in popularity since it’s initial PRF Insurance- What’s an index?
offering in 2009- similar to other insurance products.

. . Index expresses actual as a % of Normal:
PRF Insurance- Missouri P ’

800,000
Actual Precipitation 28in
700,000 —
Normal Precipitation 100 4 x 100 800/0
600,000 P 35in
500,000
3 “Normal” Precipitation
§ 400,000
< Actual Precipitation
300,000 above = No Payment
85%) = = = = —_— e e e T = = =
)
260,000 Coverage Level:
70-90% in 5% increments Actual Precipitation
100,000
below = Payment
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Weather Data Producer Decisions

oG ”Mos”"f% Decision #1: Intended Use ‘ Intended use, Low ‘ i ‘ Average
> 5
S o, 5 Producers must select coverage for cither grazing or Grazing $750 | $6360 5005
3 % j haying purposes. Each intended use has its own base Non-igated haying sugo0 | $28100 s21048
3 ;
] H 3 value (table to right) Irigated haying $6200 | o100 | $7639
Z s
z < 2 Certified organic haying (non-irigated) | $178.00 | $338.00 | $26351
< & 1 Only one use per policy- but can have multiple polices
S o Source: USDA Risk Management Agency
PO per farm
f -
R 4L D Decision #2: Coverage Level
Number of Gauges Inside Each 0.5x0.5 Grid Box on 27SEP2016 o .
200 2504 0% s o,  Coverage ranges from 70-90%. The federal subsidy
Why precipitation and not quantity?? Station 4 Station 3 V rate is different depending on the coverage rate. Lower
: N / . . .
+ Meaningful . coverage levels are subsidized more than higher
= Measurable coverage levels.

Data is specific to that 17 x 15 grid location, Decision #3: Productivity Factor

Based on multiple weather stations 4 closest stations / N Select a productivity factor based on what you think -
Station 1

(15,000 total stations), you need to cover in terms of quality/quantity.
May differ from your individual farm data. Station 2 Coverage runs from 60-150%
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Producer Decisions PRF Overview

Decision #4: Index Intervals PRF Insurance- Questions
Choose two nonoverlapping 2-month intervals. Think R 1. Does all my ground have to be insured?
about when rain is needed for the forage. 2 G = No- PRF allows flexibility in insuring on the acres the insurer wants covered. Can insure one pasture, one
field...
+ Jan&Feb + Jun&Jul  * Nov& Dec d]
¢ Feb&Mar  + Jul& Aug . 2. Forintended use of grazing do you have to show records that you are grazing it?
* Mar& Apr  + Aug & Sep MarApr [ n = Yes, the intent of the PRF policy is that you own or have an insurable interest in livestock not the land.
* Apr&May + Sep & Oct gy o Records that verify interest include offspring sales records, livestock inventories, vet records,....
* May&Jun * Oct& Nov
Wayun [
st Additional Information
PR
1. RMAFAQs
Decision #5: Coverage Actoss Intervals Raggap| x AQ s )
N ° " = https://www.rma.usda.t requently Questions/Pasture-Rangeland-Forage
Assign percentages to intervals that equal 100% sopoct | [
(minimum 10%, maximum 60%)
oo 2. RMA Support Tool
Novec  a = https:/prodwebnlb.rma.usda.gov/apps/prf#

11 12
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Feeder Cattle Specifics

Producer Price
$/cwt.

Livestock Risk

Open Market
Protection

Forward Contract

i

Market Price

(Increasing)
—

Type of Cattle

Calves, Steers, Heifers, Brahman,
dairy, unborn calves (new change)

Ending Weights

Under 600 pounds or 600-900 pounds

Coverage Petiod
(expiration period)

13,17, 21, 26, 30, 34, 39, 43, 47, or 52
weeks.

Coverage Level

70-100% of futures price

Maximum Number of
Cattle (Head) per Specific
Coverage Endorsement

6,000 head (Previously 3,000)

Maximum Number of
Cattle (Head) per year

12,000 head (Previously 6,000)

Minimum Number of
Cattle (Head) per SCE

1 animal (what sets this apart from all
other risk management tools)

Subsidy rate was

% now anywhere

from 35-55%

Used to requite that
you had to hold your
cattle till 30 days
contract now 60 days.

