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Part I: Multiple Choice. Circle the best answer. (3 points each)

1. Disadvantages of land ownership would include:
a.  frees up working capital, operation size is more flexible, financial obligations are

more flexible
b. sef}un'ty of tenure, pride of ownership, high return on capital (ROA)
¢.  pride of ownership, management independence, operation size is more flexible
d.  can have cash flow problems, it provides higher returns on capital, it provides

@ none of the above

2. Advantages of leasing land would include:
a.  insecurity of tenure, no pride of ownership, cannot be used as loan collateral

@ financial obligations are more flexible, access to additional management, frees up
working capital ‘ ; ; oy
c.  cannot be used as loan collateral, no pride of ownership, financial obligations are

more flexible . _ .
d.  frees up working capital, operation size is more flexible, you have security of tenure

3. The following can be methods of gaining control of capital:
debt (or borrowed) capital

lease the asset

outside equity

your net worth

6} all of the above

o

4. The tenant bears the most risk with:
@ a cash rent lease
. acustom farming contract
c.  amix of base cash rent and crop share lease
d. a50-50 crop share rent lease

5.  The lowa Land Value Survey for 2006, which was handed out in class, discussed some
positive factors impacting land value in 2006. They included:
Government payments
lower interest rates
good crop yields
tax free exchanges
all of the above

long-term such as for real estate
intermediate-term such as for a building
short-term such as for feeder cattle purchase

a.
b.
c.
d.
6. ér;surance companies provide the following types of credit to agriculture:
b.
3
d.  all the above types of credit are types of credit commercial banks provide



7. There are various sources of credit for agricultural purposes in lowa. In January 2003 this
agency had the largest share of agricultural credit in lowa:
a.  the Farm Service Agency
@ commercial banks
€. the Farm Credit System
d. individuals and others
e. none of the above

You have pulled together the following information:

Inflation rate - 3%
Met income per acre - $150.00
Interest rate = 7%
Value of land as reflected on net worth statement = 52,800
Value of similar land recently sold = $3,600
8. Given this, what value would you place on the land using the income capitalization

approach?

a. $2,142.86

b.  $5,000.00

c. $1,500.00

(@ $3,750.00
e.  none of the above

9. Gixen this, what is the value you would place on the land using the market value approach?

$3,600
. R0
e $1,500
d. $2,142.86
e None of the above,

Now you are a veteran at Econo 330 One Stop Bank and doing your own loan analysis. Christy

Cyclone comes to you for a loan and provides the following information from her farm financial
records:

Total Assets = $400,000
Rate of return on equity = 6%

Rate of return on assets = 5%
Total debt = $300,000
Interest paid = $15,000

10.  Given this, what is the maximum debt-to-asset ratio that Christy can go to?
a. 33.33 percent

b. 120 percent
c. 60 percent
100 percent

g. 50 percent



The next six questions are based on the following information. James Wright has constructed
a hog finishing building. The cost of the building was $300,000. James will borrow $250,000
and use $50,000 from the sale of soybeans to pay for the building. The $250,000 loan will be
paid off over 10 years with an interest rate of 7 percent. The loan will be paid annually. A table
provided may help with some of the questions.

11.

12.

13

14.

13

16.

If you have an equal principal payment plan, how much interest do you pay with your
fifth annual payment?

a. $17,500 @ $10,500

b. $12,250 e. none of the above

c. $14,000

For the equal total payment plan, how much interest do you pay over the life of this loan?
a. $355,950
$105,950
. 335,595
d. $17,500
e. can't determine with the information provided

For the equal principal payment plan, how much interest will you have paid in total after
you have made your second payment? This is the total interest for the first two
ayments.
$33,250
b. $40,250
c. $15,750
d. $19,250
e. can't determine with the information provided

If you have an equal total payment plan, what is the level of payment (principal and
interest) will you make in year 87

a. $29,705.67

b. $32,406.95

c. $40,687.50

C@ $35,545

c. can’t determine with the information provided

For the equal total payment plan how much interest do you pay in the second year?
a_ $17,500.00
$16,233.35
c. $15,905.67
d. $14,696.08
e. $17,105.97

For the equal total payment plan, how much principle do you pay in the second year

(second payment) of the loan?
(2] 1936165

16,233.35
18,095.00
20,761.49
None of the above.

S S



17 Location of production of products such as corn, cattle or any product can be impacted
by:
a. climate
b. social and population
c. distance to markets
d. comparative advantage
all of the above are factors which impact where products are produced

The following three questions are based on the following information. It is information for yield
or revenue insurance for soybean production. This is the information presented by Dr. William
Edwards.

