Flex Rent calculation tool user guidelines

A large portion of crop production occurs on rented land. While many tenant/landowner
agreements are informal, they can also involve long-term verbal understandings, personal and family
relationships, making negotiations a sensitive event for all parties involved. This tool is designed to help
everyone gain a perspective of the consequences of their land lease arrangement under different sets of
assumptions about yield and price variability. All parties should benefit from using this tool to reach an
arrangement with acceptable terms for everyone.

Recently, there has been a lot of pressure in the land rental market to move toward a rental
arrangement more flexible than cash rent but not as complex as a share rent. Flex rents have become
fairly popular as they may be an answer to more return to the landowner as well as less risk to the tenant.
Flex rents can be the answer to high cash rents that put tremendous risk on the tenant operation. Flex rent
may provide higher income prospects to the landlord while still maintaining a bearable level of risk on the
tenant. This can be illustrated by Figure 1, which shows there is a tradeoff between all the different rental
arrangements in the long run. Similar to other investments, the riskier the option, the higher are the
expected risks. It is a critical figure to keep in mind while going through the process of comparing
different rental options.
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Figure 1: Tradeoff between risk and return. For a tenant, providing custom farming activities would be
less risky but would not provide as much return as a cash rent situation. From a landlord’s perspective
the scenario of hiring somebody to get the work done should bring the highest expected return, but also

presents the largest risk. On the other hand, cash rent is the least risky for the landowner but returns
should also not be expected to be as high as with other arrangements.



While flex rent is an appealing concept, it can be somewhat misleading as it can have different
meanings. Some flex rents are based on yield variability, if yield is above a certain level then the rent paid
to the landowner is adjusted. Other flex rents apply the same methodology but based on the gross
revenue. Another alternative is to have a cash fixed payment and a bonus based on prices, or yields, or
both or other innovative framework. The path followed by this tool is to design a flex rent that will ensure
a base price to the landlord and a bonus that is calculated based on total revenue. If total crop revenue is
above a trigger value, then a share of it is given to the landlord as a bonus.

This tool will not provide the “fair” rent value. However, this tool will provide insights on
different rental arrangements and how they affect net return based on different price and yield
assumptions. From there, parties can negotiate to reach what they would call “fair” value. Rent prices are
driven by the market reality and any agreements between a tenant and a landlord will prevail over any
other sources of information.

Introduction to the Flex Rent calculator

The tool uses a Microsoft Excel spreadsheet template. The following describes the layout of the
tool in the spreadsheet and provides basic information about maneuvering through the spreadsheet and
customizing the information for your situation.

In Excel, each small rectangle is called a cell, and it is referenced based on the column and the row. For
instance, the cell selected below is C5.

A B & D E F
1 Corn Soybeans Wheat DCBeans
2 |Rotation ) 50% 50% 0% 0%
3
4 Income Units Selected cell: C5
5 |Government payment S/Acre 5 20.00 T 20.00 S 20,00 S
6 |Otherincome S/Acre 3 - s - 5 - 5
7

The different pages in the tool can be accessed by clicking on the different tabs. The tabs are located at
the bottom of the screen.

a0

4 4 v W | Budget - Rent options - Graphs - Tables - Return Matrix Cash Rent comparison ¥ 0|

Ready '_=|

Selected tab: Budget

Cells with a green background are input cells; they need to be changed to reflect the desired
parameters. Results tabs such as graphs, tables or the return matrix are linked to the different input cells.
A change in one of the input cells will automatically update the results. Results assume that no
government payments besides direct payments will be received by the operation. Color coded tables are



for reading ease - a cell’s background goes from red to blue as its content numbers go from negative to
positive.

Tabs description:

-Budget: Several pieces of information need to be provided in this tab:

1. Crop rotation (help is provided to calculate the percentages).

2. Government income per acre. Note that no payments need to be included for
double crop.

3. The cost per acre of various inputs.

4. Fixed costs. They are entered as total number so that the average fixed cost per
acre is going to vary based on total acreage farmed. If fixed costs are unknown,
enter zero which means that the final results will not be net return to the tenant
but rather gross return to the tenant. From this final number machinery
ownership cost and family labor will have to be paid.

5. Total Acreage. It is required to calculate the average fixed cost per acre. If the
operation is expanding, the increase in acreage needs to be included and fixed
costs need to be updated accordingly.

