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Abstract:
This study evaluates the sensitivity of a grain farm’s financial condition to financial variables. A cash
flow simulation model is used. Long-term interest rates, land values, and leverage positions are the
variables analyzed.

The model simulates financial changes over a ten-year period.

A total of 18 variable combinations are examined. Major year-to-year considerations include gross
income, consumption, taxes, debt payments, and equipment replacement costs. Gross incomes are
generated from historic yield trends and estimated future prices.

Findings indicate that changes in interest rates do not have a significant impact on the financial
condition of the case farm.

A similar result occurred with land value changes at the lower of two leverage levels. At the higher
leverage level changes in land values did substantially alter ending net worth.

A one percent increase in the interest rate caused short-term funds demanded to increase up to 8.89
percent. For all variable combinations, rates of return on total capital and net worth were low and
showed little variation. Solvency problems occurred when higher values for the variables were used.

The minor effect of interest rate changes reveals the ability of the farm family to make adjustments in
other areas to compensate for larger debt payments. This tendency is also shown with land value
changes, The low returns and the large short-term fund demand shows the producer’s inability to
accumulate cash assets. 
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