APH yield = 44 bushels per acre
Actual yield = 28 bushels
Insurance guarantee = 75 percent

18.  If the indeminity price was $6.50 per bushel, what would be the indemnity payment per

acre for yield insurance? s - fi"f’
5 $104.00 per acre e e s W W75
b, $20.00 per acre 4 53 Budt
& $47.00 per acre 2w *

(@  $32.50 per acre e S A e £ S
e. None of the above.

19. If you take out basic revenue insurance what is the revenue guarantee per acre? (revenue

insurance guarantee is at 75%)
a.  $286.00 peracre 23 bur¥s

@ $214.50 per acre

$174.00 per acre

c.
d. $189.00 per acre
e None of the above

20. If you take out basic revenue insurance at 80 percent what is the indemnity payment
received per acre given the above information? The October futures price was $6.00 per
bushel and the February futures price was 7.00 per bushel. o
é $78.40 35, * v A & -
b, $44.00 17 . g 520 ) B
)(- M '.-._______.-— B{.{ i
c.  $140.00 3//; b 25,2
d 30 2% /4%
B None of the above \ﬁ‘fﬂ

21.  According to Tim Fevold, Hertz Farm Management:
a. more than 75 percent of the land in Iowa is farmed by the owner
./ less than half of the land in Iowa is farmed by the owner
c. about 30 percent of the land in lowa is farmed by a tenant
d. about 40 percent of the land in Towa is farmed by the owner
e. none of the above



22

23,

24,

25,

26.

27

Tim Fevold, of Hertz Farm Management indicated that:

Most land in Iowa is rented through a variable lease arrangement
Most land in Towa is rented through a cash lease

Most land in Iowa is under a custom farming arrangement

The typical lease arrangement is a livestock share arrangement
None of the above

o oo De

According to Tim Fevold, Hertz Farm Management, the four items you need in a land
lease arrangement includes:
a. division of labor responsibilities
b. description of where each crop will be produced
c. type of seed to be used
(@@ description of property
e. all of the above are needed

Mr. James Wright provided the following information and would like to know what
returns per $100 feed fed was for his cattle feeding operation.

Sales 230,000

Inventory change -$10,000

Cattle purchases $110,000

Value feed fed $70,000

Given this, what is the return per $100 feed fed?

a. $342.86
@) $157.14
of $200.00
d. $171.43
e None of the above.

Given the above information and if Mr. James Wright had 30 percent of his costs 1n feed

he:

a. made money (profit) in the cattle feeding operation
@? lost money in the cattle feeding operation

C Can’t determine with the information provided.

]

he process of finding the future value of a current value is called:
compounding

discounting

amortizing

budgeting

None of the above.

L =

You have the opportunity to purchase a neighboring 80 acres for $250,000. You project
that the land will increase in value at about 6% per year over the next 30 years. Given
this, what will the value of the land be in 30 years? (Attached information provided may
be helpful.)

a.  $956,749 (D 51435875

b. $1,576,924 & $1,072,975

£, $1,921,525



28.  You are looking at buying the neighboring 100 acres. The purchase price is $300,000.
You calculate that you can generate a profit of $7,000 per year. You also calculate that
you expect the value of land to appreciate at 5% per year. The value of money to you or
the discount rate is 7%. You plan to own the farm for 20 years. Given this, what is the
present value of the profit?

. $795,990

Z. $205,700
d. $18,573
€. $96,745
29.  Using a lower discount rate will cause the present value of the farm value to:
increase
decrease

remain constant
increase initially, but then decrease
MNone of the above.

mpp%

The next three questions are based on the following information. The initial investment is
$30,000. The salvage (terminal) value is $0.

Year Net Cash Revenue
1 10,000
2 10,000
3 10,000
4 10,000
Annual Depreciation $7,500
30. Given this information, what is the payback period?
a. 1 year
b. 2 years
(&>  3years
d. 4 years
€. None of the above.
3l. Given this information, what is the simple rate of return?
a. 33.33%
&) 833%
c: 5.74%
d. 9.76%
€. None of the above.
32. Given this information, what is the net present value? The discount rate is 6 percent.
a. $£34.651
b. -$5,349
[P 84651
d. $40,000
e. None of the above.



33.  The following conditions would mean that you have conditions present for possible
growth of the business.
a. you have excess managerial ability
I:-. you have a profitable business currently
you have unused resources

@ All of the above.

Part II. Bonus Question (2 pis.)

You will have a great Thanksgiving Break and come back renewed and ready to finish off the
semester in grand fashion.