6. Property tax per acre.

-Rent options:

1. Under the share rent category provide the income and expense allocations that
are used for the share rent cash calculation.

2. Flex rents are calculated as the sum of a base price and a bonus that is based on
county yield and local elevator prices. The base price (B24) is received by the
land owner no matter how good or bad the yield and the prices have been. The
bonus is the agreed percentage of gross county income per acre that exceeds a
base rent number (B25) agreed upon by the landlord and tenant. For instance the
landlord and tenant have agreed on a $140 base rent plus 40% of revenue above
$450. If the county yield is 135 and corn prices are $3.5 (for a corn on corn crop
rotation) then total rent will be: $140+(135x$3.5-
$450)x.4=$140+%$22.5x.4=$153.5

3. The cash rent cell represents the value in dollars per acre charged by the landlord
to the tenant for the use of the property in the case of a regular cash rent
agreement.

-Graphs:

Provide the desired information in the top cells such as expected yields, expected prices as well as
expected county yields. The county yield values are only used for the calculation of Flex Rent 1.
Calculation of Flex Rent 2 assumes that county yields and your farm’s yields are perfectly
correlated.



Select the crop that you want to use to be represented on the horizontal axis in cell H42. For
instance, if you select soybeans, then the top two graphs will show soybean yields on the
horizontal axis and the bottom two graphs will show soybean prices on the horizontal axis.

Top Graphs:

Top graphs represent the net return per acre for the tenant and the landlord for the
different rental arrangements considered. All the yields but the one for the crop considered (in
H42) are held to the values defined at the top (C2 through F2). The yield shown on the horizontal
axis is for the selected crop in H42.
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Bottom Graphs:

Bottom graphs represent the net return per acre for the tenant and the landlord for the
different rental arrangements considered. Every crop price increase from left to right based on
the ratio given in the two cells (12 and 13) at the top of the page. The price shown on the
horizontal axis is for the selected crop in H42.
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-Tables:

Tables present the numerical values used to draw the graphs. Like the graphs, the values in the
tables will change if numbers at the top of the graphs tab change. Highlighted in yellow are the
numerical values that change between rows.