Premiums don’t have
be paid till the end of
the period (used to be

the beginning)
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Feeder Cattle Specifics

Advantages

. Small numbers (down to 1 can be

insured)

. Federal Premium Subsidies
. No brokerage fees or margin calls

. Available in all months (futures

contracts only work on some months)

. Coverage Prices updated daily

Disadvantages

—_

. Subject to basis risk (no different than
futures and options)
1. This product is based on a national

indexed value- not your cash location!

2. Lighter cattle have bigger basis risk.

N

. Not as much flexibility as futures and
options

CME feeder cattle index- 12 state region

16

More Information

® https:

® https://publ;

Locate an RMA Insurance Agent (they all have the same products- find one you like)
www.rma.usda.gov/informationtools/agentlocator

USDA RMA Livestock Website
® https://www.rma.usda.gov/topics/livestock

Coverage, Rates, and Values

ic.rma.usda.gov/livestockreports/main.aspx

Click Here
for More
Information

17
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More Information More Information

[—— * See notes atbottom of page
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Producer paid premium per

Coverage level X Exp. Ending Value cwt (subsidized rate)
‘What can Don do?
Farmer Don is considering a beef * Purchase LRP with ending date in November.
backgrounding business and has = Expected value in November as of 5/05/23 was 164 per cwt.

= Buy the policy at $164 per hundred weight at a cost of $4.29/ cwt or $34.32 per head (8 cwt * $4.29).
* Estimate a local basis of about -$10 (basis is local cash price minus futures price)
® Estimated price floor of $149.71per cwt. ($164- $10- $4.29)

the following goals.
= Buy 550-pound steers in May and place

them on feed (dry lot with some grass). Producer
| sute | Couny | Endorement eummly| e | practoe |Dupvu' ERET “’f..‘!..?“'|°“a~'='" Rate |°°£“-.. i || enaoue | Ayatene
£ I T T T T = 1 T T T T T
® He estimates that his production system s | s 2 Yo | Sy | W | w32 | s | osenon oooeTr| oz ossifpomzizs | 120y
. . . X g
will result in 1.5 Ibs. daily gain. %
s - o | S| a [ o (emseens TR | s | sienre |ostario [oasess| oser P | T
a7l
= He plans to sell 800-pound steers to T
finisher. 29t | AL x| os2pes emsena SRR oy | iga2ms | steau0 | asomioo [aciont| asse a2 funazizs
shers. =
5
. X L s | S| a [ osmree (smseens TR o | e | sien o | asesseo [nasio] s 355 prosaos
From the information above it is going to take 58 o
. S
him 167 days or 24 weeks from purchase to sale. — w | mere [oosesa e | s o] ssse |

21 22

1. LRP protects against National price declines (still has local basis risk)
Producer Gain
LRP 2. Allows for producers to participate in the market if the price continues to go
Breakeven price up (my put example)
$164+3$4.29= $168.29 rofit. As th
rofit- As the . .
| market goes up, 1 3. Not a replacement for marketing plans (you should all have a marketing plan,
can gain. but that’s a separate conversation)
Market Price Market Price
Low End High End 4. There is still an incentive to maximize your returns per cattle (castrate,
L defined calving period...)
T s149.71
5. One of the few tools available for smaller producers
Producer Loss

23 24
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Farmer Rachel see’s this cattle market and wants to mitigate her
risk. Work with your table to answer the worksheet questions.

Question: What are the five areas of farm
financial performance?

-

. Liquidity- is the farm able to meet financial
obligations as they come due?

~

. Solvency- can the business pay all of its debts if sold
tomorrow?

w

. Profitability- difference between value of goods
produced and the cost of production.

IS

. Repayment Capacity- the borrower’s ability to
repay term debts on time.

0

. Financial Efficiency- how effectively the business
uses assets to generate income.