True
False

HINT: ‘False’ is not an acceptable answer.
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& TABLE 1. AMORTIZATION FACTORS FOR EQUAL TOTAL PAYMENTS

Interest Rate

Years .| A%t 416%, I 0 B% 1ttt B B il BVt et B5Ys L Y T 5% e % 1 £ B6% L1 8%, ey 8.5 10%

[ 1] 104000] 104500] 1.05000] 1.0s500] 1.06000] 1.06500] 1.07000] 1.07500] 1.08000] 1.08500] 1.08000] 1.08500] 1.10000
2| 053020] 053400] 053780| 054162| 0.54544| 054926 055308 055693| 0.56077| 056462 056847| 0.57233| 0.57619

- 3| 0236035 036377| 036721 037085 037411 037758| 0.38105| 038454 038803 0239154| 0.39505| 0.39858| 0.40211
4] 0.27549] 027874| 028201| 028529 028859 029190 0.29523| 029857 0.30192| 0.30529| 0.30867| 031206 0.31547

5] _'_'9.22433 0.22779 0.23007 023418 0.23740 0.24063 0.24389 0.24716 0.25046 0.25377 0.25709 0.26044 0.26380

6| 019076] 0.19388] 019702 0.20018] 020336] 0.20657| 020980 0.21304| 021632] 0.21961] 0.22292| 0.22625| 0.22961

7 0. 16661 0.16970 017282 017596 0.17914 0.18233 0.18555 0.18880 0.19207 0.18537 0.19869 0.20204 0.20541

'8 0.14853 0.15161 0.15472 0.15788 0.16104 0.16424 016747 Q17073 0.17401 0.17733 0.18067 0.18405 0.18744
8] 013449| 0.13757| 0.14068| 0.14384| 0.14702| 0.15024] 0.15348] 0.15677| 0.16008| 0.16342| 0.16680| 0.17020] 0.17364
10| 012329 012638 012950 0.13267| 0.13587| 0.13910| 0.14238| 0.14568| 0.14903| 0.15241| 0.16582| 0.16927| 0.16275
1 011415 011725 0.12039 012357 0.12679 0.13006] 0.13336 0.13670 0.14008| -0.14349( 0.14695 0.15044 0.15396
12| 010655 0.10967| 011283 0.11603] 0.11928] 0.12257| 0.12500| 0.12928| 0.13270] 0.13615] 0.13965| 0.14319| 0.14676
13| 010014 0.10328] 010646 0.10968] 0.11296| 0.11628] 0.11965| 0.12306] 0.12652] 0.13002| 0.13357| 013715 0.14078
14| 009467| 009782| 0.10102| 0.10428] 010758| 0.11094| 0.11434| 011780 0.12130| 0.12484]| 0.12843| 0.13207] 0.13575
15/ 0.08994| 0.09311| 009634 0.09963| 0.10296| 0.10635| 0.10979| 0.11329| 0.11683| 0.12042| 012406| 0.12774| 0.13147
18| 008582| 008902| 0.09227| 0.09558| 009895| 0102368| 010586| 0.10939| 0.11208) 0.11661| 0.12030 0.12403| 0.12782
17| 0.08220| 0.08542| 008870| 0.09204| 0.09544] 009891 0.10243| 0.10600| 0.10963] 0.11331] 0.11705| 0.12083| 0.12466
18] 0.07899| 0.08224| 008555 0.08892| 0.09236| 0.09585| 0.09941| 0.10303| 0.10670| 0.11043| 0.11421]| 0.11805| 0.12193
19| 007614 0.07941| 008275| 008615 0.08962| 0.09316] 009675| 0.10041| 0.10413| 0.10790] 0.11173] 0.11561] 0.11955
20/ 007358 007688 0.08024] 0.08368] 008718] 009078| 009439 009809 0.10185| 0.10567| 0.10955| 0.11348] 0.11746
21| 007128 007460 007800 008146 008500/ 008861 009229 009603 009983 0.10370| 0.10762| 0.11159) 0.11562
27| 006920| 007255 007597 007947| 008305 008669 0.09041| 009418| 009803| 0.10194| 010580 0.10893| 0.11401
23] 006731] 007068 0.07414| 0.07767| 008128] 008496| 0.08871| 0.09254| 0.09642| 0.10037] 0.10438] 0.10845| 0.11257
24| 006559| 0.06899| 007247 007604| 0.07968| 0.08340/ 0.08719| 0.09105| 009498 0.09897| 0.10302 0.10713] 0.11130
25 0.06401 0.06744 0.07095 0.07455 0.07823 0.08198 0.08581 0.08971 0.08368 0.09771 0.10181 0.10596 0.11017
80| 0.05783| 0.06139] 0.06505| 0.06881| 007265| 0.07658| 0.08059| 0.08467| 0.08883| 0.09305| 0.09734| 0.10168| 0.10608
135) 005358| 005727 006107| 006497 0.06897| 0.07306| 0.07723| 008148 0.08580| 0.09019| 0.09464| 009914| 0.10369
40| 0.05052| 0.05434| 005828 0.06232| 0.06646] 0.07068| 0.07501] 007940/ 0.08386| 008838] 0.08286| 009759 0.10226
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TABLE 2