Yield Price Tenant Net Return per Acre Landlord Net Return per Acre
Comn ‘Snybean5| Wheat ‘DCBEans Comn ‘Snybeansl ‘Wheat [ |Cash REntlShareRentlFIExRentllFlExREntz Cash Rent‘share RentlFIExRentl‘FlexREntz
80 49 70 29|§ 390 § 940 $ 6.20| |8 (87.20) 5 (21.60) S (93.75) § (67.20)( | S 135.00 S 6940 $ 13270 § 115.00
90 a9 70 29/ $ 390 $ 940 $ 620 |8 (67.70) § (11.85) § (74.25) § (47.70)| | $ 135.00 $ 79.15 $ 13270 $ 115.00
100 43 70 29|$ 390 $ 940 $ 620||S (48.20) 5 (2.10) 5 (54.75) S (28.20)| | S 135.00 $ 8890 $ 13270 $ 115.00
110 49 70 29|$ 390 $ 940 $ 620||8(28.70) 5 765 S5 (3525) $ (8.70) | S 135.00 $ 9365 $ 13270 $ 115.00
120 49 70 29/ 390 $ 940 $ 620||S (9.200) S 1740 S (1575) S 2.22||$135.00 $ 10840 S 13270 S 12072
130 43 70 29/$ 390 $ 940 $ 620||$ 030 § 2715 § 275 $ 1002 |$135.00 $ 11815 $ 13270 § 12852
140 43 70 29|$ 390 $ 940 $ 620||$ 2980 5§ 3690 5 2325 $ 1782 | $135.00 $ 127.90 $ 13270 § 136.32
150 49 70 29| 390 § 940 $ 620|9% 4930 5 4665 S 4275 § 25.62( | 5 135.00 $ 137.65 $ 13270 § 14412
160 a9 70 29/$ 390 $ 940 $ 620||$ 68.80 § 5640 § 6225 $ 3342 |$ 13500 $ 14740 $ 13270 § 15192
170 43 70 29|$ 390 $ 940 $ 620||3 8830 § 6615 5 8L75 $ 4122 |$135.00 § 15715 $ 13270 § 159.72
180 49 70 29|$ 390 $ 940 $ 620||310780 § 7590 5 10125 $ 49.02 | $135.00 $ 16690 S 132.70 S 167.52
190 a3 70 29|$ 390 $ 940 $ 620||$12730 § 8565 § 12075 $ 56.82( | S 135.00 S 176.65 S 13270 § 175.32
200 43 70 29| $ 390 $ 940 $ 620(|8146.80 § 9540 5 14025 $ 64.62( | S 135.00 |§ 18640 $ 13270 | § 18312
210 43 70 29|$ 390 $ 940 $ 620(|8166.30 5 10515 5 159.75 $ 7242 | $ 135.00 $ 13270 |§ 150.92
220 9 70 2908 390 § 940 § 620 |8 185.80 $ 11490 § 179.35 $ s0.22| [ $ 135.00 $ 132.70 [§ 19m7a |
Yield Price Tenant Net Return per Acre Landlord Net Return per Acre
Cormn_ |Soybeans| Wheat |DCBeans| Comn ‘Soybeansl Wheat CashREntlShareRentlFIexRentllFlexREntZ Ca.'.hRent‘shareRentlFIexRentl‘FlexREntZ
157 43 70 29| $ 200 $ as82 $ 3.18||S(19840) 5 (77.20) S (178.40) S (178.40)| | S 135.00 $ 13.80 $ 11500 $ 115.00
157 LL] 70 29| $ 220 $ 530 § 3.50||8(170.89) 5 (63.44) S (150.89) $ (150.89)| | S 135.00 $ 27.56 $ 11500 $ 115.00
157 a9 70 29| $ 240 $ 578 $ 3.82||8(143.38) § (49.69) S (122.38) $ (123.38)| | $ 135.00 $ 4131 $ 11500 $ 115.00
157 43 70 29| $ 260 $ 627 $ 413||8(115.87) § (35.93) 5 (95.87) $ (95.87)| | $ 135.00 $ 55.07 $ 11500 $ 115.00
157 49 70 29|$ 280 $ 675 $ 445||S (88.36) 5 (22.18) 5 (68.36) S (68.36) | S 135.00 $ 6882 $ 11500 $ 115.00
157 49 70 29| 3.00 $ 723 § 477||S (60.85) S (842) S (40.85) S (40.85)| | $135.00 $ 8258 S 11500 S 115.00
157 43 70 29/ 320 $ 771 $ 5.09||$(33.34) § 533 § (13.34) $ (13.34) | $135.00 $ 96.33 $ 11500 $ 115.00
157 43 70 29|$ 340 $ 819 $ s541||$ (5.83) § 1909 § 1417 $§ 357 |$135.00 $ 11009 $ 11500 § 122.07
157 49 70 29|§ 360 $ 868 § 572||% 2168 5 3284 § 3795 § 1457 | 513500 $ 123.84 $ 11749 § 133.07
157 a9 70 29/$ 380 $ 916 $ 604||$ 4919 § 4660 § 5025 $ 2558 | $135.00 $ 13760 $ 127.63 § 144.08
157 43 70 29|$ 400 $ 964 $ 6363 7671 § 6035 § 6255 $ 3658 |5 135.00 § 15135 $ 137.77 § 155.08
157 49 70 29|$ 420 $ 1012 § 668310422 § 7411 § 748 $ 4759 | S 13500 $ 16511 S 147.91 S 166.09
157 a9 70 290§ 440 $ 1061 S 699|(S$13173 $ 8786 $ 8716 $ 5859 S 13500 S 17886 S 158.05 S 177.09
157 43 70 29| $ 460 $ 1109 $ 731||$159.24 $ 10162 § 9946 $ 69.59( | $ 135.00 [§ 19262 S 168.18 S 188.09
157 3 70 29)$ 480 5 Thsz § 763 |[$18675 § 11537 § 11176 $ 8060 [ $135.00 ' 90637 § 17832 § 19810 |

-Return Matrix:

The return matrix uses yield and prices given at the top of the graphs tab to present the effects of
price and yield variations on the tenant or the landlord net returns per acre. The user can select the
rental arrangement as well as the party for which the table is calculated by changing the values in
the top left corner. The bordered cell in the table represents the net return per acre where the

Values changing across rows

prices and yields are given by the user at the top of the graphs tab.