25
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h Current | Non-Cur. | Current | Non-Cur .

em Asset Asset Liability | Liability #1: Calculate the Farms owners Equity.
Growing Crops-$100,000 X 201,300 +611,176-133,600- 450,000= $228,876
C“'fe"l portion of term debt x #2: Calculate the farms current ratio and
due: $80.000 _ determine if it is strong.
Inventory: Fertilizer $60,000 X _
Heifers- $20,000 " 201,300/133,600= 1.5, No
Supplies- $1.300 X #3: Calculate the farms working capital. Is
Real Estate Debt- $290,000 X the farm liquid?
Operating Loan- $45,000 x 201,300-133,600= $67,700
Machis - $150,000 X

achinery- $ — #4: Calculate the farms debt to asset ratio.
Accounts receivable- M s the farm solvent?
$40,000 '
Estimated Accrued Taxes- M 583,600/812,476: 0.72% ves, but vulnerable
$8,600
Machinery Debt- $160,000 X #5: Calculate the farms debt to equity ratio
Real Etate Value " S#1176 X and determine if it is strong.
Totals 201300 611,176 _133.600 450,000 $583,600/5228,876: 2.55% no, very vulnerable

Missouri Aggregate Cash Crop Expenses 1990-2027
9,000
2023 s st Percent Change
8,000 expensive crop ever From 2023
7,000
Land Costs
6,000 +16%
5,000 Interest -18%
4,000 Labor +11%
Repairs +5%
3,000 Fuel & oil -6%
2,000 Pesticide +1%
Fertilizer -3%
1,000
Seed +4%
0
AT > SN > L S O O > b o 4 > °
NP T O IPFT TS EFEFTITIHIIINSTITY TS
FTIFIFFTTIT T TSI F IS
Data Source: MU RafF, Fll 2024
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Supportive Fundamentals
v Farmer equity positions remain
generally strong across the sector.
v Strong incomes in °21, ‘22, and
maybe ‘23

v' Ad-hoc government assistance- MFP,
CFAP, and PPP Forgivable Loan
Payments and now Farm Act

v Drought in across Missouri in ‘22, 23,
and maybe ‘24

N

Supportive Fund als
v Margins for row crop producers are

expected to be low to negative in 2024
and 2025

v Some counties will have ARC-CO
payments but not broadly across the
state.

28

v Endowment Factors (I don’t want to
lose the land)

Michael Peach

Absentee Landowner

Susan Green
Ambitious Young Producers

29

30



Discussion Po

1. Preparation and Research: How did each party’s preparation impact the
negotiation process?

2. Flexibility and Compromise: What were the key compromises made?

3. Communication Skills: How did effective communication and understanding
of each other’s constraints contribute to the successful negotiation?

4. Outcome Evaluation: Was the final agreement “fair” to both parties? What
might have been done differently?

1/13/2025

Land Rental Rates

1) Market data and valuation
2) Objectives and needs

3) Flexibility and compromise

4) Value Addition and Improvements
5) Contract terms and conditions

6) Mutual benefits

7) Clear communication

8) Legal and professional advice

31

Alternatives to Cash Leases

Crop-share leases Flexible-cash leases

Some production risk is
accepted by landowner

. Landowner is due some portion of crop Landowner is due base rent pre-
plant + revenue share after harvest

Paid in cash, not with crop

2. Landowner may share in production
expenses

2. Landowner benefits from
windfall profits

2. Landowner s not a material
participant in farming for crop
reporting purposes.

3. Leases typically stay relevant

3. Landowner will be material participant
over a longer term

in farming
1. Files schedule F
2. Engages in government programs

Good working relationship
between parties is critical

32

Alternatives to Cash Leases

Rent paid ’, Crop-share rent
($/acre) R
Flexible
cash rent
payment
f = - = = = mm == m= == == == Fixed cash rent
I
I
1 Maximum
Base P 1 . payment
paymen2” | Variable lease range 1 awarded
only” \ 1 Crop
revenue
($/acre)
THE BOTTOM LINE IS...
O Flexible cash leases and crop-share leases defer risk from operators compared to cash rent leases
Q Advantageous to landowners in the good times, advantageous to operators in the tough times
Q Structure crop-share and flexible-cash leases based on the productivity of the land included in the lease

33

Alternatives to Cash Leases

Flexible-cash lease scenario:
* Base rent of $110.
* Maximum rent $230.

* Rent factors of 23% for corn and 31% for soybeans.

