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2019 Farm Financial Overview for Kansas

Drought Monitor Map
Every week, a new Drought Monitor Map
is published by NOAA. Colors show experts' assessments of conditions related to
dryness and drought. These maps focus
on broad-scale conditions, so local conditions may vary.

*Never refrigerate a bread product. It shortens shelf life.
Wheat Facts
With wheat harvest just finishing up, let’s look at some interesting facts about Kansas’ #1 crop- hard red winter wheat.
*A 60# bushel of wheat yields 42# of white flour or 60# of whole
wheat flour.
*Wheat originated in the “cradle of civilization” in the Tigris &
Euphrates river valley.

*Approximately ¾ of all U.S. grain products are made from
wheat flour.

*On average, wheat yields between 40 & 60 bushels/acre in Kansas.

*In Kansas, it costs $250-$300/acre to grow wheat.
*Wheat kernels have 3 parts- bran, endosperm, and germ.
*Modern combines (40-45’headers) can harvest up to 30 acres of
wheat per hour.
*One bushel of wheat requires 1.5 lbs of nitrogen fertilizer.

*Protein levels of Kansas wheat vary widely, but average about
12.5%.

st

*Kansas ranks 1 in winter wheat production with over 20% of
nation’s total.
*Kansas wheat farmers grow 7-8 million acres of wheat annually.
*Kansas exports about $1 billion of wheat annually.
*One bushel of wheat contains about 1,000,000 kernels.
*There are 6 classes of wheat in the U.S.- hard red winter, soft
red winter, hard red spring, hard white, soft white, and durum.

*Wheat is most susceptible to freeze injury at the jointing stageabout March 20.

As your farm manager, we are not only concerned about the
profitability of the farm asset we manage, we are also very
concerned about how tenants are faring financially. This is why
we have integrated our tenants’ shared income and expense
data into our own unique in-house record keeping system.
Every year, we also get to take a look at just how well farm
operations across Kansas preformed financially by accessing
the summary data provided by the Kansas Farm Management
Association. Let’s take a look at the 2019 data recently posted
online from 970 farms across Kansas. For this newsletter article, we are simply lumping all farm types together which includes predominantly dryland crop farms, irrigated crop farms,
beef operations, and dairies. KFMA does provide data for each
type of farm separately, but for the sake of brevity, let’s just
look at the big picture.
These 970 farms average 1730 crop acres of which about 1/3
is irrigated. So, these are not small farms. They are fairly typical of the types of operations of our tenants. Here is some of
the more relevant data we look at in doing an overview of agriculture’s 2019 financial health.
Gross Income: $672,482
(Includes Inc. from Government Payments: $85,019)
Expenses: $562,380
Income over Expenses: $110,380
Return to Labor & Management: ($27,609)
% Return on Equity- 1.2%

Debt-Asset Ratio: .24

Now, let’s analyze this information and put it in the perspective of a factory (ABC Production Co.) manufacturing a product. This hypothetical factory is owned by Owen. It is managed
and all the labor is provided by Larry. Owen would like a decent return on his nearly $3,000,000 of assets invested in his
factory. Larry would like a decent return for his labor & management- $81,155.
In this example, if Owen gets his desired rate of return for his
investment in ABC, Larry not only does not get paid his
$81,155, he has to kick in $27,609 of his own money. If Larry
gets his desired income for labor & management- $81,155,
then Owen is only getting a 1.2% return on his asset value.
Obviously, this factory is in trouble if this is a typical year.
So, how do farmers plan to keep on going purely from a financial viewpoint? Farmers and farm owners are betting on better
times in the long run, which would be directly correlated to
better commodity prices. In the short run, farmers, who are
also farm owners typically, are willing to do two unsustainable
things in the long run- work for less return to labor & management and take a less than desirable return on their asset value. Try to imagine what the bottom line of farming would look
like without the $85,000 of government payment in the income column.
Looking at a 10 year KFMA summary of the key measurementReturn to Labor & Management, years 2019-2015, it was an
average of negative $62,070. For the prior 5 years 2014-2010,
it was a positive $50,733. So, during those 5 years of positive
RLM, farmers built up enough equity that allows them to
weather the storm of the next 5 years. How much longer this
can continue and what the future holds is anyone’s guess.

Depreciation: $63,279
Value of Farm Assets: $2,981,690

????????

Good Fences Make Good Neighbors

Crop Insurance Still a Good Buy

One of the most commonly misunderstood agricultural laws in Kansas is the “Kansas Fence Law” which provides statutes for when
a fence is required and who is to pay for construction and maintenance of boundary fences. The law also spells out (1) who is responsible or liable should damage occur when livestock escape through a fence, (2) a procedure for handling disputes between
landowners relative to a fence, and (3) what constitutes a legal fence. As most of the farms we manage do have a boundary fence
on one side or another, it is important that the Kansas Fence Law is well understood.

