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Custom Farming - A Share of the Crop

( justom farming is becoming popular. This
popularity has given rise to new ways of de-
veloping custom agreements. Traditionally,

a custom farming agreement involves the landowner

making a fixed cash payment to the custom operator

in return for doing various field operations. This is
either contracted individually on each field operation
or in total for all growing and harvesting operations.

Typical custom rates are provided in the /nformation

File lowa Farm Custom Rate Survey. Information

File Custom Farming: An Alternative to Leasing

provides guidelines for developing a custom agree-

ment.

Custom farming disadvantages

There may be disadvantages to custom farming.
Timeliness, especially during planting and harvest-
ing, is important and landowners often complain that
the custom operations are not done when they should
be. Conversely, custom operators often complain
that the fixed payments they receive for their efforts
are little more than wages, giving them little incen-
tive to do a good job.

Custom farming involves a high cash outlay by the
landowner. Not only are the seed, fertilizer, and
other expenses paid in cash, but all field operations
are also converted to fixed cash payments. The cash
outlay per acre, including land payments, can easily
reach $400 per acre.

Also, custom farming tends to be high risk for the
landowner. All costs are fixed but the returns (yield
and selling price) are extremely variable.

Share of the crop

Many of these disadvantages can be offset if an
arrangement is developed where the custom opera-
tor receives a share of the crop (including a share of
the government payments) instead of a fixed cash
payment. With this arrangement, the custom opera-
tor has a vested interest in the crop. In other words,

the custom operator's income is affected by how
well he/she does the field operations. If field opera-
tions are done properly and in a timely manner, crop
yields are higher, which increases the returns of both
the landowner and custom operator.

Giving the operator a share of the crop in lieu of a
fixed cash payment reduces the owner's cash invest-
ment in the growing crop. It also reduces the risk ex-
posure of the landowner. If crop yields and/or prices
are low, the amount going to the custom operator is
reduced.

Computing a fair division

The challenge of this type of arrangement is comput-
ing an equitable division of the crop between land-
owner and operator. The procedure shown in Table

1 can be used for this purpose. The cost or value of
each party’s contributions for growing, harvesting
and marketing the crop is listed. The crop is then
divided in the same proportion as the value of each
party’s contributions. An example is used to illus-
trate the procedure.

First, list the value of all of the contributions made
by the landowner, such as seed, fertilizer, pesticides
and miscellaneous costs. A management fee is added
to cover the cost of selecting, ordering, and deliv-
ering the production inputs. The fee is sometimes
computed as 10 percent of the production inputs
(seed, fertilizer, etc.) A land charge for the year can
be based on local cash rental rates.

The custom operator's contribution of machinery
and labor for growing and harvesting the crop can
be estimated by using custom rates for each indi-
vidual operation or the whole crop from /nformation
File, Iowa Farm Custom Rates. A hauling charge
(custom) may be included for delivering the grain to
either a nearby market or farm storage.

IOWA STATE UNIVERSITY

University Extension

Don Hofstrand

co-director Ag Marketing Resource Center
value-added agriculture specialist
641-423-0844

dhof@iastate.edu



Page 2

The custom operator's share of the crop is computed
by dividing the value of his/her contribution by the
combined contribution of the landowner and opera-
tor. In the example, the custom operator's share of
the costs of producing an acre of corn following soy-
beans is $123. The total cost is $553. So, the custom
operator's share of the corn crop is 22 percent ($123
/ $553). The landowner receives 78 percent ($430 /
$553) of the crop. Also, the custom operator should
receive the same percentage (i.e. 22 percent) of the
government program payment.

If the contributions are different from those out-
lined above, the distribution of the crop between
the custom operator and the landowner will change.
Generally, the more productive the land, the lower
the operator's share will be.

Management

The landowner may do the selecting, ordering,

and delivering of the production inputs. So a fee
would be included in the landowner’s contribution.
However, in many situations, the custom operator

is responsible for these tasks. So, part or all of the
management charge may be listed under the custom-
er operator rather than the landowner. The custom
operator's costs would be refigured and he/she would
receive a larger share of the crop (as shown in Table

).

There may be an advantage to having these manage-
ment tasks performed by the custom operator. For
example, the landowner may be eligible for volume
discounts if the input purchases are combined with
the operator's input purchases on his/her opera-

tion. Also, less coordination is needed between the
custom operator and the landowner. The custom
operator is assured that the production inputs will be
available when he/she is ready to do the field opera-
tions, and has the freedom to choose the combina-
tions that he/she prefers.

Crop insurance

The cost of crop insurance is not included in the
analysis. It is assumed that each party will insure his/
her share of the crop separately.
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Corn drying

If each party is responsible for drying his/her own
share of the corn crop, the cost of corn drying is not
included in the arrangement. However, in some situ-
ations, the corn is dried on the farm. For example,
assume that the corn is dried in the landowner's
dryer. Here the custom operator would pay the
landowner (i.e. custom charge) for drying his/her
share of the crop. As an alternative, the operator may
oversee the drying process in exchange for using the
landowner's drying facilities and the dryer fuel and
electricity costs are divided in the same proportion
as the crop is divided.

Farm storage

Sometimes the grain is stored on the farm. In this
situation, the operator may pay the owner a fee for
storing his/her share of the grain. An additional ar-
rangement for hauling the grain to market may be
needed. See Information File lowa Farm Custom
Rate Survey, or 2002 Building Rental and Con-
tracting Rates.

The division of the grain may occur in the field or
after drying. If all the grain goes to market, the
division of the grain can be done when the grain is
weighed.
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Table 1. Determining the custom operator’s share of the crop (example).

Landowner Provides Management

Cornon Cornon
soybeans corn Soybeans
Landowner

Seed $70 $70 $39
Fertilizer 105 120 45
Herbicide 25 25 16
Insecticide 0 17 0
Miscellaneous 10 10 10
Management* 20 23 11
Land** 200 200 200

Landowner Total $430 $465 $321

Custom Operator Contributions
Custom Growing and

Harvesting $100 $100 $90
Custom Hauling 18 18 5
Miscellaneous 5 5 5
Management * 0 0 0
Custom Operator Total $123 $123 $100
Total Contributions  $553 $588 $421

Percent of Crop for
Custom Operator *** 22% 21% 24%

Custom Operator Provides Management

Landowner Contributions$410 $442 $310
Custom Operator

Contributions $143 $146 $111
Total Contributions $553 $588 $421

Percent of Crop for
Custom Operator*** 26% 25% 26%

* computed as 10 percent of seed, fertilizer, herbicides, etc.
** cash rent equivalent
*** computed by dividing the Custom Operator Contribution by the Total Contribution

... and justice for all Issued in furtherance of Cooperative Extension work, Acts of May 8
The U.S. Department of Agriculture (USDA) prohibits discrimination and June 30, 1914, in cooperation with the U.S. Department of Agri-
in all its programs and activities on the basis of race, color, national culture. Jack M. Payne, director, Cooperative Extension Service, lowa
origin, gender, religion, age, disability, political beliefs, sexual orienta- State University of Science and Technology, Ames, lowa.

tion, and marital or family status. (Not all prohibited bases apply to
all programs.) Many materials can be made available 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.