Typical year — Crop Yield |Price |Rent | Final calculated rent Base r -
. factor

APH yield, Long term
o s Corn 170 $465  23%

average prices SIELED S10o0

8o P 55 $11.02  31% $187.89 $110.00
Excellent year — 195 525  23% $235.46 $110.00 $120.00
Above APH yleld_, 60 $1250 31% $232.50 $110.00 $120.00
above average prices
Poor year - 125 370  23% 106.38 $110.00 =
Below APH yield, 40 949  31% 117.68 $110.00 $7.68

below average prices

35
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Cash Rental Rates in Missouri

MU Extension: Cash
Rental Rates in Missouri-
Updated August 2024




024 Survey Results

Median Expected 2024 yield/
Rent Paidin  Median Rent 2024 acre or Number of
2023 Paid in 2024 1% -3 Quartile _Carrying Capacity Responses
Cropland
178 bushels corn
Dryland- Com & Soybean $160 $163 $125-5200 54 bushels soy 230
Dryland- Wheat $103 $105 590-5146 68 bushels 8
Dryland- Grain sorghum $95 $115 $75-5190 106 bushels 3
Mixed Hay $50 $50 $30-870 3 tons 7
222 bushels com
Irigated row-crops $212 5218 $201-5244 1300 pounds cotton 7

Pasture and grazing land

Less than 2.5 acres per

Intensivel; Pasture $40 548 $35-564 pair per year 3
Less than 4 acres per
Good Pasture $36 $40 $30-558 pair per year 92
F10 7 acres per pair per
Fair/Poor Pasture $32 $40 $30-550 year 23
More than 7 acres per
Timber Pasture $30 $30 $8-545 pair 4

1/13/2025

New This Year- Regions

Missouri Land Classific: s and Rates (S/acre)

TOPOGRAPHIC RELIEF MAP.
OF MISSOURI

Regions were calculated using
geological surveys from Missouri
Department of Natural Resources,
historical crop yield statistics, and
rental rates.

37

New This Year- Regions

Expected Corn Yicld Expected Soybean Yield
(bushel per acre) (bushel per acre)
2024 Rental Rate (SAcre)  Average Range Average Range Missouri Trend Adjusted Corn Yields by County
Five lympic Average 2019-2023

Less than 100 157 125200 48 35-60

101 t0 125 157 120-175 49 40-60

12610 150 172 125225 53 40-70

151 10 175 175 150-200 57 45-60

176 10 200 194 175230 58 45-70

Greater than 200 203 165-285 58 50-75

$ per Bushel by Region

Gently Rolling

Plains $1.06 $0.83-$1.40 $2.40 $1.43-3.47

Isolated Fields $0.79 $0.60-$1.20 $3.24 $0.56-$4.90

Northern $0.96 $0.46-$1.20 $2.90 $1.43-$3.75

River $0.98 50.46-$1.05 $3.97 1008440 | o USDARMA

Southeast *lrrigated $1.04 $0.97-$1.13 $2.88 $2.40-$3.47

Urban $0.80 $0.62-50.93 $3.35 $3.08-$3.70
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Review Enterprise Budgets

B Exension

Question 1: What are enterprise budgets?

Saybean (Dryland) Planning Budget

Answer: An enterprise budget is an estimate of potential revenue,
expenses, and net return for a single enterprise (corn, soybeans, cattle,
dairy cows, farrow to finish hogs, blueberries....)

e et s

Question 2: Why might someone use enterprise
budgets?

Answer: Identifies most profitable enterprises for the whole
business. It is important to use common units (1 acre, 1 cow...)

Bottlenecks in profitability (benchmarking)

Breakeven Analysi: 3
eakeves alysis MU Extension

Sensitivity Analysis Budgets U

39

2025 ENTERPRISE BUDGETS

Manage costs and project revenue for the coming
year with more than 30 free, state-specific
budgets and calculators

MUEXT.US/MISSOURIAGBUDGETS

B Extension

sersiy of Missouri

40

Consider Tools

Lower income years require management
O Delay prepaid expenses

O Capitalize fertilizer or repairs

Q Crop insurance & disaster payments
QO Claim in production year rather than year received payment

O Installment sales- forward contracting grain
QO Elect out of IRC 453 & report the sale even though money not received.