One of our most important jobs as farm managers is to evaluate the various crop risk management tools that are being offered by
insurance companies. Especially considering today’s expenses associated with crop production, it is vital that some sort of risk
management is implemented to protect the profitability on each of the farms we manage.

Our state is what is called a “fence-in” state which requires livestock owners to fence
their animals in the property they own. This sometimes becomes contentious when an
adjoining land owner does not have livestock, and therefore feels they do not need to
participate in the construction or maintenance of a boundary fence. However, the Kansas law does require adjoining land owners who do not have livestock to participate “in
equal shares” the cost of construction and the maintenance of the common fence.
One of the liabilities that exists when a non-livestock owner does not maintain their
share of the fence is when livestock escape through their negligence of fence maintenance and injury occurs (vehicle collision, personal injury, crop damage, property damage, etc.). Communication between landowners, or their representatives or manager, is always the best way to avoid disputes when maintenance or construction are being considered.
What about location of a fence? Does it need to be on the property line? Typically, fences are constructed on the property line or as
close as practical to the line. Often, due to terrain issues and streams, fences are built not on the actual property line, and typically
both owners agree that this makes sense. However, the Law of Adverse Possession will likely dictate that any land of one owner,
who allows the fence to be moved over onto their side of the line, will lose legal possession of that land being used by the other
owner after 15 years. Usually, this is such a small amount of land that it is not contested.
Is a legal fence a good fence? If a fence is built to the minimum requirements to be considered a “legal” fence, it will not likely do
an adequate job of keeping livestock from wandering. A 3 wire fence with posts every 33’ is technically a legal fence. A good fence
would typically have 4-5 wires that are stretched tight between posts that are less than 16’ apart. There are also guidelines for electric fences in the fence law.

For the most part, we utilize an insurance product called “revenue assurance” which guarantees a calculated level of income based
upon the field’s historic productivity and a projected harvest time price. Coverage can be purchased at several different levels of
protection. We analyze each farm independently in deciding the ‘optimum level of
coverage’ for the premium being charged.
In areas where drought has hit the hardest over past years, revenue assurance premiums have increased in proportion to the coverage due to the claims paid out in those
areas. Thankfully, in the new 2018 Farm Bill, crop insurance premiums continue to
have a significant 50-60% subsidy from USDA, which continues to makes crop insurance a “good buy.”
The beauty of revenue assurance is that farms can have an indemnity payment when
either low yields or low prices negatively impact crop revenue. A farm can have above
normal yields, but if the price per bushel is low, a claim could be paid because gross
revenue fell below the pre-set revenue assurance level. Older crop insurance policies
simply paid indemnities in cases of yield losses.
Hail insurance is another crop insurance product that some of our farms carry if our historical analysis shows there is a significant
risk of hail damage. It only pays if there is a yield loss due to hail, and the premiums are relatively low.
********************************************************************************************************

COVID-19 and Agriculture
The rapidly evolving situation with COVID-19 is raising questions throughout the U.S. As concerns continue to grow about the
virus, it is not only wreaking havoc on the stock market, it is causing a significant downturn in the general economy.
But, what about agriculture?
Most people who watch the agricultural industry have seen where consumers were making runs on certain meat supplies while
packing houses were shutting down, dairy farmers were having to dump milk, and market ready animals were having to be euthanized.

Farm Property: A Good Long Term Investment
Is owning farm land still a good long term investment? Retained ownership of agricultural property has been providing very good
“return on investment” when combining (a) annual net income and (b) asset appreciation. This is why many land owners have established long term plans for future owners to also retain ownership through trusts, life estates, LLCs, and various other estate
planning tools.

Kansas State University along with the American Society of Farm Managers & Rural Appraisers released a publication entitled
“Kansas Agricultural Land Trends 2019”. In a nutshell, it shows where, on average across Kansas, non-irrigated cropland declined in
value by about 23% from 2014 to 2019. But, as land is a long term asset, let’s remember that it appreciated in value 14% from 1994
to 2004. And, from 2004 to 2013, it jumped in value by over 200%. That is an annual asset value appreciation rate of about 8% per
annum. Irrigated cropland appreciated by a similar rate over that period.
Obviously, this prior rise in asset value was fueled by low interest rates and higher commodity prices. What the future holds for
land values is anybody’s guess, yet history is a strong predictor.
Another financial reason to retain ownership of land is the capital gains issue. If land is sold at these high prices, capital gains tax
can be a huge concern. If land is passed on to the next generation, then a new basis is set should it ever be liquidated.

The best way to evaluate the pandemic’s impact on agriculture, at least short term, is to look at how commodity markets have responded. Market prices of corn, soybeans, and wheat, which were already in the low end of the historical trading range, are now
even lower after February 2020. The swine and beef industries have seen the most devastating price drops.
Below is a chart of how futures prices have reacted since the pandemic arrived.