JET SRR

R T L

1.0400 1.0450 1.0500 1.0550 1.0600 1.0650 1.0700 1.0750 1.0800 1.0820 1.0900 1.0950 1.1000
1.0816 1.0920 1.1025 1.1130 1.1236 1.1342 1.1449 1.1556 1.1664 11772 1.1881 1.1280 1.2100
1.1249 1.1412 1.1576 1.1742 1.1910 1.2079 1.2250 1.2423 1.2397 1.2773 1.2950 1.3129 1.3310
1.1699 1.1925 1.2155 1.2388 1.2625 1.2865 1.3108 1.3355 1.3605 1.3859 1.4116 1.4377 1.4641

1.2167 1.2462 1.2763 1.3070 1.3382 1.3701 1.4026 1.4356 1.4693 1.5037 1.5386 1.5742 1.6105
1.2653 1.3023 1.3401 1.3788 1.4185 1.4581 1.5007 1.5433 1.5868 1.6315 1.6771 1.7238 1.7716
1.3159 1.36089 1.407M1 1.4547 1.5036 1.5540 1.6058 1.6580 1.7138 1.7701 1.8280 1.8876 1.9487
1.3686 1.4221 1.4775 1.5347 1.5038 1.6550 1.7182 1.7835 1.8509 1.9206 1.9926 2.0669 2.1436
1.4233 1.4861 1.6513 1.6191 1.6885 1.7626 1.8385 1.8172 1.9890 2.0839 2.1719 2.2632 2.3579
1.4802 1.5530 1.6289 1.7081 1.7808 1.8771 1.9672 2.0610 2.1588 2.2610 2.3674 2.4782 2.5837
1.5395 1.6229 1.7103 1.8021 1.8983 1.9892 2.1049 2.2156 2.3316 24532 2.5804 2.7137 2.8531
1.6010 1.6858 1.7858 1.9012 2.0122 2.1291 2.2522 2.3818 2.5182 2.6617 2.0127 2.9715 3.1384
1.6651 1.7722 1.8856 2.0058 2.1329 226875 2.4098 2.5604 2.7186 2.8879 3.0658 3.2537 3.4523
18317 1.8519 1.9799 2.1161 2.2608 24148 25785 2.7524 2.9372 3.1334 3.3417 3.5629 3.7875
1.8008 1.8353 2.0785 2.2325 2.3966 2.5718 2.7590 2.9589 31722 3.3997 3.6425 3.9013 41772
1.8730 2.0224 2.1829 2.3553 2.5404 2.7390 2.89522 3.1808 3.4258| -~ 3.6887 3.9703 42718 4.5850
1.9478 2.1134 2.2820 2.4848 2.6928 2.9170 3.1588 3.4194 3.7000 4.0023 4.3276 4.6778 5.0545
2.0258 2.2085 2.4066 26215 2.8543 3.1067 3.3789 3.6758 3.9860 4.3425 4.7171 5.1222 5.5589
2.1068 2.3079 2.5270 2.7656 3.0256 3.3086 3.6165 3.8515 4.3157 4. 7116 5.1417 5.6088 6.1158
2.1911 24117 2.6533 2.9178 3.2071 3.5236 3.8697 4.2479 4.6610 5.1120 5.6044 6.1416 6.7275
2.2788 2.5202 2.7860 3.0782 3.3996 3.7527 41406 4.5664 5.0338 5.5466 6.1088 6.7251 7.4002
2.3699 2.6337 2.9253 3.2475 3.8035 3.9866 4.4304 4.9089 5.4365 6.0180 6.6586 7.3638 8.1403
2.4647 2.7522 3.0715 3.4262 3.8187 4.2564 4.7405 52771 5.8715 6.5296 7.2579 8.0635 B.8543
2.5633 2.8760 3.2251 36146 4.0488 4.5331 5.0724 5.6729 6.3412 7.0846 7.9111 8.8256 9.8497
2.6658 3.0054 3.3864 3.8134 4.2819 4 8277 5.4274 6.0983 5.8485 7.6868 8.6231 9.6684| 10.8347
3.2434 3.7453 4.3219 4.9840 5.7435 6.6144 7.6123 8.7550) 10.0627| 11.5583) 13.2677| 15.2203] 17.4484
3.9461 4.6673 5.5160 6.5138 7.6861 9.0623] 10.6766| 12.5689| 14.7853| 17.3796] 204140 23.9604] 28.1024
4.8010 5.8164 7.0400 8.5133| 10.2857| 12.4161| 14.9745| 18.0442| 21.7245| 26.1330) 31.4094| 37.7194| 452593