QO Charitable contributions — consider timing

Q Depreciation — explore slowing down

42
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Analyze Options Beginning Farmer

There are two classes of Modified Accelerated Cost Recovery Systems (MACRS): 1) General o MISSUUHI M0.0ov! | Govemor Parsn ™ Pircl»
Depreciation System (GDS) and Alternative Depreciation System (ADS) - A-” - I‘[

. Yo GDS-DB  GDS-DB GDS-SL ADS—SL Section 179 ”cu ure SEEAE *
There are multiple ways ear o o ection g
to handle asset Ag Business = Animal Health + Grains = Plants & Pests =

$14.290 $10,714.29 $7,143 $5,000 $100,000
$24490  S19,13265  S14286  $10,000

SI7490  $1503280  $14286  $10,000 Beginning Farmer Tax Deduction Program

$12490  $1224895  S14286  $10,000

purchases for tax ;
3
4
5 $8930  $12,248.95  $14,286 $10,000 Home » Business » Financial Assi » Beginning Farmer
6
7
8
9

purposes.

This example is a
$100,000 — 7 yr. asset —
Mid year convention

$8.920  $1224895  S14286  $10,000 Losn frosontaked. i
$8930  $1224895  S1428  $10.000

Description
When is the best timing $4,460 $6,124.47 $7.143 $10,000 L
. $10,000 A farm owner who sells farmland to a beginning farmer on or after August 28, 2023 may subtract
for the deduction? 2 from his/her Missouri adjusted gross income, to the extent included in federal adjusted gross
10 $10,000 income, an amount equal to the portion of capital gains received from the sale of such farmland
11 $5,000 that such farm owner receives in the tax year for which such owner subtracts such capital gain

‘according to the following:

Beginning Farmer Beginning Farmer

Lo A farm owner who sells farmland to a “Beginning Farmer” may subtract from his/her
Beginning Farmer, a taxpayer who: Missouri adjusted gross income an amount equal to portion of capital gains received from
the sale of such farmland that the farm owner receives in the tax year for which the farm

Qhas filed at least one, but not more than ten Schedule F, since turning 18 years of age; or .
owner subtracts such capital gain:

Qis approved for a beginning farmer loan through FSA Beginning Farmer direct or Guaranteed loan program, Capital Gain Amount: Percentage of Capital Gains Deduction:
or * The first $0 - $2 million 100% deductible
* The next $1,000,000 (82,000,001 - $3,000,000) 80% deductible
QOhas a farming operation that is determined by the Missouri Department of Agriculture (MDA) to be “new * The next $1,000,000 ($3,000,001 - $4,000,000) 60% deductible
production agriculture™ but is the principal operator of a farm and has substantial farming knowledge; or * The next $1,000,000 (4,000,001 - $5,000,000) 40% deductible
* The next $1,000,000 (85,000,001 - $6,000,000) 20% deductible

0O has been determined by MDA to be a “qualified family member.” **Transactions on or after August 28, 2023 are eligible.

= “qualified family member” — related within the 4™ degree by blood, marriage, or  adoption, so within

great, great grandparent, great aunt/uncle, grand niece/nephew, or first cousin. The Missouri Ethics A farm owner who enters into a cash lease or rental agreement, or crop-share agreement,

Commission (mec.mo.gov) has a nice chart, under the “Governmental Nepotism” section. with a Beginning Farmer may subtract from their adjusted gross income: an amount equal to
the portion of income received from the lease or rental of such farmland (not to exceed
$25,000 per year).
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X ILLINOIS Our

T ———)
Topic #1: Consider Alternative Leases that Share Risk and Reward

farmd. ket rices . h . . . . P
grmeos Q  Continue to build positive relationships with landowner. Be transparent about financial risk.

e |

ool

Topic #2: Be Financially Aware
oo o QO Build enterprise budgets and use them for cost management and sensitivity analysis.
O Know the business’s liquidity and solvency standing and work to bolster these two areas.

Caleulator Evaluator

Topic #3: Have a Written Grain Marketing Plan
Q  Start simple! Write down a plan and see how it works.

Topic #4: Taxes

Big thank you Q  Start early, Be Aware, Ask for Options
to University

of Hlinois and
the Farmdoc

team for

putting these
47 48

Topic #5: Revisit Program Elections
Q  When was the last time you evaluated Title 1 Program elections and your crop insurance decisions?
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AGRICULTURAL BUSINESS
AND POLICY EXTENSION

=7
OpaF

Follow us on Facebook

Resources to help
farmers, ranchers and
agricultural businesses
make sound decisions

B9 Extension
ey it
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Thank you! Are there any questions?

Ben Brown

PR bpbrown@nmissouri.edu

@ 573-882-6527

@BenBrownMU

Extension

University of Missonri
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