Tenant

Flex Rent 2
yield (bu/acre)
30% 40% 50% 60% 0% 80% 90% 100% 110% 120% 130% 140% 150%
Comn 47 63 79 94 110 126 141 157 173 182 204 220 236
yb 15 20 25 29 34 39 a4 49 54 59 64 65 74
Wheat 21 28 35 42 49 56 63 70 77 84 91 98 105
DC Beans 9 12 15 17 20 23 26 29 32 35 EE 41 44
Corn Soybeans Wheat
0% s - 3 $
10%($ 039 $ 094 $ 062 (373)
20%($ 078 $ 188 § 124 (368) (357) (346) (335) (325) (314) (303) (293)
30%[5 117 ¢ 282 5 186 (273) (357) (341) (325) (309) (293) (276) (260) (224) (228) (212)
40%$ 156 $ 376 $ 248 (368) (346) (325) (203) (282) (260) (239) (217) (196) (175) (153) (132)
50%[$ 195 § 470 $ 310 (373) (346) (319) (293) (266) (239) (212) (185) (158) (132) (105) (78) (51)
60%S 234 ¢ 564 5 32 (257) (325) (293) (260) (228) (196) (164) (132) (99) (67) (35) 3) 10
‘5‘- 0% S 273 5 658 § 434 (341) (303) (266) (228) (191) (153) (118)
O  80%[$ 312 $ 752 § 49 (325) (282) (239) (196) (153) (110) (67)
S 90%|$ 351 § 846 $ 558 (309) (260) (212) (164) (116) (67)
Y oo0us 290 $ sa0 § 620 (293) (239) (185) (132) (78) (24)
w 110%$ 429 $ 1034 $ 6.82 (276) (217) (158) (99) (40) 5
3 120%$ 468 $ 1128 § 7.44 (260) (196) (132) (67) (3) 22
= 130%|$ 507 5 1222 § 8.06 (244) (175) (105) (35) 12 a0
Q. 140%|$ 546 $ 1316 $ 8.68 (228) (153) (78) (3) 27 57
150%$ 585 $ 1410 § 930 (212) (132) (51) 10 42 74
160%$ 624 $ 1504 5 9.92 (196) (110) (24) 22 57 91
170%| S 663 S 1598 $ 10.54 (180) (89) (1) 35 72 108
180%[$ 702 $ 1692 $ 1116 (164) (67) 10 a2 87 125
190%$ 741 $ 17.86 § 1178 (148) (46) 20 61 102 143
200%[$ 780 $ 13.80 § 1240 (132) (24) 31 i 117 160

-Cash Rent Comparison:

Net return per acre for
given yields and prices

This is a standalone tab; it provides the user with information relating the user’s area of interest
with Purdue’s survey results. After selecting the geographic location and the quality of the soil,
the user can visualize how a cash rent value in a given year would have varied over time and what
it would have been in 2007 if it had increased/decreased at the same rate of the survey’s results.

Location Northeast

Land type Poor

Base year (post 1975) 1980
Rent then 855

In 1980 Purdue's survey based on similar land characteristics and location, was
showing a cash rent of $62 which was 12.7% more than yours.

If you assume that rent should have increased/decreased at the same rate as the
reported numbers in the Purdue's survey, then the rent in 2007 should have been

$89 per acre.

Figure 1. Purdue Land Value Survey Geographic Regions
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Tips and advice:

The default cost per acre numbers in the budget section are a place to start if one does not have a
good perspective on what those numbers should be. However, it is strongly encouraged that the
tenant uses its own numbers to get a more precise perception of the effects on his/her operation.

If a flex rent arrangement has been agreed upon by landlord and tenant, it is strongly suggested to
have the agreement reviewed by the FSA so that the government payments are split according to
the regulations.

When in doubt for a flex rent arrangement, start by setting the base rent at the previous year cash
rent level. Once you get an understanding on how it affects the return, adjust it to your liking.

Disclaimer: The information and suggestions in this tool are intended to provide insights on
consequences of different rental arrangements. While no recommendations are specifically
formulated, Purdue University assumes no liability for the conclusions and decisions taken as a
result. The user of this tool assumes the entire risk of using the program. The user is advised to
test the program thoroughly before relying on it. Purdue University and the authors of the
program will not be liable for any consequential, indirect, or special damages suffered by the
customer as a result of the use of the program.




